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1. Introduction 
 

Crime and shadow economic activities are a fact of life around the world, and 

almost all societies engage in trying to control these activities through education, 

punishment, or prosecution. Gathering statistics about who is active in the 

shadow economy activities, the frequency with which underground activities 

occur and the magnitude of these activities, is crucial for making effective and 

efficient decisions regarding allocating resources in this area. Obviously it is 

difficult to get accurate information about underground or shadow economy 

activities because individuals engaged in these activities wish to remain 

unidentified. Hence, estimation of shadow economy activities can be considered 

as a scientific passion for knowing the unknowable.  

 

These attempts at measurement are obviously problematic1, since shadow 

economy activities are performed in such a way as to avoid any official 

detection. Moreover, if you ask an academic, a public sector specialist, a policy 

or economic analyst, or a politician, what is going on in the shadow economy, 

and even just how big it is, you will get a wide range of answers.2 In spite of 

this, there is growing concern over the phenomenon of the shadow economy, 

and there are several important reasons why politicians and public sector 

workers should be especially worried about the rise and growth of the shadow 

economy.  

 

Among the most important of these are: 

 

• If an increase of the shadow economy is caused mainly by a rise in the 

overall tax and social security burden, this may lead to an erosion of the tax 

                                                 
1 Compare with the feature “Controversy: On the Hidden Economy”, in the Economic 
Journal, Vol. 109, No. 456, June 1999. 
2 Compare the different opinions of Tanzi (1999); Thomas (1999); and Giles (1999a,b). 
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and social security bases and finally to a decrease in tax receipts, and thus to 

a further increase in the budget deficit or to a further increase of tax rates 

with the consequence of an additional increase in the shadow economy, and 

so on. Therefore, a growing shadow economy can be seen as a reaction by 

individuals who feel overburdened by state activities. 
 

• With a growing shadow economy, (economic) policy is based on erroneous 

“official” indicators (like unemployment, official labor force, income, 

consumption), or at least indicators that are inaccurate in magnitude. In such 

a situation, a prospering shadow economy may cause politicians severe 

difficulties because it provides unreliable official indicators, and the direction 

of intended policy measures may therefore be questionable. 
 

• On the one hand, a growing shadow economy may provide strong incentives 

to attract (domestic and foreign) workers away from the official economy. 

On the other hand, at least two-thirds of the income earned in the shadow 

economy is immediately spent in the official economy3 resulting in a 

considerable (positive) stimulating effect on the official economy. 

 

 

2. What is the Shadow Economy? 
 

Studies trying to measure the shadow economy first face the difficulty of 

defining it. For instance, one commonly used definition is the shadow economy 

includes all currently economic activities which contribute to the officially 

calculated (or observed) Gross National Product.4 However, Smith (1994, p. 18) 

                                                 
3 This figure has been derived from polls of the German and Austrian population about the 
(effects of) the shadow economy. For further information, see Schneider (1998a,b). These 
polls also show that two-thirds of the value added produced in the shadow economy would 
not be produced in the official economy if the shadow economy did not exist. 
4 This definition is used, e.g., by Feige (1989, 1994); Frey and Pommerehne (1984); 
Schneider and Enste (2000); and Schneider (2001a,b,c). 
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defines it as “market-based production of goods and services, whether legal or 

illegal, that escapes detection in the official estimates of GDP.” As these 

definitions leave open a lot of questions, Table 1 may be helpful for developing 

a better feeling for what could be a reasonable consensus definition of the legal 

and illegal underground or shadow economy. 

 
 

 
Table 1: A Taxonomy of Types of Underground Economic Activities1 

 

Type of Activity 
 

Monetary Transactions  
 

Nonmonetary Transactions 
 

 
ILLEGAL ACTIVITIES 

 
Trade in stolen goods; drug dealing and 
manufacturing; prostitution; gambling; 
smuggling, and fraud  

 
Barter: drugs, stolen goods, smuggling 
etc. Produce or growing drugs for own 
use. Theft for own use. 

 
 

 
Tax Evasion 

 

 
Tax Avoidance 

 
Tax Evasion 

 
Tax Avoidance 

 
LEGAL ACTIVITIES 

Unreported income from 
self-employment; Wages, 
salaries and assets from 
unreported work related 
to legal services and 
goods 

Employee 
discounts, fringe 
benefits 

Barter of legal 
services and 
goods 

All do-it-yourself 
work and neighbor 
help 

 

  1 Structure of the table taken from Lippert and Walker (1997, p. 5), with additional remarks. 

 

From Table 1 it becomes clear that the shadow economy includes unreported 

income from the production of legal goods and services, either from monetary or 

barter transactions hence, all economic activities which would generally be 

taxable were they reported to the tax authorities. In general, a precise definition 

seems quite difficult, if not impossible, as “the shadow economy develops all the 

time according to the 'principle of running water': it adjusts to changes in taxes, 

to sanctions from the tax authorities and to general moral attitudes, etc.” 

(Mogensen, et al. 1995 p. 5). 5 Our survey does not focus on tax evasion or tax 

compliance. It rather serves as a supplement to the recent survey of Andreoni, 

Erard, and Feinstein (1998, p.819), who excluded the shadow economy: 

                                                 
5 For a detailed discussion, see Frey and Pommerehne (1984); Feige (1989); Thomas (1992); 
and Schneider (1986, 1994a,b, and 1998a). 
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“Unfortunately, there are many important issues that we do not have room to 

discuss, most notably the vast literature on the underground economy which 

exists in part as a means of evading taxes.”6  

 

 

3. Empirical Estimates 
 

The following tables serve to indicate approximate magnitudes of the size and 

development of the underground economy, defined as productive activities, i.e. 

using the narrow definition. Table 2 prevents a rough comparison of the size of 

the underground economies relative to GNP for a selection of Western European 

countries, Japan and the United States for the end 1990s, using the currency 

demand approach. 

 

Table 2: Size of the underground economy relative to GNP in various European 
countries, end 1990s. Estimation based on the currency demand approach. 

Greece 
Italy 

27-30% 

Spain 
Portugal 
Belgium 

 
20-24 % 

Sweden 
Norway 
Denmark 

 
18-23% 

Ireland 
France 
Netherlands 
Germany 
Great Britain 

13-16% 

Japan 
United States 
Austria 
Switzerland 

8-10% 

Source: Compiled from Schneider and Enste (2000). 

 
                                                 
6 Compare also Feinstein (1999), who tries to close the gap between tax evasion and shadow 
economy research. 
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The South European countries (Greece, Italy) have an underground economy 

almost one third as large as the officially measured GNP: followed by Spain, 

Portugal and Belgium having a shadow economy between 20-24 % (of official) 

GNP. According to these estimates, the Scandinavian countries also have a 

sizeable unofficial economy (between 18-20 % of GNP), which is attributed 

mainly to the high fiscal burden. The “central” European countries (Ireland, the 

Netherlands, France, Germany and Great Britain) have a smaller underground 

economy (between 13-16 % of GNP) probably due to a lower fiscal burden and 

moderate regulatory restrictions. The lower underground economies are 

estimated to exist in countries with relatively low public sectors (Japan, the 

United States and Switzerland), and comparatively high tax morale (United 

States, Switzerland). 

Table 3 provides a rough comparison of the size of the underground economy 

relative to official GNP for a selection of developing and transition economies 

for the end of the 1990s, using the physical input (electricity) demand approach. 

Some of these countries (Nigeria, Egypt, Thai-land) are estimated to have an 

underground sector nearly three quarters the size of officially re-corded GNP. In 

many countries the size is one quarter to one third of GNP. In Asian countries 

with a comparatively low public sector, high tax morale or high expected 

punishment (Hong Kong, Singapore) the underground economy is estimated to 

be similar to that in many “northern” European countries. 
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Table 3: Size of the underground economy relative to GNP in various developing and 
transition countries, end of the 1990s. Estimates based on the physical input 
(electricity) demand approach. 

Developing Countries 
Africa 

Nigeria 
Egypt 

68-76% 

Tunisia 
Morocco 

39-45% 

 

Central and South America 

Guatemala 
Mexico 
Peru 
Panama 

40-60% 

Chile 
Costa Rica 
Venezuela 
Brazil 
Paraguay 
Columbia 

25-35% 

 

Asia 

Thailand 70% 

Philippines 
Sri Lanka 
Malaysia 
South Korea 

38-50% 

Hong Kong 
Singapore 

13% 

 

Transition Economies 
Central Europe 

Hungary 
Bulgaria 

24-28 % 

Poland 
Rumania 

16-20 % 

Slovakia 
Czech Republic 

7-11 % 
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Former Soviet 
Union Countries 
 

Georgia 
Azerbaijan 
Ukraine 
Belarus 

28-43 % 

Russia 
Lithunia 
Latvia 
Estonia 

20-27 % 

Source: Compiled from Schneider and Enste (2000). 

 
Transition economies are estimated to often have substantial unofficial 

activities, many around one quarter of GNP. An exception is ex-Czechoslovakia 

where according to these estimates the underground sector is clearly around ten 

percent of GNP. 

Table 4 reports estimates of the growth of the underground economy (relative to 

GNP) for selected Western countries and the United States, using the currency 

demand approach. 

 

Table 4: Growth of the underground economy relative to GNP for selected West 
European countries and the United States, 1960-1999. Estimates based on the 
currency demand approach (rounded figures). 

 1960 1999 Percentage point increase 

Sweden 2% 18,5% 16,5% 

Denmark 4,5% 17,5% 13,0% 

Norway 1,5% 18,0% 16,5% 

Germany 2% 14,2% 11,2% 

United States 3,5% 9,5% 6% 

Austria 0,5% 9% 6,5% 

Switzerland 1% 6,7% 5,7% 
Source: Compiled from Schneider and Enste (2000). 

 
The Scandinavian (Sweden, Norway, Denmark) and the German speaking 

countries (Germany, Austria) exhibit a sizeable increase of the underground 
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economy within the 35 years (1960-1999) covered. But also the countries with a 

low share in the beginning (Switzerland, the United States) show a significant 

increase, for the U.S. the share more than doubled. Sizeable increases have been 

estimated, with few exceptions, for all types of countries and all kinds of 

approaches: the increasing importance of the underground relative to the official 

economy is a robust phenomenon. 

 

 

4. What are the main causes of the increase in the shadow economy? 
 

4.1. Increase of the tax and social security contribution burdens 
 

In almost all studies,7 the increase of the tax and social security contribution 

burdens is one of the main causes for the increase of the shadow economy. Since 

taxes affect labor-leisure choices and also stimulate labor supply in the shadow 

economy, or the untaxed sector of the economy, the distortion of this choice is a 

major concern of economists. The bigger the difference between the total cost of 

labor in the official economy and the after-tax earnings (from work), the greater 

is the incentive to avoid this difference and to participate in the shadow 

economy. Since this difference depends broadly on the social security system 

and the overall tax burden, they are key features of the existence and the 

increase of the shadow economy.  

 

But even major tax reforms with major tax rate deductions will not lead to a 

substantial decrease of the shadow economy. They will only be able to stabilize 

the size of the shadow economy and avoid a further increase. Social networks 

and personal relationships, and the high profit from shadow economy activities 

                                                 
7 See Thomas (1992); Lippert and Walker (1997); Schneider (1994a,b, 1997, 1998a,b, 
2001a,b,c); Schneider and Enste (2000); Johnson, Kaufmann, and Zoido-Lobatón 
(1998a,1998b); De Soto (1989); Zilberfarb (1986); Tanzi (1999); and Giles (1999a), just to 
quote a few recent ones. 
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and associated investments in real and human capital are strong ties which 

prevent people from working in the shadow economy. For Canada, Spiro (1993) 

expected similar reactions of people facing an increase in indirect taxes (VAT, 

GST). After the introduction of the GST in 1991 in the midst of a recession the 

individuals, suffering economic hardships because of the recession, turned to the 

shadow economy, leading to a substantial loss in tax revenue. “Unfortunately, 

once this habit is developed, it is unlikely that it will be abandoned merely 

because economic growth resumes” (Spiro 1993 p. 255). They may not return to 

the formal sector, even in the long run. This fact makes it even more difficult for 

politicians to carry out major reforms, because they may not gain a lot from 

them.8 

 

The most important factor in neoclassical models is the marginal tax rate. The 

higher the marginal tax rate, the greater is the substitution effect and the bigger 

the distortion of the labor-leisure decision. Especially when taking into account 

that the individual can also receive income in the shadow economy, the 

substitution effect is definitely larger than the income effect9 and, hence, the 

individual works less in the official sector. The overall efficiency of the 

economy is, therefore (ceteris paribus), lower and the distortion leads to a 

welfare loss (according to official GDP and taxation.) But the welfare might also 

be viewed as increasing, if the welfare of those who are working in the shadow 

economy were taken into account, too.10 

 

                                                 
8 See Schneider (1994b, 1998b), for a similar result of the effects of a major tax reform in 
Austria on the shadow economy. Schneider shows that a major reduction in the direct tax 
burden did not lead to a major reduction in the shadow economy. Because legal tax avoidance 
was abolished and other factors, like regulations, were not changed; hence, for a considerable 
part of the taxpayers, the actual tax and regulation burden remained unchanged. 
9 If leisure is assumed to be a normal good. 
10 See Thomas (1992), p. 134Β7. 
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While there have been many theoretical studies on tax evasion in the last twenty 

years, empirical studies of tax evasion are hard to come by.11 Most of them are 

based on tax compliance experiments and cover only some parts of the shadow 

economy.12 Convincing empirical evidence for the theoretical hypothesis why 

people evade taxes is hard to find and the results are ambiguous (Pommerehne 

and Weck-Hannemann, 1992). The results are more convincing for the shadow 

economy: for example, Schneider (1994a,b) and Johnson, Kaufmann, and 

Zoido-Lobatón (1998a, 1998b) found strong evidence for the general influence 

of taxation on the shadow economy. 

 

The strong influence of indirect and direct taxation on the shadow economy will 

be further demonstrated by showing empirical results in the case of Austria and 

the Scandinavian countries. In the case of Austria, Schneider (1994b) finds out, 

that as the driving force for the shadow economy activities, the direct tax burden 

(including social security payments) has the biggest influence, followed by the 

intensity of regulation and complexity of the tax system.  

 

A similar result has been achieved by Schneider (1986) for the Scandinavian 

countries (Denmark, Norway, and Sweden). In all three countries, various tax 

variables (average direct tax rate, average total tax rate (indirect and direct tax 

rate and marginal tax rates) have the expected positive sign (on currency 

demand) and are highly statistically significant. Similar results are reached by 

Kirchgaessner (1983, 1984) for Germany, and by Klovland (1984) for Norway 

and Sweden. 

 

                                                 
11 For a broad survey, see Andreoni, Erard, and Feinstein (1998). 
12 See Alm (1996), for an overview of tax compliance explanations in different studies. The 
theoretical literature on tax evasion is summarized in Cowell (1990); see also Allingham and 
Sandmo (1972), for their path-breaking study in this area. 
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Two other recent studies provide strong evidence of the influence of income 

taxes on the shadow economy: Cebula (1997), using Feige’s data for the shadow 

economy, found evidence of the impact of government income tax rates, IRS 

audit probabilities, and IRS penalty policies on the relative size of the shadow 

economy in the United States. Cebula concludes that a restraint of any further 

increase of the top marginal income tax rate may at least not lead to a further 

increase of the shadow economy, while increased IRS audits and penalties might 

reduce the size of the shadow economy. His findings indicate that there is 

generally a strong influence of state activities on the size of the shadow 

economy: For example, if the marginal federal personal income tax rate 

increases by one percentage point, ceteris paribus, the shadow economy rose by 

1.4 percentage points. 

 

More detailed information of the labor supply decision in the underground 

economy is given by Lemieux, Fortin, and Fréchette (1994), using micro data 

from a survey conducted in Quebec City, Canada. In particular, their study 

provides some economic insight into the size of the distortion caused by income 

taxation and the welfare system. The results of this study suggest that hours 

worked in the shadow economy are quite responsive to changes in the net wage 

in the regular (official) sector. It also provides some support for the existence of 

a Laffer curve. The Laffer curve suggests that an increase of the (marginal) tax 

rate leads to a decrease of tax revenue when the tax rate is too high. Their 

empirical results attribute this to a (mis-)allocation of work from the official to 

the informal sector, where it is not taxed. In this case, the substitution between 

labor market activities in the two sectors is quite high. These empirical findings 

clearly indicate that “participation rates and hours worked in the underground 

sector also tend to be inversely related to the number of hours worked in the 

regular sector” (Lemieux, Fortin, and Fréchette, 1994, p. 235). The findings 

demonstrate a large negative elasticity of hours worked in the shadow economy 
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with respect to the wage rate in the regular sector and also to a high mobility 

between the sectors. 

 

In another investigation, Hill and Kabir (1996) found empirical evidence that 

marginal tax rates are more relevant than average tax rates, and that a 

substitution of direct taxes by indirect taxes seems unlikely to improve tax 

compliance. More evidence on the effect of taxation on the shadow economy is 

presented by Johnson, Kaufmann, and Zoido-Lobatón (1998b), who come to the 

conclusion that it is not higher tax rates per se that increase the size of the 

shadow economy but the ineffective and discretionary application of the tax 

system and the regulations by governments. Their finding that there is a negative 

correlation13 between the size of the unofficial economy and the top (marginal) 

tax rates might be unexpected. But since other factors like tax deductibility, tax 

reliefs, tax exemptions, the choice between different tax systems, and various 

other options for legal tax avoidance, were not taken into account, it is not all 

that surprising.14 For example, hardly anybody is paying the top marginal tax 

rate in Germany, since there are many legal tax loopholesΧof course, mostly 

used by wealthy people.15  

 

Johnson, Kaufmann, and Zoido-Lobatón (1998b) find a positive correlation 

between the size of the shadow economy and the corporate tax burden. They 

come to the overall conclusion that there is a large difference between the 

impact of direct taxes as compared to the corporate tax burden. Institutional 

                                                 
13 The higher the top marginal tax rate, the lower the size of the shadow economy. 
14 Friedman, Johnson, Kaufmann, and Zoido-Lobatón (1999) found a similar result in a cross-
country analysis that higher tax rates are associated with less official activity as percent of 
GDP. They argue entrepreneurs go underground not to avoid official taxes but they want to 
reduce the burden of bureaucracy and corruption. However, looking at their empirical 
(regression) results, the finding that higher tax rates are correlated with a lower share of the 
unofficial economy is not very robust and, in most cases, using different tax rates, they do not 
find a statistically significant result. 
15 See Enste (1997), for further details on the (postponed) major German tax reform. 
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aspects, like the efficiency of the administration, the extent of control rights held 

by politicians and bureaucrats, and the amount of bribery and especially 

corruption, therefore, play a major role in this “bargaining game” between the 

government and the taxpayers. 

 

4.2. Intensity of regulations 
 

The increase of the intensity of regulations (often measured in the numbers of 

laws and regulations, like licenses requirements) is another important factor, 

which reduces the freedom (of choice) for individuals engaged in the official 

economy.16 One can think of labor market regulations, trade barriers, and labor 

restrictions for foreigners. Although Johnson, Kaufmann, and Zoido-Lobatón 

(1998b) did not find overall significant empirical evidence of the influence of 

labor regulations on the shadow economy, the impact is clearly described and 

theoretically derived in other studies, for example, for Germany (Deregulation 

Commission 1990/91). Regulations lead to a substantial increase in labor costs 

in the official economy. But since most of these costs can be shifted on the 

employees, these costs provide another incentive to work in the shadow 

economy, where they can be avoided. 

 

Empirical evidence supporting the model of Johnson, Kaufmann, and Shleifer 

(1997), 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, is found in their empirical analysis. A one point increase of the regulation 

index (ranging from 1 to 5, with 5 = the most regulation in a country), ceteris 

paribus, is associated with an 8.1 percentage point increase in the share of the 

shadow economy, when controlled for GDP per capita (Johnson et al. (1998b), 

                                                 
16 See, for a (social) psychological, theoretical foundation of this feature, Schmölders (1960, 
1975), Brehm (1966, 1972); and for a (first) application to the shadow economy, see 
Pelzmann (1988). 
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p. 18). They conclude that it is the enforcement of regulation that is the key 

factor for the burden levied on firms and individuals, and not the overall extent 

of regulation mostly not enforced that drive firms into the shadow economy. 

Friedman, Johnson, Kaufmann, and Zoido-Lobat∴n (1999) reach a similar 

result. In their study, every available measure of regulation is significantly 

correlated with the share of the unofficial economy and the sign of the 

relationship is unambiguous: more regulation is correlated with a larger shadow 

economy. A one point increase in an index of regulation (ranging from 1–5) is 

associated with a 10 percent increase in the shadow economy for 76 developing, 

transition, and developed countries. 

 

These findings demonstrate that governments should put more emphasis on 

improving enforcement of laws and regulations, rather than increasing their 

number. Some governments, however, prefer this policy option (more 

regulations and laws), when trying to reduce the shadow economy, mostly 

because it leads to an increase in power of the bureaucrats and to a higher rate of 

employment in the public sector.17 

 

4.3. Social transfers 
 

The social welfare system leads to strong negative incentives for beneficiaries to 

work in the official economy since their marginal tax rate often equals or nearly 

reaches 100 percent. This can be derived either from the neoclassical leisure-

income model or from empirical results.18. Such a system provides major 

disincentives for individuals who are getting welfare payments to even search 

for work in the official economy, since their overall income is much higher 

                                                 
17 See, e.g., Frey (1989), for a first application of the Public Choice Theory to the shadow 
economy. 
18 See, e.g., Lemieux, Fortin, and Frechette (1994). 
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when they are still receiving these transfers, while possibly working in the 

underground economy. 

 

4.4. Labor market 
 

The numerous regulations in the official labor market and the total wage costs 

are also driving forces for the shadow economy. Two main aspects the effects of 

the reduction in official working hours and the influence of the unemployment 

rate on the increase of the shadow economy are discussed quite often in this 

context:  

 

• As in most OECD countries, unemployment is, to a large extent, caused by 

the fact that total labor costs are too high. This can be seen as a cause for an 

increase of the shadow economy. 
 

• The reduction in working hours in the official economy was introduced by 

governments (e.g., France) and/or labor unions (e.g., Germany) in order to 

reduce the unemployment rate. The idea behind this is that there is only a 

limited quantity of work, and that this quantity has to be “redistributed .” But 

this idea neglects a key factor that especially a forced reduction (but an 

increase in flexibility of working hours, too) increases the potential of hours 

that can be worked in the shadow economy.19 Early retirements can also lead 

to more unofficial activities and part-time work offers great opportunities to 

the individual to adopt another job in the untaxed, unregulated economy, as 

argued by de Gijsel (1984) and Riebel (1983, 1984).20  

 

 

                                                 
19 After Volkswagen in Germany reduced the working hours considerably, there is some 
evidence that in the area around the firm, much more reconstruction and renovation of houses 
took place compared to similar other regions. 
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4.5. Public sector services 
 

An increase of the shadow economy leads to reduced state revenues, which in 

turn reduces 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 

the public goods (such as the public infrastructure) and of the administration, 

with the consequence of even stronger incentives to participate in the shadow 

economy. Johnson, Kaufmann, and Zoido-Lobatón (1998b) present a simple 

model of this relationship. Their findings show that smaller shadow economies 

appear in countries with higher tax revenues, if achieved by lower tax rates, 

fewer laws and regulations, and less bribery facing enterprises. Countries with a 

better rule of the law, which is financed by tax revenues, also have smaller 

shadow economies. Transition countries have higher levels of regulation, 

leading to a significantly higher incidence of bribery, higher effective taxes on 

official activities, a large discretionary framework of regulations, and, 

consequently, to a higher shadow economy. 

 

The overall conclusion is that “wealthier countries of the OECD, as well as 

some in Eastern Europe find themselves in the ‘good equilibrium’ of relatively 

low tax and regulatory burden, sizeable revenue mobilization, good rule of law 

and corruption control, and [relatively] small unofficial economy. By contrast, a 

number of countries in Latin American and the former Soviet Union exhibit 

characteristics consistent with a ‘bad equilibrium’: tax and regulatory discretion 

and burden on the firm is high, the rule of law is weak, and there is a high 

incidence of bribery and a relatively high share of activities in the unofficial 

economy.” (Johnson, Kaufmann, and Zoido-Lobatón, 1998a, p. I). 

 

                                                                                                                                                         
20 See Becker (1965); Trockel (1987); and Werner (1990), for a more detailed analysis. 
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5. The effects of the shadow economy on the official economy 
 

In order to study the effects of the shadow economy on the official one, several 

studies integrate underground economies into macroeconomic models.21 

Houston (1987) develops a theoretical macro model of business cycle as well as 

tax and monetary policy linkages with the shadow economy. He concludes from 

his investigation of the growth of the shadow economy that, on the one side its 

effect should be taken into account in setting tax and regulatory policies, and, on 

the other side, the existence of a shadow economy could lead to an 

overstatement of the inflationary effects of fiscal or monetary stimulus. Adam 

and Ginsburgh (1985) focus on the implications of the shadow economy on 

“official” growth in their study concerning Belgium. They find a positive 

relationship between the growth of the shadow economy and the “official” one 

and, under certain assumptions (i.e., very low entry costs into the shadow 

economy due to a low probability of enforcement), they conclude that an 

expansionary fiscal policy has a positive stimulus for both the formal and 

informal economies. A study of the United States by Fichtenbaum (1989) argues 

that the United States productivity slowdown over the period 1970-89 was 

vastly overstated, as the underreporting of income due to the more rapid growth 

of the United States shadow economy during this period was not taken into 

account.22 

 

Another hypothesis is that a substantial reduction of the shadow economy leads 

to a significant increase in tax revenues and therefore to a greater quantity and 

quality of public goods and services, which ultimately can stimulate economic 

                                                 
21 For Austria, this was done by Schneider, Hofreither, and Neck (1989); and Neck, 
Hofreither, and Schneider (1989). For further discussion of this aspect, see Quirk (1996); and 
Giles (1999a). 
22 Compare also the findings of Pommerehne and Schneider (1985), who come to similar 
conclusions. 
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growth. Some authors found evidence for this hypothesis. A recent study by 

Loayza (1996) presents a simple macroeconomic endogenous growth model 

whose production technology depends on congestable public services. The 

determinants and effects of the informal sector are studied, where excessive 

taxes and regulations are imposed by governments and where the capability to 

enforce compliance is low. The model concludes that in economies where (1) 

the statutory tax burden is larger than the optimal tax burden, and where (2) the 

enforcement of compliance is too weak, the increase of the relative size of the 

informal economy generates a reduction of economic growth. The reason for 

this correlation is the strongly negative correlation between the informal sector 

and public infrastructure indices, while public infrastructure is the key element 

for economic growth. For example, Loayza finds empirical evidence for Latin 

America countries that if the shadow economy increases by one percentage 

point of GDP ceteris paribus, the growth rate of official real GDP per capita 

decreases by 1.22 percentage points of GDP.  

 

This negative impact of informal sector activities on economic growth is not 

broadly accepted.23 For example, the key feature of the model has been 

criticized, because the model is based on the assumption that the production 

technology essentially depends on tax-financed public services, which are 

subject to congestion. In addition, the informal sector is not paying any taxes but 

must pay penalties which are not used to finance public services. Based on these 

assumptions the negative correlation between the size of the informal sector and 

economic growth is therefore not very surprising. 

 

Depending on the prevailing view of the informal sector, one might also come to 

the opposite conclusion. In the neoclassical view, the underground economy is 

optimal in the sense that it responds to the economic environment's demand for 
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urban services and small-scale manufacturing. From this point of view, the 

informal sector provides the economy with a dynamic and entrepreneurial spirit 

and can lead to more competition, higher efficiency and strong boundaries and 

limits for government activities. The informal sector may offer great 

contributions “to the creation of markets, increase financial resources, enhance 

entrepreneurship, and transform the legal, social, and economic institutions 

necessary for accumulation” (Asea, 1996, p. 166). The voluntary self-selection 

between the formal and informal sectors, as described above in microeconomic 

models, may provide a higher potential for economic growth and, hence, a 

positive correlation between an increase of the informal sector and economic 

growth. The effects of an increase of the shadow economy on economic growth 

therefore remain considerably ambiguous. 

 

The empirical evidence of these hypotheses is also not clear. Since many Latin 

American countries had or still have a tradition of excessive regulations and 

weak government institutions, Loayza (1996) finds some evidence of the 

implications of his growth model in the early 1990s in these countries: the 

increase in the size of the shadow economy negatively affects growth (1) by 

reducing the availability of public services for everyone in the economy, and (2) 

by using the existing public services less efficiently, or not at all. 

 

On the other side, the positive “side effects” of shadow economy activities must 

be considered. Empirical findings of Schneider (1998b) show clearly that over 

66 percent of the earnings in the shadow economy are rather immediately spent 

in the official sector. The positive effects of this expenditure for economic 

growth and for the (indirect) tax revenues must be taken into account as well. 

Bhattacharyya (1993, 1999) found clear evidence for the United Kingdom 

(1960–84) that the hidden economy has a significant effect on consumer 

                                                                                                                                                         
23 See Asea (1996), for a more detailed criticism of the Loayza model. 
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expenditures. He points out that the hidden economy has a positive effect on 

consumer expenditures of nondurable goods and services, but an even stronger 

positive effect on consumer expenditures of durable goods and services.24 

 

 

6. Corruption and the shadow economy substitutive or complementary 

effects? 
 

Over the last 10 years, corruption has gained growing attention among scientists, 

politicians, and public officials regarding its origins, consequences, and ways to 

fight it.25 Corruption has been defined in many different ways but “the most 

popular and simplest definition of corruption is that it is the abuse of public 

power for private benefit”(Tanzi, 1998, p.8). From this definition the private 

sector seems to be excluded, which is, of course, not the caseΧa more general 

definition is “that corruption is the intentional non-compliance with arm’s length 

relationship from this behavior for oneself or for related individuals” (Tanzi, 

1998, p. 8). There are various kinds of corruption including cost reductions in 

response to bribes and cash payments, and there is an extensive literature about 

which factors stimulate corruption.26 Activities in which corruption is sometimes 

involved include: 

 

• regulations or licenses to engage in particular activities (e.g., opening a shop, 

a taxi license); 

• land zoning and other similar official decisions; 

• access to publicly provided goods and services; 

                                                 
24 A close interaction between official and unofficial economies is also emphasized in Giles 
(1999a), and in Tanzi (1999). 
25 The literature is quite large and only some of it (mostly more recent) is given here: Rose-
Ackermann (1978, 1997, 1999); Shleifer and Vishny (1993); Tanzi (1994, 1997, 1998); 
Johnson, Kaufmann, and Zoido-Lobatón (1998a, 1998b); and Kaufmann and Sachs (1998). 
For the latest survey, see Bardhan (1997); Jain (1998); and Rose-Ackermann (1999). 
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• control over decision making regarding procurement of public investment 

contracts; 

• control over the provision of tax incentives; and 

• control over hiring and promotion within the public sector. 

 

The effect of corruption on the official economy can be seen from different 

sides: Romer (1994) has suggested that corruption, as a tax on ex-post profits, 

may in general stimulate the entry of new goods or technologies, which require 

an initial fixed-cost investment. Mauro (1995) finds a significant negative 

correlation between the corruption index and the investment rate or rate of GDP 

growth. A one-standard-deviation improvement in the corruption index is 

estimated by Mauro to increase the investment rate by about 3 percent. Johnson 

et al. (1998b, p. 39) find a significant relationship between corruption and GDP 

growth ( an increase in corruption on an indexed scale from 0 to 6 by only 1 

point decreases GDP growth by 0.84 percentage points) but the relationship 

becomes insignificant if the shadow economy is entered as an independent 

variable. On the other side, Bardhan (1997, p. 1329) concludes that “it is 

probably correct to say that the process of economic growth ultimately generates 

enough forces to reduce corruption”a view supported by Rose-Ackermann 

(1997), who further argues that any reform that increases the competitiveness of 

the economy will help reduce incentives for corruption. Thus, policies that 

liberalize foreign trade and remove entry barriers for industry promote 

competition and reduce corruption. Such reforms will also encourage firms to 

move from the shadow economy into the official economy, where they can 

obtain access to capital at market rates. Rose-Ackermann (1997, p. 21) 

concludes that “going underground is a substitute for bribery, although 

sometimes firms bribe officials in order to avoid the official states.” 

 

                                                                                                                                                         
26 See, e.g., Rose-Ackermann (1997, 1999); Jain (1998); Tanzi (1998); and Bardhan (1997). 
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There are only a few studies which empirically investigate the relationship 

between the shadow economy and corruption, either in a country or over a 

sample of countries.27 Johnson et al. (1998, p. 21) find, in their empirical 

investigation of 49 countries of Latin America, the OECD, and the post-

communist countries of Eastern Europe and the former Soviet Union, a 

statistically highly significant relationship between the various measures of 

bribery or corruption and the shadow economy; a 1 point improvement (= less 

corruption) in the corruption index ICRG28 leads to about an 8−11 percentage 

point decline in the shadow economy, ceteris paribus. Using another measure for 

corruption, the transparency International Corruption Index,29 Johnson et al. 

found that a 1 point increase in this index (= less corruption) decreases the 

shadow economy by 5.1 percentage points, ceteris paribus. Friedman, Johnson, 

Kaufmann, and Zoido-Lobatón (1999, p.27) conclude: “... In summary, the 

relationship between the share of the unofficial economy and rule of law 

(including corruption) is strong and consistent across eight measures provided 

by six distinct organizations. All eight of the indices suggest that countries with 

more corruption have a higher share of the unofficial economy .” In their 

investigation, they show that a one point increase in the index of corruption 

increased the share of the unofficial economy by 7.6 percentage points in the 

year 1997. 

 

To summarize, the relationship between the share (size) of the shadow economy 

and the amount of corruption is strong and consistent, as different measures 

show. Countries with more corruption and briberies have a higher share (size) of 

the shadow economy. Whereas Rose-Ackermann concludes from her work that 

                                                 
27 See, e.g., Johnson et al. (1998a, 1998b); Johnson, Kaufmann, and Shleifer (1997); and 
Kaufmann and Sachs (1998). 
28 This index ranks between 1 and 6 (best = no corruption), and was averaged by Johnson et 
al. (1998, p. 21) for the 1990s. 
29 This index ranks between 0 and 10 (best = no corruption). 
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going underground is a substitute for corruption (bribery), the empirical results 

of Johnson et al. point more to a complementary process: countries with more 

corruption, ceteris paribus, have higher shares of the shadow economy. 

 
 
7. Summary and conclusions 
 

There are many obstacles to be overcome in measuring the size of the shadow 

economy and analyzing its consequences for the official economy. In this paper, 

it is shown that although it is difficult to estimate the size of the shadow 

economy, it is not impossible. I have demonstrated that with various methods 

(e.g., the currency demand, the physical input measure, and the model 

approach), some insights can be provided into the size and development of the 

shadow economy of developing, transition, and the OECD countries. The 

general impression from the results of these methods is that, for all countries 

investigated, the shadow economy has reached a remarkably large size. There is 

another common finding that the size of the shadow economy in most transition 

and all investigated OECD countries has been growing over the recent decade. 

Furthermore, the results in this essay show that an increasing burden of taxation 

and social security payments, combined with rising state regulatory activities, 

are the major driving forces behind the size and growth of the shadow economy. 

According to some studies, a growing shadow economy has a negative impact 

on official GDP growth and is linked to the amount of corruption.  

 

To conclude: shadow economies are a complex phenomenon, present to an 

important extent even in the most industrialized and developed economies. 

People engage in shadow economic activity for a variety of reasons; among the 

most important, as far as I can tell, are government actions, most notably 

taxation and regulation. Along with these considerations goes a third, no less 

important one: a government aiming to reduce shadow economic activity has to 
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first and foremost analyze the complex and frequently contradictory 

relationships that are among the consequences of its own policy decisions. 

 



10.06.02; C:\Studien\Shadow Economy Encyclopedia.doc  26 

8. References 

 
Adam, Markus, C. and Victor Ginsburgh, (1985), “The Effects of Irregular Markets on 

Macroeconomic Policy: Some Estimates for Belgium, ”European Economic Review, 
29/1, pp. 15–33.  

 
Allingham, Michael G. and Agnar Sandmo (1972), “Income Tax Evasion: A Theoretical 

Analysis,” Journal of Public Economics, 1 (3–4), pp. 323–38. 
 
Alm, James (1996), Explaining Tax Compliance, in: Pozo, Susan (ed.), Exploring the 

Underground Economy. Kalamazoo, Michigan, pp. 103–127. 
 
Andreoni, James; Erard, Brian, and Jonathan Feinstein (1998), “Tax Compliance,” Journal of 

Economic Literature, 36, pp. 818–860. 
 
Asea, Patrick K. (1996), The Informal Sector: Baby or Bath Water? Carnegie-Rochester 

Conference Series on Public Policy 45., pp. 163–171. 
 
Bardhan, Pranab (1997), “Corruption and Development: A Review of Issues,” Journal of 

Economic Literature, 35, pp. 1320–1346. 
 
Becker, Gary S. (1965), “A Theory of the Allocation of Time,” The Economic Journal, 

Vol.75, No. 299, pp. 493–517. 
 
Bhattacharyya, D. K. (1993), How Does the “Hidden Economy” Affect Consumers` 

Expenditure? An Econometric Study of the U.K. (1960–1984). International Institute 
of Public Finance (IIPF), Berlin. 

 
Bhattacharyya, D.K. (1999), “On the Economic Rationale of Estimating the Hidden 

Economy,” The Economic Journal, Vol. 109, No. 456, pp. 348–359. 
 
Brehm, J.W. (1966), A Theory of Psychological Reactance, New York (Academic Press). 
 
Brehm, J.W. (1972), Responses to Loss of Freedom. A Theory of Psychological Reactance, 

Morristown (General Learning Press). 
 
Cebula, Richard J. (1997), “An Empirical Analysis of the Impact of Government Tax and 

Auditing Policies on the Size of the Underground Economy: The Case of the United 
States, 1993–94,” American Journal of Economics and Sociology, Vol. 56, No. 2, 
pp.173–185. 

 
Cowell, Frank (1990), Cheating the Government, Cambridge MA, MIT Press. 
 
De Gijsel, Peter (1984), Ökonomische Theorie des Schwarzarbeitsangebots und der 

Mehrfachbeschäftigung. in: Gretschmann, Klaus; Heinze, Rolf G.; Mettelsiefen, 
Bernd (Hrsg.), Schattenwirtschaft. Wirtschafts- und sozialwissenschaftliche Aspekte, 
internationale Erfahrungen. Göttingen (Vandenhoeck und Rubrecht) pp. 76–96. 

 
Enste, Dominik H. (1997), Ökonomische Wirkungsanalyse der Einkommensteuerreform. 

Grundlegende Ziele, Wirkungen und Gegenfinanzierungsmöglichkeiten. in: Institut für 
Wohnungsrecht und Wohnungswirtschaft an der Universität zu Köln (Hrsg.), 



10.06.02; C:\Studien\Shadow Economy Encyclopedia.doc  27 

Ökonomische Wirkungsanalyse der Einkommensteuerreform. Köln. INWO 14, pp. 9–
25. 

 
Feige, Edgar L. (1989) (ed.), The Underground Economies. Tax Evasion and Information 

Distortion. Cambridge, New York, Melbourne, Cambridge University Press. 
 
Feige, Edgar L. (1994), The Underground Economy and the Currency Enigma, Supplement to 

Public Finance/ Finances Publiques, 49, pp. 119–136. 
 
Feinstein, Jonathan S. (1999), “Approaches for Estimating Noncompliance: Examples from 

Federal Taxation in the United States,” The Economic Journal, Vol. 109, No. 456, pp. 
360–369. 

 
Fichtenbaum, Ronald, (1989), “The Productivity Slowdown and the Underground Economy,” 

Quarterly Journal of Business and Economies, Vol. 28, No. 3, pp. 78–90. 
 
Frey, Bruno S. (1989), How Large (or Small) Should the Underground Economy be?, in: 

Feige, Edgar: The Underground Economies: Tax Evasion and Information Distortion, 
New York, Cambridge University Press, pp. 133–149.  

 
Frey, Bruno S. and Werner Pommerehne (1984), “The Hidden Economy: State and Prospect 

for Measurement,” Review of Income and Wealth, Vol. 30, No. 1, pp. 1–23. 
 
Friedman, E., Johnson, S., Kaufmann, D. and Zoido-Lobaton∴n, P. (1999), Dodging the 

Grabbing Hand: The Determinants of Unofficial Activity in 69 Countries, Discussion 
Paper, Washington D.C., World Bank. 

 
Giles, David, E.A. (1999a), “Measuring the Hidden Economy: Implications for Econometric 

Modeling,” The Economic Journal, Vol. 109, No. 456, pp.370–380. 
 
Giles, David, E.A. (1999b), “Modeling the Hidden Economy in the Tax-gap in New Zealand,” 

Working Paper, Department of Economics, University of Victoria, Canada. 
 
Hill, Roderick and Muhammed Kabir (1996), “Tax Rates, the Tax Mix, and the Growth of the 

Underground Economy in Canada: What Can we Infer?,” Canadian Tax Journal/ 
Revue Fiscale Canadienne, Vol. 44, No. 6, pp. 1552–1583. 

 
Houston, John F., (1987), “Estimating the Size and Implications of the Underground 

Economy,” Working Paper 87–9, Federal Reserve Bank of Philadelphia, Philadelphia 
(N. J.).  

 
Jain, Arvind, K., editor, (1998), Economics of Corruption, Boston: Kluwer Academic 

Publishers. 
 
Johnson, Simon; Kaufmann, Daniel; and Andrei Shleifer (1997), The Unofficial Economy in 

Transition, Brookings Papers on Economic Activity, Fall, Washington D.C. 
 
Johnson, Simon; Kaufmann, Daniel and Pablo Zoido-Lobatón (1998a), Regulatory Discretion 

and the Unofficial Economy. The American Economic Review, Vol. 88, No. 2, pp. 
387–392. 

 



10.06.02; C:\Studien\Shadow Economy Encyclopedia.doc  28 

Johnson, Simon; Kaufmann, Daniel and Pablo Zoido-Lobatón (1998b), Corruption, Public 
Finances and the Unofficial Economy. Washington, D.C., The World Bank, 
Discussion Paper. 

 
Kaufmann, Daniel and Jeffrey Sachs (1998), “Determinants of Corruption,” unpublished 

manuscript, Harvard University. 
 
Kirchgaessner, Gebhard (1983), Size and Development of the West German Shadow 

Economy, 1955–1980, Zeitschrift für die gesamte Staatswissenschaft, Vol. 139, No. 2, 
pp. 197–214. 

 
Kirchgaessner, Gebhard (1984), Verfahren zur Erfassung des in der Schattenwirtschaft 

erarbeiteten Sozialprodukts, Allgemeines Statistisches Archiv, Vol. 68, No. 4, pp. 378–
405. 

 
Klovland, Jan (1984), “Tax Evasion and the Demand for Currency in Norway and Sweden: Is 

There a Hidden Relationship?,” Scandinavian Journal of Economics, Vol. 86, No. 4, 
pp. 423–39. 

 
Lemieux, Thomas; Fortin, Bernard; and Pierre Fréchette (1994),The Effect of Taxes on Labor 

Supply in the Underground Economy. The American Economic Review, Vol. 84, No. 
1, pp. 231–254. 

 
Lippert, Owen and Michael Walker (eds.) (1997), The Underground Economy: Global 

Evidences of its Size and Impact, Vancouver, B.C., The Frazer Institute. 
 
Loayza, Norman V. (1996), The Economics of the Informal Sector: a Simple Model and 

Some Empirical Evidence from Latin America. Carnegie-Rochester Conference Series 
on Public Policy 45, pp. 129–162. 

 
Mauro, Paolo (1995), “Corruption and Growth,” Quarterly Journal of Economics, 11093, pp. 

681–712. 
 
Mogensen, Gunnar V.; Kvist, Hans K.; Körmendi, Eszter and Soren Pedersen (1995), The 

Shadow Economy in Denmark 1994: Measurement and Results, Study No. 3, 
Copenhagen, The Rockwool Foundation Research Unit. 

 
Neck, Reinhard; Hofreither, Markus and Friedrich Schneider (1989), “The Consequences of 

Progressive Income Taxation for the Shadow Economy: Some Theoretical 
Considerations,” in Boes, Dieter and Felderer, Bernhard (eds.), The Political Economy 
of Progressive Taxation, Heidelberg, Springer Publishing Company, pp. 149–176. 

 
Pelzmann, Linde (1988), Wirtschaftspsychologie. Arbeitslosenforschung, Schattenwirtschaft, 

Steuerpsychologie. Wien, New York (Springer). 
 
Pommerehne, Werner W. and Friedrich Schneider (1985), “The Decline of Productivity 

Growth and the Rise of the Shadow Economy in the U.S.,” Working Paper 85–9, 
University of Aarhus, Aarhus, Denmark. 

 



10.06.02; C:\Studien\Shadow Economy Encyclopedia.doc  29 

Pommerehne, Werner, and Weck-Hannemann, Hannelore (1992), Steuerhinterziehung: Einige 
romantische, realistische und nicht zuletzt empirische Befunde. Zeitschrift für 
Wirtschafts- und Sozialwissenschaften, Vol. 112, No. 3, pp. 433–466. 

 
Quirk, Peter, J., (1996), “Macroeconomic Implications of Money Laundering,” IMF Working 

Paper 96/66, Washington, D.C. 
 
Riebel, Volker (1983), Die Schwarzarbeit als Problem der Zeitallokation. Frankfurt am Main, 

Bern, New York, Lang Publishing Company. 
 
Riebel, Volker (1984), Arbeitszeitverkürzung und Schwarzarbeit. Auswirkungen einer 

Verkürzung der Wochenarbeitszeit auf das individuelle Arbeitsangebot. Zeitschrift für 
Wirtschafts- und Sozialwissenschaften, Vol. 104, No. 5, pp. 515–538. 

 
Romer, Paul (1994), “New Goods, Old Theory, and the Welfare Costs of Trade Restrictions,” 

Journal of Development Economics, Vol. 43, No. 1, pp. 5–38. 
 
Rose-Ackermann, Susan (1978), Corruption: A study in Political Economy, New York, 

Academic Press. 
 
Rose-Ackermann, Susan (1997), Corruption and Development, Washington D.C., The World 

Bank ,Annual Bank Conference on Development Economics. 
 
Rose-Ackermann, Susan (1999), Corruption and Government: Causes, Consequences and 

Reforms, Cambridge (Mass.), Cambridge University Press. 
 
Schmölders, Günter (1960), Das Irrationale in der öffentlichen Finanzwirtschaft. Probleme 

der Finanzpsychologie. Hamburg: Rowohlt-Publishing Company.  
 
Schmölders, Günter (1975), Einführung in die Geld- und Finanzpsychologie. Darmstadt: 

Wissenschaftliche Buchgesellschaft. 
 
Schneider, Friedrich (1986), “Estimating the size of the Danish Shadow Economy Using the 

Currency Demand Approach: An Attempt,” The Scandinavian Journal of Economics, 
Vol. 88, No. 4, pp. 643–668. 

 
Schneider, Friedrich (1994a), “Measuring the Size and Development of the Shadow 

Economy. Can the Causes be Found and the Obstacles be Overcome?,” in 
Brandstaetter, Hermann, and Güth, Werner (eds.), Essays on Economic Psychology, 
Berlin, Heidelberg, Springer Publishing Company, pp. 193–212. 

 
Schneider, Friedrich (1994b), Can the Shadow Economy be Reduced Through Major Tax 

Reforms? An Empirical Investigation for Austria, Supplement to Public Finance/ 
Finances Publiques, 49, pp. 137–152. 

 
Schneider, Friedrich (1997), “The Shadow Economies of Western Europe,” Journal of the 

Institute of Economic Affairs, Vol. 17, No. 3, pp. 42–48. 
 
Schneider, Friedrich (1998a), “Further Empirical Results of the Size of the Shadow Economy 

of 17 OECD Countries Over Time,” Paper to be presented at the 54 Congress of the 



10.06.02; C:\Studien\Shadow Economy Encyclopedia.doc  30 

IIPF Cordowa, Argentina, and discussion paper, Department of Economics, University 
of Linz, Linz, Austria. 

 
Schneider, Friedrich (1998b), Stellt das Anwachsen der Schwarzarbeit eine 

wirtschaftspolitische Herausforderung dar? Einige Gedanken aus volkswirtschaftlicher 
Sicht. Linz, Mitteilungen des Instituts für angewandte Wirtschaftsforschung (IAW), 
I/98, S. 4–13.  

 
Schneider, Friedrich (2001a), Die Schattenwirtschaft – Tatbestand, Ursachen, Auswirkungen, 

In: Anton Rauscher (ed.) „Die Arbeitswelt im Wandel“, Mönchengladbacher 
Gespräche, Band 21, Köln 2001. 

 
Schneider, Friedrich (2001b), Arbeit im Schatten: Einige theoretische und empirische 

Überlegungen über die Schattenwirtschaft, Perspektiven der Wirtschaftspolitik, 
Blackwell Publishers, Band 2, Heft 4, 2001. 

 
Schneider, Friedrich (2001c), What Do We Know About the Shadow Economy? Evidence 

from 21 OECD countries, World Economics, Vol. 2, No. 4, October-December 2001. 
 
Schneider, Friedrich, Markus F. Hofreither and Reinhard Neck, (1989),”The Consequences of 

a Changing Shadow Economy for the Official Economy: Some Empirical Results for 
Austria,” in Boes, Dieter and Bernhard Felderer (eds.), The Political Economy of 
Progressive Taxation, Heidelberg, Springer Publishing Company, pp. 181–211. 

 
Schneider, Friedrich and Dominik Enste (2000), Shadow Economies: Size, Causes, and 

Consequences, Journal of Economic Literature, 38/1, pp.177-114. 
 
Shleifer, Andrei and Robert W. Vishny (1993), “Corruption,” Quarterly Journal of 

Economics, Vol. 108, No.  4, pp. 559–617. 
 
Smith, Philip (1994), “Assessing the Size of the Underground Economy: The Canadian 

Statistical Perspectives,” Canadian Economic Observer, Catalogue No. 11–010, 3.16–
33, at 3.18. 

 
Spiro, Peter S. (1993), “Evidence of a Post-GST Increase in the Underground Economy,” 

Canadian Tax Journal/ Revue Fiscale Canadienne, Vol. 41, No. 2, pp. 247–258. 
 
Tanzi, Vito (1994), “Corruption, Governmental Activities, and Markets,” IMF Working Paper 

99, pp. 1–20. 
 
Tanzi, Vito (1998), “Corruption Around the World: Causes, Consequences, Scope, and 

Cures,” IMF Working Paper 63, pp. 1–39. 
 
Tanzi, Vito (1999), “Uses and Abuses of Estimates of the Underground Economy,” The 

Economic Journal, Vol. 109, No. 456, pp.338–340. 
 
Thomas, Jim J. (1992), Informal economic activity, LSE, Handbooks in Economics, London, 

Harvester Wheatsheaf. 
 
Thomas, Jim J. (1999), “Quantifying the Black Economy: ‘Measurement without Theory’ Yet 

Again?,” The Economic Journal, Vol. 109, No. 456, pp. 381–389. 



10.06.02; C:\Studien\Shadow Economy Encyclopedia.doc  31 

 
Trockel, Jochen (1987), Die Schattenwirtschaft in der Bundesrepublik Deutschland. Eine 

ökonomische Analyze am Beispiel der Bauwirtschaft. Bergisch-Gladbach, Köln, Eul.  
 
Werner, Christian (1990), Die Beschäftigungswirkungen der Schattenwirtschaft. 

Pfaffenweiler, Centaurus. 
 
Zilberfarb, Ben-Zion (1986), “Estimates of the Underground Economy in the United States, 

1930–80,” Staff Papers, International Monetary Fund, Vol. 33, No. 4, pp. 790–798. 


