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Summary: The shadow economy is a challenge for economic and social policy —
not only in OECD countties, but also in transition countties. The evolutionary
theory of the shadow economy explains its expansion to official institutions and
rules — what leads to institutional change. In addition, the causes and effects of the
rise of the shadow economy are discussed. Failing economic policy is confirmed
to be the most important cause for the strong increase in shadow economic
activity. A high tax burden, high regulation density and inadequate supply of public
goods (like the guarantee of property rights, the provision of infrastructure) are
important reasons for the migration into the shadow economy. In transition
countries the lack of stable institutions, inefficient administration and corruption
are — in combination with reduced (tax) morality and decreased loyalty to the state
— are also driving forces of informal economic activities. The tendency to engage
in shadow economic activities should be perceived by the politicians as a warning
signal. There is an increased reseed by the adoption of a ‘two pillar strategy’. The
strategy suggests measures that will help to decrease the attractiveness of the ‘Exit
option” and to strengthen the “Voice-Option’.
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Introduction

In contemporary conditions, not only in countries in transition but also in the
OECD countries the causes, effects and problems caused by the activities of the
informal economy are the subject of a lengthy and controversial debate. It is
certain that the gray economy is a major challenge for economic and social

1 Dobrica Vesi¢, Ph.D., Senior Research Fellow, Institute of International Politics and Economics,
Belgrade. E-mail: dobrica@diplomacy.bg.ac.ts.
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policies in every country. However, a wide range of measures taken at the
European Union level (as well as at the level of individual member states) cleatly
indicates that it is necessary to take an action on the general level to ‘settle’ this
phenomenon. It display characteristics of the informal economy in the popular
media or in scientific literature as well as in newspapers ranging between two
extremes: the gray economy is either blamed for many problems which economic
policy faces (for example: high level of unemployment, high levels of public debt
and recession) or such action is considered reasonable behavior in the economic
system, which marks high taxes. However, articles and papers on the informal
economy in social sciences focus mainly on just one form of this phenomenon,
mostly on the difficulties and challenges of measuring the volume of the
phenomenon. This also requires a comprehensive overview and a detailed analysis
of these complex phenomena. The informal economy has a major impact on the
tax erosion and increasing levels of illicit work and jobs. The papet, among other
things, indicates the development of theories relating to the informal economy:. It,
then, points out the causes of growth of the informal economy and a series of
measures that should contribute to reducing or stopping it. Economic and social
sciences should provide answers to why people are working illegally, why the
business is done in the informal economy, which are the effects of such behavior,
and more. Today, there are theoretical approaches within different scientific
disciplines that analyze certain aspects of this complex phenomenon.

1. The informal economy as a challenge
to the economic and social policy

The gray economy attracts attention because of increased unemployment and
the problem of financing public expenditures, and because of the increasing
levels of confusion and disappointment of economic and social policies.
However, the holders of economic and social policies are, almost every day, faced
with the dual approach. While the fact that the rich avoid paying taxes causes
condemnation by the general public, undue work is often less harshly criticized
even though those in powers claim that it is socially unacceptable, and that was
the cause of rising unemployment and social injustice. It is widely accepted when
it comes to abuses in the system of social security, illegal employment and a very
high level of tax evasion (tax evasion)2. It is necessary to consider the effects of
the informal economy to the official economy, since illicit work can be the reason
for allocation distortions due to the fact that the productive potential and factors

2 In the Buropean Union, much attention is paid to the prevention of illegal work, work outside
of working hours and work with fewer hours. The question, therefore, is: should the final work
of combating illegal work bring more fines and more frequent monitoring followed by more
regulations and restrictions than the undeclared work?
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are not used in the most productive way. On the one hand, it is possible that
growth of the informal economy attracts (domestic and foreign) workers from
the formal labor market and creates competition with companies from the official
economy. In addition to the European Union, at least two thirds of the income
earned in the shadow economy is spent in the formal economy, which has a
positive and stimulating effect on the formal economy.

Then, the progress of the informal economy is a source of setious difficulties
for decision-making on economic policy, because the official data on
unemployment, labor force, income, GDP, consumption are distorted, and when
these decisions are made on inaccurate indicators are unlikely to have positive
effects or may be harmful (Schneider and Enste, 2000). It is also necessary to
consider and measure the level of feedback effects of the economy to the official
unofficial economy, and the interaction between the two sectors.®> The main
direction of interest in the informal economy is focused on three areas:

1) in the economic and social policy, the driving force of action concerning illicit
activities is the fact that these shapes are undesirable from the standpoint of official
institutions;

* increasing the level of the gray economy can be interpreted as the behavior

of individuals who consider themselves overburdened by the state and they
choose to opt out than to express their opinion;

e if the economy has caused a general increase in the level of tax burden and
social security contributions, with the ‘institutional sclerosis’ the ‘escape’ of
unregistered activities can undermine the foundations of the system of
taxes and social security;

e the result is a vicious circle of further increasing the budget deficit or tax
rates, which in turn leads to further growth of the gray economy that is
gradually a weak economic activity;

2) in social sciences the gray economy is a major challenge to the economic

theory and economic policy;

* empirical studies, using different methods should investigate the problems
of measuring the volume and development of the informal economy;

* theoretically established causes and effects of the informal economy should
be verified empirically;

3) the most difficult task of economic policy researchers is to present to relevant
policymakers the results of the scientific analysis which are not much appreciated,
and convince them that the obtained research results are important and correct.

It is important to analyze the causes and consequences of the increase in the
informal economy. The analysis of causes and effects of the informal economy

3 Tt is assumed that in the European Union such jobs correspond to 10-28 million regular jobs
(Commission Undeclared Employment from 04/11/2008).
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refers to the allocation of resources, income distribution and stabilization policies,
as well as the formal economy in general, what is the basis for proposing the
economic policies consider unauthorized work an economic and social challenge.

Economists in the European Union, therefore, propose two pillars of the
strategy, in which there are two approaches to the operation of this phenomenon
(Enste, 2002):

1) reducing the attractiveness of avoidance (evasion) of the tax and non-

compliance (opt-out);

2) improvement of the election and the impact of official institutions (the

ability to opt in);

In transition countries, which since 2000 have become EU member states, the
initial institutional changes have been made (introduction of VAT legislation), but
they should be continued in the future, because it is estimated that about a third
of the national wealth comes from the gray zone of operations.

Table T The size and movement of the gray economy in Serbia and other
countries in transition (in% of GDP)

Country 2001 2005| 2006, 2007| 2008 2009 | 2010| Average
Bulgaria 362 342| 335 33.0| 32.6| 329| 323 339
Czech Republic | 184 17.0| 164, 16.1| 156 159 15.2 16.8
Estonia 320, 30.6| 29.9| 294| 29.2| 29.6| 292 30.4
Hungary 243 23.0| 2206 224| 220 2206| 221 23.0
Latvia 300 28.6| 27.8| 27.3| 269| 272 206.6 282
Lithuania 330 31.4| 307 29.8| 294 29.7| 293 31.0
Poland 27.5] 267| 263| 26.1| 258| 259 25.6 26.5
Romania 334 31.8| 305 302 29.6/ 29.8| 29.5 313
Serbia 33.2| 316/ 312 30.7| 301 30.6| 30.1 31.4
Slovakia 18.8| 17.7) 17.2] 16.6| 163] 169| 162 17.5
Slovenia 26.6| 257 253| 24.8| 243 24.6| 241 254
The annual

average of 11 285 27.1| 26.5| 26.0| 25.6| 260 255 26.9
countries

Source: ‘Politika’, 21.03.2013, p. 11)
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The economic crisis and a high degree of insolvency are those productive
enterprises, which are forced to shift part of their business in the informal sector.
For the inefficient mechanism for withdrawal from the market economic factors
which carried out all or a part of their activities in the informal sector are
encouraged to stay there.

Other causes that significantly affect the participation in the informal
economy are a high administrative burden on business, the low quality of
regulatory environment and legal uncertainty. In addition to these causes,
regulatory business in the informal economy is affected by high levels of
corruption and low levels of tax morals. Among the most important factors in
the financial area is a significant share of cash transactions of payments, informal
sources of financing and unregistered migrant remittances from abroad.

2. The shadow economy, tax evasion and illicit work

The definition of the informal economy has a special importance in its
research. Many scientific and technical debates and conflicts arise because of
different or inappropriate definitions. However, if you are trying to determine the
causes, but more importantly, to predict and assess the consequences of the
increasing shadow economy, it is necessary to explain what this term means in a
particular environment.

The term underground economy encompasses a number of economic
activities and it is difficult to determine its official definition. It should, for
example, distinguish goods and services produced and consumed in the
household, mild forms of illicit moonlighting (moonlighting), fraud and illegal
employment in the social security system, and finally criminal economic activities.

Generally, gray market means abandoning the usual mode of official or non-
compliance of norms and institutions for economic activity.*

The difference between pure tax evasion and the underground economy is
obvious. The gray economy activities almost always involve offer of goods and
services, which are produced using resources such as labor, management and
production activities and capital. In contrast, pure tax evasion is usually the result
of financial transactions to hide income from capital investments such as, for
example are profits. These aspects are particularly important for fiscal policy and
public finance.

4The analysis of (UN) lawfulness of the economic activity and its connection with tax evasion
requires a more detailed definition. As tax evasion does not create a new value and it is usually
well beyond what is normally considered gray market, it is not included in this analysis.
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So, in terms of economic policy particulatly important are economic activities
in the underground economy, which are associated with the added value as well
as their impact on the resource allocation.

When evaluating the activities of the informal economy (in terms of the
particular economic order), it is necessary to distinguish between production
related to illegal and legal activities, on the one hand, and legal and illegal
production and distribution of these activities on the other. However, the
categorization of activities in the realm of the gray economy and its sectors in
defining the boundaries are not cleatly defined. On the contrary, they are changed
during the economic development. The best proof of that is our next review.

Viewing No 1 Defining the informal economy

Sectors Household Informal Irregular Criminal

. . sector sector sector sector
Criteria

production /

distribution legal legal illegal illegal
market

transactions no yes yes yes
output (goods / legal legal illegal illegal

services)

Source: Enste 2008, str. 87.

Thus, the gray economy, in principle, is divided into four sectors. On the other
hand, informal economic activities can be defined using two criteria, and namely
they are as follows:

— market transactions,

— legal activities.

With this in mind, the informal economy can be logically divided into legal
and illegal sectors. In addition to the formal sector, it can be defined as an

independent economy, a sector with the illegal underground economy or hidden
economy.
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Viewing No 2 Categorization of the gray economy

VGR Independent
C . |industry Shadow Economy (illegal)
onvention
(legally)

Examples | ‘T do’ work Assistance of | Illegal Trafficking in
at home independent operation: stolen goods
workshop shops, centers | Due to and drugs,

for counseling, violations of prohibited
self-help individual gambling,
organizations, work and fraud,
honorary trade smuggling,
activities, receiving
support the - Due to tax stolen
network evasion propetty

- For abuse of

supplements;

Source: Enste, 2002, p. 88.

Further, the official economy can be distinguished according to whether there
is a market transaction (the informal sector, the alternative economy) or not
(household sector). The latter, for example, includes activities ‘does it yourself”. In
developing countries and countries in transition informal sector is dominant, in
which small firms produce a large portion of the total added value. The difference
between this sector and illegal sector is that informal activities in many countries
are not a punishable offense, although they do not comply with any administrative
rules or regulations, or they operate on the border of legality. Therefore, the
concept of law enforcement is introduced as the border criterion. Thus, it is
important for the law but its implementation and monitoring is the responsibility
of the state government. It almost does not exist in informal sector, while in the
field of criminal activity it needs more intense investigation and control (Thomas,
1999, pp. 381-389). Therefore, the activities carried out in informal sector are
often not associated with tax evasion and the usual legal work areas and state
authorities tolerate them.

However, by contrast, the activities of the informal economy are particularly
associated with paid employment that is related to tax evasion or illegal behavior.
The difference between the criminal illicit sector or sectors comes from the fact
that production - output and distribution of criminal activities are illegal (drug
trafficking, human trafficking, gambling is prohibited). In contrast, work in the
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illegal sector becomes part of the informal economy only if distribution and
manufacturing output is illegal because it was legal. Most of these irregular
activities can be summarized as the unauthorized work.

Irregular operations include production of goods and services, while
simultaneously receiving unemployment benefit (without informing the
Employment Office) or an individual is self-employed or works in the company
for which there are no records and without respect of appropriate regulations.”
On the other hand, illicit sector is marked by numerous useful market
transactions. Production and distribution of such goods and services become
illegal, a part of illicit manufacturing or trafficking, which is prohibited, or is
connected with tax evasion. Most often, the term illicit work includes a wide range
of activities, and they are, for example, as follow: fewer craft services performed
outside of regular working hours and organized illegal employment associated
with tax evasion. Other forms include disrespect of legal provisions on
competition and trade in these rights abuses in the system of social insurance.
Irregular sector includes legal activities, but they are considering to be a part of
the gray market when they are associated with tax evasion because they have
generated income, which has not been reported to the tax authorities.®

3. The development of the theory of the shadow economy

The growth of the informal economy may be the reaction of groups and
individuals to give the state too much choice and exit options and not able to plea.
However, as the increase in the shadow economy is caused by increasing the total
burden of taxes and contributions, together with obsolescence institutions,
increased unofficial activity leads to erosion of the foundations of the tax system
and social security systems. The result is a further increase in the budget deficit or
tax rates, an additional impetus for strengthening the informal economy, which
gradually weakens the whole economic and social system. Practice has shown that
in addition to moving to the informal economy, an important ‘exit’ represents the
migration to third countries. In terms of non-compliance of the system of taxes
and social security, it is becoming increasingly emphatic. For example, taxpayers can
emigrate if they are dissatisfied with public goods that are available in their country.
Ability to work restricts the activities of the underground economy of the state tax
authority. The informal economy is an endogenous variable. From the theoretical
point of view; in terms of making the analysis of the economy simpler it is divided
into three sectors: public sector, official and unofficial economy official large-scale

5 For example, violation of applicable regulations in Germany is considered a misdemeanor and
punishable by the year 2002 with 30,000.

6 For example, casual work in liberal professions which are normally subject to income tax.
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industry cannot be seen without government action. When introduced into the
analysis of taxes, positive effects prevail. So, there are positive incentives to move to
formal business, provided that the state actually provides the equivalent of property
tights as tax.” Usually, in order to achieve the highest possible revenue from taxes,
to meet budget the increasing requirements, tax rates are increased. The experience
has shown that then it leads to the increased levels of public sector employees,
which leads to the transition of individuals who worked in the formal sector to the
private sector. On the other hand, increased tax burdens create strong incentives for
unauthorized work. In a situation where tax yields reached the highest level, the
public sector can no longer expand as employees trying to avoid taxes become more
and more involved in informal economic activities. However, if the public sector
continues to expand, there could be a return to the initial, original, state of the
economy, and ultimately this leads to anarchy. Then the company developed a new
set of rules because the activities of the state benefit regulations and supply of
resources. Certainly, the financing of government functions and actions required,
first of all, mastery of economic activities. Part of the activities of the gray economy
is moving to the formal sector because they are there, among others, protected by
property rights. Consideration of this situation shows that in making decisions on
the participation in illegal work is crucial to the environment (public opinion)
estimates of tax benefits and uses of the state. This means that if you believe that
the state is legitimate, there will be no significant increase in activity in the informal
economy. To explain basic economic concepts a suitable model 1 the relationship of
income and leisure time that is most important to avoid mistakes in the allocation
of economic resources. However, there are certain features that need to be
reviewed. This can be explained by the theory on the effect of taxes on wealth. It is
well known that in welfare economics it is assumed that the federal government acts
as a benevolent dictator and that it wants the highest possible total welfare. To avoid
distorting the allocation and optimal levels of taxation the focus is put on a broad
tax base and low marginal tax rates.

The theory of public finance discusses in detail the requirements of taxation
and social transfers. However, apart from assumptions about the limitations, a
critical review of disregarding the conduct of the government other institutions
is given. Representatives of the modern theory of public finance do not support
the optimistic view of how state government is not trying to achieve the greatest
possible usefulness, but to own it in the interest of society. The modern public
finance assumption that seeks to increase the general welfare of the state replaced
the viewpoint of a possessive State that seeks to achieve greater influence on the

7 One cannot generally say where the optimum point because it differs from country to country.
One possibility is that the citizens used to the increased use of state resources, so it need not
necessatily lead to an increase of the gray economy.
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budget thus providing more power. According to the theories of taxation, it is
assumed that the state collects more taxes than necessary to provide the optimum
level of public good, or the state appropriates the full benefit of tax potential.
This means that a taxpayer has no other way to react than to resort to tax evasion.
Therefore, many economists refute the theory of optimal taxation even under
conditions in which there can be avoided allocate distortions. The broad tax base,
with little possibilities of tax evasion, would in the end mean increasing powers of
taxation and a taxpayer would be more abandoned (in) such a state of grace.
Therefore, it is considered necessary to set clear boundaries taxation or regulate
taxation and budget. In modern conditions and the new political theory, there
have been developed in a number of approaches that attempt to explain the
behavior of the government. Therefore, it is suggested to use democratic
clements in limiting the growth of the budget and the unconditional use of tax
revenues. This is an alternative to the generally accepted viewpoint on the
introduction of constitutional guidelines as the best mechanism of control of
state power.

For example, one possibility would be to introduce a referendum on the total
budget, or the decisions related to taxes and borrowing, It is believed that this
form of control and protection is necessary, especially in volatile economic
conditions.

4. Top of Form
The main causes of growth of the informal economy

Growth and development of the informal economy is the result of many and
various factors, which in different countries have different scope and intensity.
However, the most cited are the following:

- increasing tax burdens and social security contributions, coupled with the
increasing number and intensity of regulations in the formal economy,
particularly in the labor market;

- increased unemployment, eatly retirement and reduction of weekly working
houts;

- long-term decline of civic virtue and devotion to public institutions, with a
decline of tax morals;

Taking into consideration these underlying causes as well as various other it is
necessary to do an interdisciplinary analysis because economic factors can only
partly explain the cause of the increase in the level of the gray economy. For
example, microsociology and psychological approach can provide interesting
additional insights into the process of deciding on the activation of working in
the informal economy. An interdisciplinary approach (such as in economic
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psychology) will include many variables such as tax morale and other factors, as
well as acceptance and public attitudes about the fairness of the tax system.

Impact of tax burdens and social security contributions

Almost all studies indicate that the informal economy is the most important
cause of rise of the increasing burden of taxes and contributions for social
insurance. Bearing in mind that taxes, among other things, affect the decision to
work or resort to idleness, and the motive and the supply of labor in the informal
economy, the main focus of many economists is the distortion that occurs due to
the decision on participation in informal economy. Thus, the greater the
difference between total labor costs in the formal economy and earnings after
taxation, the greater the incentive for evasion of duties and work in the informal
economy. These differences mostly depend on the total burden of taxes and
social security contributions and are the key determinants of the existence and
increase of the shadow economy. By using a simple macroeconomic endogenous
model of growth, some economists have done an analysis of the causes of
increase of the informal economy. Here are studied the determinants and effects
of excessive taxes and regulations on the informal sector where there is no ability
to enforce regulations (Loyaza, 1996). In this approach the informal sector is the
variable that is not observed and for which there are several patterns and
indicators and an appropriate model is.3 On the other hand, the strong influence
of direct and indirect taxation on the size of the shadow economy can be shown
in another way. For example, by using demand function currency as a determinant
of the informal economy there can be considered four types of variables
(Schneider, 2000): total load of direct taxation, burden of indirect taxation,
complexity of the tax system, intensity of government regulation.

In this study, the greatest impact on the size of the shadow economy has a
ratio of direct tax burden (including social security contributions) which is
followed by the intensity of regulation and complexity of the tax system.

Recent studies provide strong evidence on the impact of income tax on the
informal economy (Cebula, 2005). They confirmed the impact of tax rates on
income, the likelihood of tax supervision and tax penalties on the relative size of
the informal economy. It is concluded that the waiver of further increasing the
highest marginal tax rates can at least stop further growth of the informal
economy, while increased activity of checking tax returns and penalties can reduce
its volume. The results of this study generally confirm the existence of the strong
influence of the government activity on the size of the informal economy.

8 Multiple-Indicator-Multiple-Cause — MIMIC. Toayza assessed the informal sector in 14
countries and at the confidence level of 10% he found the existence of three important
determinants: the size of the informal sector positively affect the tax burden and labor market
restrictions, while the power and influence of state institutions have a negative impact.
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Some researchers have shown that the marginal rate is more important than
average tax rates and that the replacement of direct indirect taxes will probably not
improve the tax laws and the performance of duties. He has, then, concluded that
higher taxes do not themselves increase the informal economy, but it is a
consequence of inefficient and arbitrary application of the tax system and state
government regulations. Perhaps it is unexpected, but their conclusion is that there
is a negative correlation between the size of the informal economy and the highest
(marginal) tax rate, but it may not be surprising when one takes into account. The
study ignored the tax factors (such as tax deductions, exemptions, exceptions, and
different tax system and other features, which allowed reduction in tax liability).
Then they have found that higher tax rates are associated with a lower share of
informal activities in the GDP. This analysis suggests that entrepreneurs do not
report their activities not in order to avoid official taxes but because they want to
reduce the burden of bureaucracy and corruption. However, they have not strongly
substantiated the position on the connection between higher tax rates and a smaller
shate of the informal economy, and in most cases by taking a different tax rate do
not get statistically reliable indicators. Thus, there is a difference between the effect
of tax burden on income and profits compared to the institutional aspects, such as
the effects of the administration, the scope of rights (which they are politicians and
bureaucrats), the incidence of bribery and corruption. These authors believe that
these features in the negotiations (bargaining) government and taxpayers have a
greater significance than the level of tax burden.

The intensity of the regulations

Another important factor that reduces the freedom of choice of individuals
involved in the formal economy is to increase the intensity of regulations.”

We should consider labor market regulations, trade restrictions and prohibition
of employment of foreigners. The impact of labor legislation on the informal
economy is interpreted and described in detail in several theoretical researches.
Regulations cause a significant increase in labor costs in the formal economy.
However, as most such expenses may be transferred to those employees they are
incited to working activation in the informal economy where they can be avoided.
The empirical research suggests that countries with more economic regulation in
general have a higher share of the unofficial economy in total GDP. Coercion in the
implementation of regulations is a key factor in the burden of companies and
citizens, which make them do business in the gray economy, and not the level of
regulation, which is generally not respected. Increasing the parameters of legislation

9 For example, it is often expressed in a number of laws and regulations such as requirements for
licensing,
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by one degree (ranging from 1 to 5) makes 10% of increase in the shadow economy
in 76 developing countries and countries in transition (Johnson, Kaufmann, and
Zoido-Lobation, 1998). Basically, the conclusion is as follows: more regulation leads
to an increase of the gray economy.

This means that the shows need to go, it is necessary to reduce the number
of regulations and laws and carry out their implementation better, not to increase
theit number. However, some countties in transition, in an effort to reduce the
level of the gray economy, however, are more prone to the introduction of more
regulations and laws, mostly because it maximizes the power of the bureaucracy
and the number of employees in the public sector. In assessing the likelthood of
re-election, the decision to respect law and order could be more important than a
radical reform of the tax and social security.

The labor market

The driving force of the gray economy has also the extensive regulation of the
official labor market and high total labor costs. In this regard, we often discussed the
importance of reduction in official working hours and the impact of
unemployment on the fise in the informal economy. For example, in most OECD
countries, unemployment is largely a consequence of high total labor costs, which
can be considered the cause of increase in the informal economy. On the other
hand, in order to reduce high unemployment reducing the official working hours
was introduced. The assumption is that there is a limited amount of work and the
amount was distributed to more people. However, this measure does not take into
account the key factor that forced shorter working hours, contrary to the
preferences of employees, increases the possibility of working in the informal
economy. Farlier retirement may also lead to greater activity in the informal sector,
working with a shorter working time than usual (part-time) opportunity to accept
another job in the informal economy and tax exempt contributions. Redistribution
of work can be successful only if the reduction is in accordance with individual
preferences, because people want to maximize their free time or are unable to work.
Otherwise, they would choose to work in the gray economy.

Public sector services

Increasing the volume of business unofficial economy leads to lower revenue,
and this leads to a reduction in quality and quantity of the given public good. This
means an increase in tax rates in the formal economy, with a simultaneous decline
in the quality of public goods (such as public infrastructure) and public
administration, an additional incentive for participation in the informal economy.
Lower volume of informal economy is accompanied by higher tax revenues if
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they are generated at low tax rates, smaller loads laws and regulations, and with
lower levels of corruption.

The countties with better rule of law, which are funded from tax revenues, have
lower levels of the gray economy. Thus, countries in transition have higher tax rates,
higher levels of regulation and discretion of public officials as contributing to
corruption and a higher level of the informal economy. This means that some East
European countries have achieved a balance of relatively low tax burden and tax
regulations, while substantial public revenues collected a high level of compliance
and low corruption, leading to the relatively small size of the informal economy. In
contrast, many countries where the transition took place slowly showed
characteristics of imbalance: high taxes and discretion, weak rule of law; widespread
corruption, which have led to high levels of the informal economy in the total
economic activity. Therefore, many countries in transition were faced with the need
to implement a radical reform of the former social security and taxation to at least
partially preserve the achievements of the welfare state at risk because of the vicious
circle of high taxes and regulation, as it encourages the informal economy.
Prevalence of the informal economy can be considered a direct threat to the welfare
state. The overall effects of the informal economy can help to ensure that the
existing institutions and social norms lose public support. In addition to these
reasons, increasing the level of the gray economy in transition countties, contributed
to the following factors: Lack of expertise and confidence in official institutions
(e.g, legislative, and judiciary, public administration, etc.); Inefficient administration
which is often subject to corruption; State does not guarantee property rights, and
citizens are looking for other ways to ensure them; Development of non-formal
and informal institutions, the negative effect of creating organized crime, but also a
positive effect following the creation of informal social rules that support weak
formal institutions; Inappropriate enforcement of laws and regulations; High
operating costs and administrative burden of entrepreneurs; A high tax burden with
inadequate provision of public goods conditions the rejection of formal rules and
laws; Small likelihood that persons employed without work permits or a tax evader
would be detected permits leads to calculating the costs and benefits what shows
that unauthorized work is more attractive than regular official work; Participation in
the informal economy is sometimes important for the survival of a business; Wide
acceptance of unauthorized work (including the approval of a bank credit to firms
in the informal economy) reduces the likelihood of a successful fight against
unauthortized work.

5. The effects of the informal economy to the official economy

In a situation where there is no empirical evidence on informal economic
activities, it is difficult to analyze the effects of the increased size of the informal
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economy. Most research focuses on determining the impact on resource
allocation and the loss of revenue, but even more important is the effect on
official institutions, norms and rules.

Expanding the informal economy shows serious shortcomings of legitimacy
of the existing social order and the applicable rules. Some studies of the informal
economic impact on the allocation of resources are classified in the underground
economy macroeconomic models. In this way, a theoretical model of the business
cycle was developed as well as the relationship of tax and monetary policy to the
informal economy. It was concluded that the determination of tax policy and
regulations should take into account the effects of the informal economy, and
that their existence could lead to overestimation of the inflationary effects of the
fiscal and monetary incentive. There is a positive link between growth of the
informal economy and the formal economy. This occurs if input costs in the
informal economy are small and expansionary fiscal policy and encourage the
positive formal and informal economy.

The second hypothesis is that significant reduction of the informal economy
provides an increase in tax revenues, leading to a greater quantity and quality of
public goods and services, such as the effect may have a higher rate of economic
growth (Loyaza, 1990).

On the other hand, it should be noted that the informal economy is highly
adaptable to changes in demand for personal services, or products of small and
medium sector. In this way, it promotes economic dynamism and encourages the
entrepreneurial spirit, and the effects of increased competition, and limits the
possibility of action and influence of the government. It is believed that the
informal sector can provide a great contribution: emerging markets, increasing the
available financial resources, encouraging entrepreneurship, and the necessary
transformation rules, social and economic institutions (Asea, 1996). Voluntary
choice between formal and informal sectors can ensure safe conditions for
possible greater economic growth, so it appears that there is a positive correlation
between growth of the informal sector and the overall economy. However, just
as the research has shown an increase in the informal economy has a negative
effect on the economic growth because it reduces the availability to all citizens and
the public sector stipulating the use of public services in a less effective way. In
any case, it is necessary to consider the accompanying positive effects of the
informal cconomy. Some rescarchers say that more than 66% of income earned
in the gray sector is spent relatively quickly in the formal sector. This additional
expenditure has positive influence on economic growth and the revenue from
indirect taxes (Schneider, 1998). On the other hand, there has been a positive
impact on the underground economy of consumer non-durable goods, and even
stronger positive effect on consumer spending for durable goods. In this regard,
it is stressed the close connection between the formal and the informal economy.
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Viewing No 3 The consequences of growth of the informal economy

* officially untapped resources are used for production;

* offer additional services and goods;

* increase in public deficits and reduce investment in public infrastructure;

* weakening of formal institutions and state power — high risk for the transformation;
* changes are threatening the welfare state — ‘dual economy’ in the long run

* more crime and less support from official institutions;

Source: Tanzi, 2010.

6. Two pillars of the strategy

Two pillars of the strategy relating to the informal economy represent a range
of behavior that can be divided into the possibility of exit (escape) and the ability
to opt. In advanced countries, an individual can to express his preferences in
relation to the public good at elections. Any person can vote for a party whose
policies best reflect his own opinion. Further impact on the economic system and
policy measures can achieve the implementation of direct elections or referenda,
or organizing a citizens’ initiative. An important role is played by political
consultations and discussions. Various expert advice and economic research
institutes regularly give their views on various policy decisions, and strive to
achieve their impact through a number of publications.

Many people consider the mentioned the possibility of expression unsuccessful
and the reaction is an alternative exit (escape). To avoid the adverse economic, tax
or social security firms may relocate its headquarters; a household may decide to
migrate. An additional possibility is the inclusion of the informal economy.

Viewing No 4 The possibility of Conduct

Possible behavior

the ability to opt output
- choice - removal
- direct democracy - tax evasion
- citizens’ initiative - gray economy
- stakeholder groups - undeclared work
- mass media - informal work
- examination of the public - Work at home
- advisers in economic policy - criminal activity
- experts

- more experts
- research institutes
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The very fact that these possibilities exist suggests that the limitations of the
democratic state cannot ignore the preferences of its citizens. This internal
pressure to correct economic policy reinforces the external impact of the
development of globalization.

Mobility increases, there is also a growing number alternatives. Therefore, if the
financial burden becomes too large it exceeds the limits of loyalty. Growth of the
informal economy becomes a threat to social stability and the common good, and
this can lead to inaction of democratic institutions. The widespread informal
economy is a significant indicator of the disorder within the overall regulatory
system.

Reducing the attractiveness of exit options

The application of the two pillars of the strategy reduces the level of threats to
the society. As the high tax burden is the most important cause for the increase of
the informal economy, a major measure in limiting the reduction lies in its tax rate.
There is a need to simplify the tax system to achieve greater transparency and less
load regulation. Non-transparency of the tax system adversely affects the collection
of public revenue, causes the excessive complexity of tax laws, leading to
misallocation of resources and distortions in work effort, and impairs the general
welfare. The long term undermine the tax morals. At the same time, reducing the
burden of contributions is necessary to bring a radical reform of social security.

Viewing No 5 Economic policy recommendations for reducing
the attractiveness gray economy

Reducing financial incentives to escape the shadow economy(opt-out)
— Reduction in tax rates
— Simplifying the tax system
— Important reforms of social security
— Greater administrative efficiency and reduction of corruption

— Focus on the transformation — higher rates of growth and social protection reduces the
pressute on governments

— Guaranteed property rights and investment in infrastructure (e.g in form of Public Private
Partnership);

Change of official norms and institutions in accordance
with the preferences of people
—More flexibility in the use of working time for employees and employers
(individual packages);
— Less regulation and less red tape
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— Combating the symptoms leads to more actions in hiding the gray economy activities, but
also to a considerable reduction of illegal labor

— Orientation to improvement and reform of institutions and systems, and to explanation and
communication of the need for reform;

Strengthening’ declaration’ option allowing
a higher level of active participation of people

— Stabilization of society
— Less centralization and more subsidiaties
— The achievement of several forms of direct democracy in some area

— Increase in public participation leads to greater benefits and fewer behavior’ free” shooters’

The reactance theory offers some possible ways of reducing resistance to
10
taxes.

On the one hand, by convincing determination of the time setting for a specific
tax form reactance may be avoidable as well as negative economic consequences in
the area of the gray economy. On the other hand, if you understand the limitations
of personal freedom as something reasonable, there will be no reactance. Therefore,
the demands for greater transparency of tax and expenditure policies are based on
an objective, positive sociopsychological theory. Loyalty to the state can be increased
by reducing the corruption and extravagance of the unpredictable behavior of the
public administration. More research of social transfers should be done, and it is
also expected to introduce the deepest possible time of their income. This means
that we should further encourage people to work engagement, thus affecting the
mitigation habits. Also, the payment of social transfers is legitimate in the eyes of
the public. Reducing the number of laws and regulations (particulatly in the labor
market) and its simplification, along with their greater respect, is an important
determinant of a successful economic policy. Because of the small restriction to the
access to the market to competition would be intensified so as to be able to develop
its dynamic effects on the economic welfare.

Strengthening the ability to opt

In principle, it is possible to reduce reactance solidarity. In economic policy, it
comes down to the notion of moral suasion. This means that if an individual

10 Psychological reactance theory is a theory according to which stricter laws do not achieve the
desired effect because they ignore the right of personal choice. The starting point is the
recognition that personalities, if they feel that their freedom of particular behavior is
threatened, do things that are unacceptable.
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accepts the need to limit his personal freedom, he, thus, shows his solidarity with
the company and accepts the reasonable benefit of the state.

However, when requested by the state, the effect may be opposite, because
the people who were previously willing to pay taxes will then find out the size of
the informal economy and will themselves begin to operate in the gray area. This
negative process can be successful only stopped by the active participation of
interested individuals. Strengthening the local government and civil initiative,
which attempt to influence the decision, could be the key to recovery and
retention of public scrutiny in decisions on public revenue and expenditure.
Increased participation reduces the impression of being exposed to the unfair
restriction of personal freedom. This, at the same time, strengthens morality and
loyalty, all of which help in combating the gray economy.

Atall levels one should always act in accordance with the principle of subsidiarity,
and further centralization should not be allowed.!! So, in combating the gray
economy the increased centralization will not be of use, which is often accompanied
by harmonization of tax forms. The increase in fiscal federalism could alleviate the
feeling of citizens that the state does not operate in accordance with their wishes.

On the other hand, the increased participation of public encourages the
advantage or personal contributions and interest in national affairs encourages
commitment and personal contribution and reduces moral hazard. Strengthening
the rights of participation can lead to reduction in resistance to covering the cost
of appropriate public services, to stronger tax morals to the extent as prevails the
view that the costs incurred by the state correspond to the created public good.
For a long term it strengthens social capital and sense of community, which
together considerably contribute to the successful preservation of social unity and
further supply of public goods.

7. The shadow economy in Serbia

For many years, Serbia’s economy has been facing one of the greatest
challenges and that of the shadow economy. The consequences are visible in
many areas such as tax evasion, market distortions, unfair competition, and
inefficient allocation of resources. In many transition countries, including Serbia,
the gray economy is a significant obstacle to the development of a strong
corporate sector and the construction of a functioning market economy.

11 In public finance and social policy, this principle is considered an axiom of distribution of
responsibilities between the private and public sector, utilities and institutions. In accordance
with the principle of subsidiarity, some tasks can only be delegated to a higher level of power,
and only in the case when the lower level is unable to solve the problem. The state should take
social tasks only if individuals or families are not able to do so.
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Although the informal economy remains an important ‘safety net’ for many
individuals and households in Serbia, its negative effects on employees, companies
and society as a whole far outweigh its benefits. The economic crisis of 2008, the
need for in-depth understanding of the gray economy and finding measures for
its reduction through formalization becomes acute. In such circumstances
apparent that the gray economy may be not only the result, increasing at the same
time and cause further reduces gross domestic product and the deepening crisis.
Therefore, the main rein is in its development strategies and recommendations to
encourage the formalization of informal economy in order to enhance the
competitiveness of Serbian economy and contribute to economic development.
The shadow economy includes all legal market production activities that are
deliberately concealed from public authorities for one or more reasons: to avoid
the tax or income tax, value added tax or other taxes, avoidance of social and
health insurance, in order to avoid certain legal standards that force in the labor
market, such as minimum wages, maximum working hours, safety standards, etc.,
and to avoid certain administrative procedures, such as completing statistical
questionnaires or administrative forms. Market production activities that are
deliberately concealed from public authorities for one or more reasons: to avoid
tax or income tax, value added tax or other taxes, avoidance of social and health
insurance, in order to avoid certain legal standards that apply in the labor market,
as minimum wages, maximum working hours, safety standards, etc., and to avoid
certain administrative procedures, such as completing statistical questionnaires or
administrative forms. In times of crisis, like those — in particular statistical and
perceptual — Serbia and continuously since 2008, the need for in-depth
understanding of the gray economy and finding measures for its reduction
through formalization becomes acute. The crisis is apparent that the gray
economy may be not only a consequence but also a cause of further reduction of
the gross domestic product and the spread of the crisis. The shadow economy
becomes part of a vicious circle in which the recession as one of the
consequences is an escape from formal to informal economy, which by reducing
tax revenues increased fiscal deficit, increase the deficit requires growth in tax
rates, increase in taxes causes a new escape and workers in the informal economy,
of, even worse, out of every activity, and a negative spiral repeats itself, always on
the lower level of GDP and employment. Of course, the empirical mechanisms
of this vicious cycle are complex, and include the effects of inflation, falling real
wages and rising unemployment in the growth of the gray economy, and vice
versa. On the other hand, in the abstract economic context of shadow economy
can be seen as a specific market ‘anti-institution. ,,In this discourse, one can argue
that the gray economy is capable of eliminating tax and other formal institutions
that insert wedges between supply of and demand for labor, or between product
and demand for them, what creates employment and a product that would not be
created otherwise, pushing the margin and cost effectiveness for individuals and
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businesses (Rao and Hassan, 2012). On a hypothetical market without taxes and
other costs associated with the operation of institutions, all economic activity is
gray. In reality, the formal and informal economies exist side by side, which creates
distortions and suboptimal allocation of resources. Many experts point out that
the effects of the informal economy to the formal economy are ambivalent. On
the one hand, the informal economy leads to allocated distortions, since resources
and factors of production are not used in the most effective way. On the other
hand, the income created in the informal sector is mostly spent the in formal
economy (according to the opinion polls in Germany, two-thirds), which has a
stimulating effect on the formal economy. Formalization of informal measures to
boost the economy, to be effective, must be based on knowledge of the causes
and structure of informal activities. A particular problem in the design of these
measures is the fact that the information about it is necessarily unreliable and
incomplete. Also, the gray economy is itself very heterogeneous, and economic
policies, in order to be enforceable in practice, should be simple and most
universally applicable - in any case, less selective than would be desirable from the
point of view of optimal targeting, From the standpoint of economic and social
effects, and strategy formulation, formalization of informal economy is very
important to have a clear idea about the dominant character of the informal
economy in the country - whether it is primarily a result of voluntary or forced
exit or exclusion. Voluntary exit means that individuals with specific preferences
and psychological complex, such as a strong individualists or people with a higher
propensity to risk, decide to carry out their economic activity outside the formal
economy, although they have an opportunity to work in it. Voluntary exit from
the formal economy with the aim of maximizing profits and personal income can
be reinforced by an inadequate penal policy, or non-application of legal sanctions.
Being forced out means that for their own market failure, adverse developments
in the market environment or because of rigid regulations, individuals or firms
were forced to leave the formal economy and and that the informal economy
remained as the last resort for any economic activity. Exclusion means that some
individuals or groups have never been part of the formal economy and do not
have any practical chance to become part of it. Two main groups of economic
actors are engaged in the informal economy and these are companies and people.
The ‘diagnostic’ gray economy as a prerequisite for the successful operation
means that it is necessary to answer to a number of specific structural questions
which are related both to this great group of actors. When it comes to the
segment of the population which participates in the informal economy,
knowledge of the level of education and human capital of the participants is
important, their geographical distribution and the structure of the settlement type
(tural / urban population), their age, gender, social structure, and on average,
distribution of earnings in the informal economy, as well as working hours and
the nature of employment in the informal sector (primary versus auxiliary or
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supplementary). Also, it necessary to have detailed structural information on
companies and entrepreneurs. They include both general information (the total
income, profits, number of employees, branches, status with respect to
registration, etc.) and methods of participation in the informal economy, ranging
from tax evasion and other financial administrative obligations to avoid non-
respect of regulations and standards that require certain costs (FREN, 2013).
Information on the participation of the population in the informal sector in
Serbia are more accessible and more comprehensive than information on the
participation of the company thanks to the regular semi-annual survey on labor
force of the Statistical Office. The current research, which deals with companies
and entrepreneurs, therefore, fills an important gap in the available informational
basis for the conduct of economic and social policies directed towards
formalizing the informal economy based on facts. From institutional-economic
factors, it is estimated that in Serbia the level of the gray economy is most affected
by the following: low productivity, the economic crisis and the high level of
liquidity, inefficient market exit mechanism, high administrative burden on
business, the low quality of the regulatory environment and legal uncertainty, the
issue of legalization of buildings and building permits, the low quality of public
services, a large number of small business, income structure of the population,
high levels of corruption, high tolerance of the informal economy of the state, a
high unemployment rate and the level of tax morals (FREN, 2013, p. 54).
According to the World Bank (2011) Serbian companies have much lower
productivity (value added per worker), and their unit labor costs are higher than
in other countries in the region (World Bank, 2011, pp. 67-69). Low productivity,
in conjunction with other causes, triggers a vicious circle, because of the low
productivity of the undertakings turning the informal sector, which typically
affects the further reduction in productivity. In such circumstances, the business
model involves a significant number of companies’ profitable business (or
survival) only in terms of (partial or complete) failure to pay taxes. When it comes
to Serbia, if the structural measures to combat the gray economy are successfully
implemented, the fiscal savings in the medium term are estimated to be around
1% of GDP in the coming years. The greatest effect on the increasing revenue
would be achieved by increasing the revenue from VAT, income taxes and
contributions. It is estimated are that the total impact on government revenues in
the three-year period could be their increase from 0.8% to 1.1% of GDP (of
which 0.2 percent to 0.5 percent of GDP comes from the increase in VAT
revenues and 0.6 percent of GDP increase in revenues from contributions and
income tax). Combating the gray economy can obviously exert a significant
impact on the field of stabilizing public finances, but one should bear in mind that
they could not be expected immediately. However, this should not be an argument
for further delay in resolving the problem, but as an additional incentive to create
and take appropriate measures as soon as possible (Fiscal Council RS, 2013). In
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times of economic crisis and a significant drop in demand some businesses
factors were forced to adapt their operations to the new circumstances. Some
companies, which operated profitably before the crisis, are now forced to move
at least part of their activities in the informal economy in order to keep their
business. Other business entities are faced with the problem of insolvency. Due
to the high degree of insolvency, being taxpayers in Serbia commercial entities
often choose to settle their tax liabilities not regularly and in full, and to prioritize
the settlement of liabilities of commercial transactions. Often, to be able to
selectively make payments, part of its operations is transferred to the informal
economy and their obligations are paid according to the degree of importance of
the creditors for their business. According to the survey, the economic crisis has
been identified as the single most important cause of the shadow economy. The
mentioned problem of inefficiency and high liquidity should lead to the regulated
exit from the market by the company - bankruptcy or liquidation. Although the
bankruptcy reform has been a shift in terms of duration and cost of the
procedure, and in terms of the number of bankruptcy cases (primarily from the
use of ‘automatic bankruptcy’), and a significant reduction in the number of
insolvent companies (with a blocked account) it is still too late to initiate or not
bankruptcy proceedings for a number of borrowers whose accounts have been
blocked in order to be able to continue to operate and it is largely present in the
informal sector. Another problem, which is also present in Serbia, is ‘phoenix’
companies, i.e. companies that leave the old debts and transfer assets to a new
company or temporarily move business activity into the gray economy, which
effectively ‘turns off” the old company. In practice, as a rule, it occurs without any
sanction by the owner. ‘Phoenix’ companies usually operate with SMEs, which
create setious problems of liquidity. Often the victim of ‘phoenix’ company is the
company itself, which in order to survive in the market, resorts to transmigrate
part of its business in the gray economy. A high administrative burden on
business encourages companies and individuals to carry out their business
activities in the informal sector. Empirical findings indicate a significant positive
correlation between the regulatory burden on the private sector and the share of
informal economy. Some authors even believe that the business decision to
include their companies in the informal sector is done rather to avoid the
bureaucracy (and corruption), to evade taxes. The administrative burden is usually
perceived as an important cause of the high percentage of the gray economy in
Serbia. According to the level of administrative costs in Serbia, which totals
between 3.8% and 4.2% it, is among the top countries that have cartried out similar
measurements. Table 3.1 shows the comparison of the participation ratio of
administrative costs and the underground economy in GDP.
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Table 4 A comparison of administrative costs and the informal economy

State Administrative Expenses (% informal economy
of GDP) (% of GDP)
Serbia (2010) 4.0% 30.1
Denmark (2006) 2.2% 17.0
Netherlands (2003) 3.6% 13.3
Czech Republic (2005) 3.0% 17.8
Austria (2006) 2.8% 9.6

Soutces: www. bradulovic.com/2013/05/20/ siva-ckonomija-u-stbiji/

Among the causes of the fiscal gray economy in Serbia, there is a relatively
high fiscal burden on labor, complicated and costly tax procedures, complicated
and non-transparent tax system, inadequately organized, trained and equipped tax
administration, the low quality of public services and a high level of tolerance to
the gray economy. Among the market institutions whose specific arrangements
affect the growth of the gray economy there are the following: taxation of labor,
minimum wages, social benefits system, legislative, employment protection,
regulation of working time, unemployment benefits, and retirement policies.
Among them, the most important factors are the rules of taxation, especially the
high tax burden on low paid work as a result of a small tax-free threshold, high
contribution rates and the existence of the minimum contribution base. Since a
natural area for the formalization of informal employment is close to the
minimum wage, high load at minimum wage implies high costs of formalization,
which is discouraging. This effect is further emphasized by the high minimum
wage, which now stands at about 50% of the average wage, which is above levels
by about 10 percentage points. The existence of the minimum contribution base
affects the unpopularity of permanent contracts on part-time work and also
effectively prevents introduction of a special working arrangement with more
favorable tax rates, such as the ‘mini’ and ‘Midi’ jobs that have successfully
contributed to the flexibility of the labor market in some European countries. In
addition to the causes of the tax system and those related to labor market
institutions in Serbia of particular importance are those related to the causes of
adverse economic and regulatory environment. Among economic causes, the
most prominent are low productivity and a high level of liquidity, which is
particulatly evident in the economic crisis. While low productivity ‘forces’ business
to move at least a part of it to the informal sector in order to survive in the market,
a high degree of insolvency influences the decision to evade taxes in order to settle
obligations to the tenderer. Among the causes related to the regulatory
environment particularly important are high administrative costs and legal
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uncertainty. In addition to these, there are several other factors that are a reflection
of weak institutions and disordered systems, such as problems with legalizing
facilities and obtaining building permits, an inefficient mechanism for withdrawal
from the market and frequent abuse by using ‘phoenix’ companies. Reflection of
poor institutional environment is reflected in the high degree of tolerance for the
informal economy of the state, and high levels of corruption, where both factors
with low quality public services are very discouraging for the willingness of
taxpayers to pay their taxes. Among the major causes in the financial sector that
support the presence of shadow economy are a significant share of cash
transactions of payments, informal sources of financing and unregistered migrant
remittances from abroad. In Serbia, cash payments still make up a significant
portion of the total payment, although in recent years it has had a decreasing
trend. These circumstances are further complicated by the fact that due to the high
level of Euroization moral hazard behavior of transactors is stimulated while
transactions are primarily made in foreign currency outside of formal courses. In
addition, informal sources of finance are accompanying the appearance of a
significant shadow economy. The causes of their existence lie in bad local
regulations and poor enforcement proceedings, barriers to market access,
expensive formal sources of funding and the lack of adequate financial products
to meet the needs of the beneficiaries, and inadequate tax regulations and high
taxes. Consequences of their existence are the increased information asymmetry
among market participants, the absence of tax revenues on this basis and
exclusion of formal financial intermediaries from the process of transfer. It
adversely affects the development of the financial sector and the process of
efficient allocation of financial resources in the country. Finally, a particularly
important source of foreign capital for Serbia is migrants and remittances from
abroad, which by the absolute value after the crisis exceed other categoties of
capital inflows from private and public sources. Given that the dominant part of
the proceeds of remittances comes into the country from informal transfer
channels, and is often not directed to productive activities, this results in negative
repercussions for the economic growth and development of the Serbian
economy.

8. Instead of a conclusion

In modern conditions, several research papers have confirmed that the
unsuccessful economic policy is the most important reason for the strong growth
of informal economic activities. Important reasons for moving into the gray zone
economies are not only the increased tax burden and the number of laws and
regulations, but also the labor market policies aimed at redistribution of working
hours. Additionally, in countries that are still in the transition process and where
there is a lack of clear and stable institutions, this is the driving force that pushes to
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the informal economic activities. However, these opportunities will be used even
more under the conditions of low tax morals and loyalty to the state government.
Therefore, it can be concluded that there is a need for the establishment of systemic
and systematic relations in the fight against the causes of such behavior.

This demand is supported by the analysis of the causes and effects. The increase
in the cost of unauthotized control over frequent and higher level of punishment
only will not have a positive effect on the overall social welfare. In transition
countries, only the radical tax reform prevents the transition into the gray zone. In
addition to the allocation of activities, there are important influences on the
stabilization of the overall economy because the gray economy acts for some time
as a stabilizer and shock absorber of social difficulties, and reduces to some extent
cyclic fluctuations. This is especially true in the present conditions of where prevails
the inflexible labor market and excessive state intervention in the economy.

On the other hand, the main arguments of the state in the fight against the
informal economy are the budget deficit and avoidance of taxpayers to pay for
the pension and health insurance. It is necessary to implement long-term reforms,
not only because of globalization and harmonization but also for the increase of
the gray economy. However, if one cannot strengthen the components of direct
democracy (for example, a referendum on the decisions of government
revenues), the participants will often choose the opt-out (exit) than the ability to
opt. They will decide either for unauthorized work or to look for a country that
suits their preferences.

In this sense, the informal economy can be considered part of the
evolutionary process that contributes to the greater dynamics of the economic
and social development. At the same time, social pressures for deregulation and
tax cuts are increasing, while new forms of coexistence and exemption of
confinement are sought.
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SIVA EKONOMIJA I INSTITUCIONALNE PROMENE
U ZEMLJAMA U TRANZICIJI

Rezime: Siva ekonomija predstavlja izazov i za privrednu i za socijalnu politiku
ne samo u tranzicionim zemljama nego i u zemljama OECD-a. U radu je
prikazana teotija razvoja privrede u senci, koja objasnjava ucinak Sirenja te
privrede na sluzbene institucije 1 pravila — te vodi institucionalnim promenama.
Uz to se razmatraju i uzroci i uéinci jacanja sive ekonomije. Potvrduje se da je
neuspesna ekonomska politika najvazniji uzrok snaznog jacanja aktivnosti sive
ekonomije. Medu vaznijim razlozima prelaska na sivu ekonomiju je veliko
poresko opterecenje, veliki broj propisa i ne odgovarajuéa dostupnost javnih
dobara, kao $to su zajamcena vlasnicka prava, raspolozivost infrastrukture. U
tranzicionim zemljama nedostatak stabilnih institucija, neefikasna
administracija i korupcija, zajedno sa slabijim poreskim moralom i manjom
odanos¢u drzavnoj vlasti, podsticu Sirenje neformalnih privrednih aktivnosti.
Nastojanje da se ucestvuje u aktivnostima sive ekonomije treba da se tretira kao
znak upozorenja. Sve jadi otpor postojeéim normama i institucijama u privredi
moze da se ublaze primenom ,,strategije dva stuba’. Ova strategija obuhvata
mere kojima se smanjuje privlacnost moguénosti izlaska, a jaca moguénost
izjasnjavanja.

Kljuéne redi: siva ekonomija, intitucionalne promene, zemlje u tranziciji.
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