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Definition 



Why is it important? 

• The Greek (or Euro) crisis  

• Aggregate indicator of the quality of policies and 
institutions 

• A sexy topic 

 

• Is hidden economy better than none at all? 



• According to the Ministry of Finance (2011), the share of the hidden economy, 

since 2000, is about 20% of GDP. NSI has revised GDP with 3% - 4%, in relation 

to the estimation of the hidden economy in the past decade; external 

estimates of the hidden economy vary between 18% - 32% 

• Even with a smaller share of hidden economy (about 10% - 15% of GDP), many 

macroeconomic ratios, driving national policies, will undergo significant 

changes: 

1. Ceilings of 40% of GDP for public spending (according to the new, stricter, 

fiscal rules) - if the product, produced by the informal economy, is taken into 

account, the percentage was 33.2% of GDP in 2008 and 34.5 % in 2010. 

2. The competitiveness pact /“"Euro Plus". 

Policy Implications Influenced by the Size of the Hidden 
Economy 
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The Grey Economy Circles 

core: criminal-oligarchic circle / loops of 
companies 

buffer: economic circle 

fringes: subsistence circle 



The Hidden Economy Index 

Assessment of the size  

Hidden employment 

Hidden turnover 

Hidden redistribution 

Assessment of the size 

 

Hidden employment 

 

Hidden turnover 

B
u
si

n
e
ss

 
P
o
p
u
la

ti
o
n

 



Dynamics of The Hidden Economy Index, 2002 – 2010 (Business) 

Source: Vitosha Research, Center for the Study of Democracy 



Undeclared Employment in Bulgaria: Trends 
 

Managers’ Assessment of the Share of Employed Workers without a Signed Contract  

 

 

 

 

 

 

 

 

 

 
 

For the last eight years, the share of people working under a formal contract more than doubled (i.e. from 
21.2 % to 44 %) 

 Source: Vitosha Research, Center for the Study of Democracy 



Note: the survey question was “In your opinion, what share of the employed in your branch work under 
contracts with “hidden clauses”, i.e. receive payments larger than the ones stated in the contract?” 

Underdeclared Employment 

Managers’ Assessment of the Share of Employed Workers with Underdeclared Payments 

Source: Vitosha Research, Center for the Study of Democracy 



VAT Fraud and Tax Evasion (Business) 

Source: Vitosha Research, Center for the Study of Democracy 



Sectors with the Largest Shares of Hidden Economic activity, as 
Reported by the Bulgarian Businesses, 2010 

Source: Vitosha Research, Center for the Study of Democracy 



The Basis of which Social Security Payments are 
Calculated, for Primary Employment (%) 

Source: Vitosha Research, Center for the Study of Democracy 



In the last month, were you paid a higher amount of money 

than the declared in your contract with your primary 
employer? (Population) 

Source: Vitosha Research, Center for the Study of Democracy 



Share of Workers Reporting no Signed Contract with their 
Primary or Secondary employer (Population) 

Source: Vitosha Research, Center for the Study of Democracy 



Bulgaria: Policies and Measures to Limit 
Undeclared Work 

 
• Introducing compulsory registration of individual labor contracts 

• Obligatory social security thresholds in all sectors and branches 

• Introducing a “flat” tax on incomes and corporative profits 

• Organizing public campaigns on limiting the hidden economy 

• Enhancing administrative control and increasing sanctions 

 

• More recently: introducing risk analysis 



Conclusions: form Macro to Micro Stability 

• The cost of entrepreneurship continues to be too high 

• Informal social and economic structure has been created  

• The hidden economy continues to be among the major business problems 

• The overall economic development is far more important than the control measures, enforced by 

the government  

• We have to stop discussing macroeconomic stability and fiscal framework and begin concentrating 

on the markets, firms and people – how the fiscal framework is affecting them. 

 

• Bulgaria has the lowest tax and insurance rates in Europe – then why is it that the hidden economy 

is not disappearing?  

 



Causes of Hidden Economy 

• Tax and Social Security Burden 

• Not only size matters 

• Compliance costs (private and public) 

• Regulation 

• Goods quality requirements 

• Price regulations and entry barriers 

• Institutional Context 



Effects 

• The Economy and Government Policies 
• Positive – incomes are being spent into the official economy 
• Yet the gray sector has a negative effect on the tax system 
• Might have short term stabilizing function, but in the long-term, can have 

lasting negative consequences for the institutional legitimacy 
• Government policies are becoming more ineffective – underfunding of public 

goods 

• Institutional Efficiency – level of fair competition 
• Inflow of dirty money into politics 
• Aids corruption and the criminalization of the economy 
• Hinders efficient resource allocation 

• Business Efficiency 
• Lack of enforcement of contractual obligations  
• Increased regulatory burden on legitimate businesses 
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