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Description & Objectives:  

The interface between the public and the private sector in the economy generates numerous conflicting interests, which against the background of poorly managed institutions and lack of administrative capacity and traditions create favorable environment for corruption. Corruption and the hidden economy are linked into a vicious circle for re-distribution of a country’s economic resources outside the formal institutions of the market and the democratic government. This is especially true for countries that have undergone substantial structural changes in their economies like the countries of Central and Eastern Europe and the former Soviet Union. In such countries corruption is not merely a “grease tax” to compensate for poor institutional quality and slow administration but a tool for achieving lasting and substantial competitive advantages for separate companies through capturing formal state institutions. 

The hidden economy appears and expands primarily because of high levels of tax and social security payments, inefficient and arbitrary application of tax and regulatory regimes, rigid labor markets, weak institutions and ineffective delivery of public services. When these characteristics persist for prolonged periods of time companies try to remain in the shadows by paying public administration and official institutions, i.e. through corruption. In its turn corruption strongly distorts the business environment like an arbitrary and non-transparent tax; it leads to lower efficiency and benefits from public services, creating incentives for companies to enter the hidden economy. Participants in the hidden economy try to preserve the existing status quo to their benefit through corruption pressure and corrupt deals and thus close the vicious circle ‘corruption – hidden economy – corruption’. Breaking this vicious circle requires a coordinated and integrated approach and policy formulation involving national institutions, civil society and the international community over a continuous period of time.

This session will seek to present the major interconnections, causes and consequences of hidden economy and corruption. It will pay special attention to different forms of corruption in relation to hidden economy: (1) administrative corruption connected with evading rigid government interventions in the economy and (2) grand (political) corruption linked to state capture. 
Expected Results:
· Strengthen local capacity to counter corruption and the most malignant forms of hidden economy;

· Increase practical knowledge of the nature, causes and consequences of corruption and hidden economy;
· Network participants for future actions on national and trans-national forms of corruption and hidden economy.

Speakers:
Mr. Ira Lieberman, Former Senior Manager for the World Bank, ECA Private and Financial Sector, Washington DC (USA)

Dr. Boris Begović, Vice-President, Center for Liberal-Democratic Studies and Professor of Economics, School of Law, University of Belgrade, Belgrade (Serbia and Montenegro)
Dr. Mirko Cvetković, CEO Intercon Consulting/CES Mecon - Special adviser, Belgrade (Serbia and Montenegro)

Moderator: 

Mr. Ruslan Stefanov, Project Coordinator, Economic Program, CSD/Coalition 2000, Sofia (Bulgaria)
Background Reading & Resources:
To the presentation of Dr. Boris Begovic:
What Causes Firms to Hide Output? The Determinants of Informality (IMF Working paper WP/05/160), August 2005, E. Dabla-Norris, M. Gradstein and G. Inchauste (http://www.imf.org/external/pubs/cat/longres.cfm?sk=18414.0)

Corruption in Judiciary (Center for Liberal-Democratic Studies, Belgrade, Serbia), B.Begovic, D.Hiber, B.Mijatovic, September 2004 

(http://www.clds.org.yu/pdf-e/Corruption_in_judiciary.pdf) 

Courts (Quarterly Journal of Economics, 118, pp. 453-517), S. Djankov, R. La Porta, F. Lopez-de-Silanes, and A.Shleifer, May 2003. (http://rru.worldbank.org/Documents/DoingBusiness/Methodology/EnforcingContracts/LexPaperAug211.pdf)

Wealth of Poverty of the Nations Why Some Are So Rich and Some are So Poor, (New York: Abacus), D. Landes, June 1999 

(http://www.amazon.co.uk/exec/obidos/ASIN/0349111669/qid=1125651495/sr=1-1/ref=sr_1_26_1/202-7311554-3004669)

To the presentation of Dr. Mirko Cvetkovic
CES Mecon: Program Mera za suzbijanje sive ekonomije za Republičku upravu javnih prihoda Srbije, October 2000

IMF Working paper, 1999, Joshua Charap and Christian Harm: Institutionalized Corruption and the Kleptocratic State
Economic Institute, Belgrade Dr Gorana Krstić, Human Development Report (The Grey Economy) 1998

Bilten G17, January 2003, Beograd, Kristijan Vukojičić, Siva ekonomija u Srbiji 

Pravni informator Beograd, 2003, Mr Vladimir Knežević, Siva ekonomija i mere za njeno suzbijanje
Ekonomist magazine, Beograd. 2003 Siva ekonomija: Crno na belo
Agenda

1. The Informal Economy and Corruption (10 minutes)
Talking points:

· The informal sector and the Transition
· Impacts of “informality” on the businesses
· “Informality” and corruption
· Incentives to reduce “informality” and corruption
Panelist: Mr. Ira Lieberman, Former Senior Manager for the World Bank, ECA Private and Financial Sector
Location: Washington DC, USA
2. Hidden Economy and Corruption: A Law and Economics View (10 minutes)
Talking points:
· Both staying formal and goings hidden have their own benefits and costs.

· It is a free choice of entrepreneurs whether they will go one way or the other.

· If there is overregulation corruption will emerge in formal sector.

· Corruption in the informal sector is the price paid for staying in that sector. 

· The most important factor for that entrepreneurs’ decision is the legal protection (rule of law), if legal protection is more efficient, the probability for allocation of entrepreneurship in the formal sector increases. 

· Legal protection includes protections of the property rights and contract enforcement.

· The quality of the legal system determines the level and the quality of the legal protection.

· Judicial corruption is significant factor of weak rule of law and the result is migration of entrepreneurs towards hidden economy.

Panelist: Dr. Boris Begović, Vice-President, Center for Liberal-Democratic Studies and Professor of Economics, School of Law, University of Belgrade
Location: Belgrade DLC, Serbia and Montenegro
3. Informal Economy in Serbia (10 minutes)
Talking points:
· Quantification and main features of informal economy in Serbia 

· Main generators of informal economy

· Traditional measures against informal economy

· Non-traditional measures against informal economy

Dr. Mirko Cvetkovic, CEO Intercon Consulting/CES Mecon - Special adviser
Location: Belgrade DLC, Serbia and Montenegro
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