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Academic research vs helping policy makers to 
address the shadow economy issue



“No ideal or dominating method  

(to measure the size of the shadow 

economy) – all have serious 

problems and weaknesses”

F. Schneider,  

2014: 41



Methodological contribution: developing an 
index that measures the size of  a shadow 

economy as a percentage of  GDP
(by Putnins and Sauka) 

Shadow Economy Index, created in 2010 



Shadow Economy  
Index for the  
Baltic Countries





From micro data to the macro estimates



Calculation of  the Shadow Economy Index

In the first step, underreporting of firm i’s operating income, , is estimated directly from the corresponding survey question. 

Underreporting of employee remuneration, however, consists of two components: (i) underreporting of salaries, or ‘envelope wages’; and (ii) unreported 

employees. Combining the two components, firm i’s total unreported proportion of employee remuneration is: 

 

 

 

In the second step, for each firm we construct a weighted average of underreported personal and underreported corporate income, producing an estimate 

of the unreported (shadow) proportion of the firm’s production (income): 

 

 

 

where  is the ratio of employees’ remuneration (Eurostat item D.1) to the sum of employees’ remuneration and gross operating income of firms (Eurostat 

items B.2g and B.3g).  We calculate  for each country, c, in each year using data from Eurostat. Taking a weighted average of the underreporting measures 

rather than a simple average is important to allow the Shadow Economy Index to be interpreted as a proportion of GDP.  

In the third step we take a weighted average of underreported production, , across firms in country c to arrive at the Shadow 

Economy Index for that country: 

 

 

The weights, , are the relative contribution of each firm to the country’s GDP, which we approximate by the relative amount of wages paid by the firm.  

Similar to the second step, the weighting in this final average is important to allow the Shadow Economy Index to reflect a proportion of GDP. 

As a final step, we follow the methodology of the World Economic Forum in their Global Competitiveness Report and apply a weighted moving 

average of  calculated from the most recent two survey rounds. 
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Annual shadow economy conference in Riga, Latvia 

(since May, 2011)



Applied to numerous countries including Russia 
(2017- 2018), Latvia, Lithuania, and Estonia 

(since 2010), Moldova and Romania (since 2016), 
Poland (2015-2016), Kosovo (in 2018) as well as 
Ukraine and Kyrgyzstan (since 2017) to provide 

policy makers with information for policy 
decisions, as well as to foster a deeper 

understanding of  entrepreneurship processes. 





Underreporting of business income (percentage of actual profits), the 

number of employees (percentage of the actual number of employees) 

and underreporting of salaries (percentage of actual salaries) in Russia, 

2017-2018.



Bribery (percentage of revenue spent on payments ‘to get things 

done’) and percentage of the contract value paid to 
government to secure the contract in 2018 in Russia.


























