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Abstract: The paper discusses quantity evaluation aspects of the Romanian underground economy after 1990. After explaining the interest for this phenomenon, interest initiated at an official level, few conceptual delimitations are made in order to review the evaluation methods for the relative dimension of this part of economy. The evaluation’s relevance is estimated through international comparisons with other countries, both from immediate neighbourhood and from the European community.
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1. INTRODUCTION

At the beginning of this century, national economies of Europe must face multiple pressures that are relatively antagonistic. On one hand, there is the pressure of the people so that the state takes the responsibility of managing a public sector in a way that will answer to the growing needs, as well as taking a more active role in market regulation. On the other hand, there is an economic pressure of integrationist character that equalizes the national politics and restrains the freedom of option for an individual state, especially in Europe. Both international economic integration and the general management of a state are affected by the so-called underground economy that threatens the national tax system and distorts competitiveness at a microeconomic level, as well as at a national level.

Economic literature uses multiple label for the “underground economy”: “parallel economy”, “informal economy”, “grey economy”, “shadow economy”, “hidden economy”, “unreported economy”, and others. These labels are defining a general phenomenon, which consists mainly of unregulated activities, activities that no taxes are paid for specifically.  A more thorough analysis of the mentioned labels could reveal differences of “coverage”, both legally and socially, of the phenomenon, as well as “author differences”, considering the preference of an individual author for a given label. The underground economy was discussed in Romania even during the communist period, but the interest concerning its impact on the national performance or the citizen’s standard of life has surfaced just after 1990. Given the “hidden”, “shadow” or “parallel” character of the economic activities in this field, the initial problem was estimating the dimension of this economy.  The result of this estimation has direct implications on the economic governing performances in Romania, governing that is managing a socio-economic transition that has no significant precedents.

In 1994, the head of Romanian Service for Information announced in the parliament that, according to the information gathered so far, the underground economy represents 38% of the GIP. The presentation had more of a character of secret service information, rather than of a scientific appreciation, which meant missing the opportunity to discuss this evaluation and realize a legal clarification associated to a coherent strategy of fighting this kind of economy. In 2007, the Romanian minister of economy appreciates that the “grey economy” is up to 20-22% of GIP, as quoted by several Romanian daily newspapers. Just as before, the appreciation is not accompanied by a coherent explanation regarding the method of evaluation, which suggests inconsistency of the appreciation and that political effects are sought, thus diminishing the scientific character.

2. CONCEPTUAL DELIMITATIONS AND EVALUATION METHODS

All the existing labels for the underground economy show there is no definition of a majority acceptance among the theoreticians. This leads to the conclusion that also the theory associated to this economy is not yet firmly established, although there are some papers published by high-ranking authors who researched on the subject. Considering the main categories of activities associated to untaxed economy, Lippert and Walker (1997), as well as Schneider (2002, 2007), are suggesting the following taxonomy:

· illegal activities translated into: monetary transactions, such as drug commerce, commerce with stolen goods, prostitution, gambling etc; non-monetary transactions, such as drugs trading, stolen products trading etc; stealing for own benefit, drugs production for own use;

· legal activities translated into: tax evading monetary transactions, such as salary gaining from producing legal goods; monetary transactions that avoid taxes, such as discounts for own employees; tax evading non-monetary transactions, such as trading legal goods; non-monetary transactions that avoid taxes, such as the help given to a neighbour (the so-called “claca” practiced in the rural areas of Romania).

In the case of this study, for the entire before-mentioned list of categories of activities, the term “underground economy” will be used.  We should also notice that for each mentioned category of activity the list is much longer, with interesting “impersonations” and varying from country to country. Obviously, the ratios of different activities in the national underground economy will be different from country to country (e.g. drugs production has a different quantum in Columbia compared to Romania), as well as the way in which they are tolerated or accepted by each country’s population.

Given the mentioned lack of definitions and taxonomies, we must accept that the measurement of these economy’s activities implies an approximation induced mainly by the ambiguous character of delimitations, as well as by the intention of hiding the results, motivated by fiscal interests, by those involved in this kind of economy. 

In order to evaluate the dimensions of this economy, the most consistent approach is represented by the evaluation methods based on calculus methods, starting from the hypothesis that, despite the efforts of the implied ones in these economic activities to erase their traces, these are still present on the labour market, in the unbalance between incomes and expenditures or in the monetary aggregates. The economic literature notes the following general methods that are contained within this category of “traces evaluation”:  monetary methods; methods based on interpretation of data from the national system of accounting; fiscal methods; methods based on data regarding the labour market; methods based on “physical inputs” (mainly the electricity consumption). Research-based methods are also used in some countries, similar to the marketing methods, realized at the house-holdings’ or employers’ level.

The essential problem associated to these methods is whether their results are similar when applied to the same country, in the same time interval and with the same conceptual delimitations of the field. If the results are not similar, then we are interested in the most adequate method to be used in the evaluation of the underground economy in a certain context. In the case of Romania, the problem of accuracy of these evaluations is amplified both by the specific integration at European level on the labour market and by the utilisation of foreign currency – euro and dollar, in non-banking fluxes, but with a significant amplitude. Concerning the electricity consumption, rural Romania highly distorts any attempt of such evaluation, even from the theoretical point of view.

In the international economy literature there is a series of reference studies that note the use of one method or another with the purpose of a dimensional evaluation of the underground economy in case of a country or a group of countries, especially from the category of the developed countries. From this series, without any specific classification, we can mention the study of Gutmann (1977) based on monetary methods, the study of Ray (1965) based on the national accounting system and focalized upon Italy, the study of Pissarides and Weber (1989) based on the estimation of expenditures in Great Britain, the study of Feige and McGee (1983) based on Laffer curve applied in case of Sweeden, or the study of Kaufmann and Kaliberda (1996) based on the electricity consumption in the former socialist countries.  In case of Romania, the underground economy is evaluated both by Romanian and foreign researchers, either in an institutional organization or as independents.

A method with distinct characteristics compared to the ones already presented is the one named DYMIMIC (dynamic multiple-indicators multiple-causes), that gained a distinct fame due to a set of studies realized by Friedrich Schneider between 1960 to 2003 on a group of countries (e.g. Schneider 2005a). This new method studies the multiple causes that affect the dynamic of the underground economy, as well as the multiple effects of the phenomenon, offering a more detailed image of the associated cause-effect connections.

The mentioned method and author present a distinct importance for Romania because they offer a comparative image of the country’s underground economy. The comparison is made with reference to known countries, for the interest of both Romanian researchers and the Romanian public opinion. Among these known countries we have Bulgaria, Turkey, Greece, Hungary and also the “average” of a group of countries such as the members of the UE before the integration of Romania and Bulgaria, or the countries of the ex-USSR, among which Moldavia is of special interest. On the other hand, it is interesting to study the dynamic of the Romanian underground economy according to this analytical approach and to realize a comparison between that and the one of the reference countries mentioned earlier. This way, the size of the Romanian underground economy appears in the background, as well as the discussions regarding the relating to other methods, and in the foreground comes a relative positioning and its dynamic at a national level. The comparison with the neighbouring countries has also the advantage of offering some suggestions regarding the mean of intervention to diminish the phenomenon, as well as evaluating beforehand the effects of some governmental politics.

3. LANDMARKS REGARDING THE QUANTITY RESEARCH OF THE ROMANIAN UNDERGROUND ECONOMY

Although an underground economy existed before 1990 as well, its official study in Romania was insignificant given the fact that the existing dogma considered the subject as a “blasphemy”. We must not forget there was a significant difference between the official figures and the real ones of any factory. Given these conditions, it is very difficult to evaluate the dimension of the underground economy for that period, without using gross approximations.

After 1990 the phenomenon has been recognised as an objective reality of the transitional economy, rapidly becoming an interesting subject of study for both Romanian and foreign researchers. As expected, the conducted researches offered a wide range of evaluations regarding the dimension of the phenomenon, depending on the used method as well as a series of conjecture factors.

Since 1990, the National Institute of Statistics (INS) is regularly making evaluations, based on the method of national accounts. Its estimates for the underground economy has varied between 5% in 1992, 18% in 1997 and 20-22% after 2000, estimates that appear to be roughly half of the ones made by the Romanian Service for Informations – it is not clear on which method are these based. This inadvertence is mentioned by Mungiu-Pipidi and others (2000) which states that a report of the US Department of Treasure regarding this subject, in case of Romania (French and others, 1999), tends to agree more with RSI rather than with NIS. Even if the evaluations results can be explained also through the mission of the organizations involved in realising them, the image of some major differences between these results, generated by different methods used, remains. Furthermore, we have to consider that the published figures are just estimates, estimates that are bigger when the mechanisms of primary collecting of data accept bigger approximations. Given these conditions, every evaluation should be accompanied by the specification of the used method, if the method is not explicitly revealed by the nature of the organization that realised the evaluation. The differences between methods, in a study of Schneider and Enste (1998) for the average of 5 countries members of O.C.E.D., are exemplified in table 1.

Table 1
	The method for evaluation of the underground economy
	% of GIP

	The difference between the officially declared and the real labour force
	14,4

	The transactions’ approach (Feige)
	21,9

	The econometric modelling of monetary type (Gutmann)
	15,5

	The physical input method
	12,7

	The cash demand method
	8,9

	The DYMIMIC method
	7,9

	The difference between GIP calculated based on the costs method and the one calculated based on the incomes method
	6,4

	The fiscal audit
	6,1

	The statistical research
	3,1


The question that arises immediately is whether the relations between results obtained by different methods are similar in case of Romania as well, given the existing difference between the RSI figures and the NSI figures. Because there are no consistent comparative studies, a “yes” or “no” answer seems far fetched, but the low similarity between Romanian economy characteristic and those of the O.C.E.D. countries suggest that the mentioned relations should be sceptically take into consideration.

More consistent results, based on the time interval covered by the estimation, on the used methods –  the DYMIMIC method and the cash demand method, on comparative positioning at international level are offered by Schneider’s papers (2005a, 2005b), Schneider and Enste (2000), Schneider and Savasan (2007). Although the widest base of comparison is formed by 145 countries in between 1999-2003, the comparison of Romania is interesting just to certain countries from neighbouring areas, countries that present economical similarities, of juridical and fiscal system, historical and cultural. Reporting to the average of some groups of countries with such common characteristics is also of interest. According to these studies, the Romanian position compared to these countries of interest is presented in table 2.

Table 2
	Countries
	Level of underground economy

	
	1999/2000
	2001/2002
	2002/2003

	Romania
	34,4
	36,1
	37,4

	Austria
	9,8
	10,6
	10,9

	Spain
	22,7
	22,5
	22,0

	Greece
	28,7
	28,5
	28,2

	Italy
	27,1
	27,0
	25,7

	Bulgaria
	36,9
	37,1
	38,3

	Hungary
	25,1
	25,7
	26,2

	Serbia and Montenegro
	36,4
	37,3
	39,1

	Ukraine
	52,2
	53,6
	54,7

	Moldavia
	45,1
	47,3
	49,4

	Turkey
	32,4
	33,5
	37,6


The relative positioning of Romania compared to the average of O.C.E.D. countries (21 countries) and to the average of eastern countries “ex-socialist” (25 countries, without the former German Democratic Republic) is presented in table 3.

Table 3
	Countries
	1999/2000
	2001/2002
	2002/2003

	Romania
	34,4
	36,1
	37,4

	O.C.E.D. countries
	16,8
	16,7
	16,3

	Eastern countries
	38,1
	39,1
	40,1


From tables 2 and 3 is noted the fact that the ratio of underground economy is growing at the ex-communist countries level, on the analyzed time interval.  The ratio of the underground economy in the ex-USSR countries, as well as in the ex-socialist Balcanic countries, is bigger than in Romania. On the other side is noted that the ratio of the underground economy is also big in case of Greece and Italy, although there is a slight tendency of decrease that seems to be rather the result of cosmetics that of a coherent politic directed against the phenomenon.

The difference between the ratio of the underground economy between the countries in the west and the east of Europe, as well as the antagonistic tendencies of this difference’s evolution suggests that the economical transformations from the post-communist era in the eastern countries have favoured the development of this kind of economy. In between the ex-communist countries it is noted that the new states created after the segregation inside the Yugoslavian and Russian spaces have registered exploding growth of the underground economy, the majority of these countries showing much bigger figures than Romania.

The closeness between the “southern” countries in western Europe  - Greece, Italy, Portugal, Spain and other countries with better performances from the east part, such as Slovenia, Czech Republic or Hungary, shows that there is a common set of causes of the phenomenon and also the possibility of an experience transfer from these countries to Romania, especially at a fiscal regulation level.

4. CONCLUSIONS

The underground economy in Romania represents a reality that, from a phenomenological and dimensional point of view, can be placed into an area of expectations associated to the market economy transition of an ex-communist country from eastern Europe. Considering the ratio of the phenomenon, the relative “positioning” of the country is placed within a predictable middle area, between East and West, and on a neighbourhood country scale it is situated in the lower area, marked by slightly smaller figures. This kind of appreciations are based on many reference studies, realized on a large group of countries by using some methods known by the same group of well-known researchers from around the Austrian professor Schneider.

The theoretical reference generated by these studies outline the fact that in Romania the quantity research of the phenomenon would require a bigger focus of resources in order to ensure a consistency of results at the superior levels of the executives and of the public institutions that generate official landmarks. Although there is a series of quality studies dedicated to the national underground economy, the lack of thorough and enlarged approach of the phenomenon is obvious, as well as the lack of monitoring this kind of economy in “real time”. Assuming that the figures announced by the Romanian minister of economy for year 2006 are based on the DYMIMIC method or on monetary methods, it would mean that after 2004 Romania managed a significant restraint of the underground economy. Thus, the dynamic after 2004 would be in contradiction to the one before 2004, a fact that would generate some justified questions of researchers and practitioners. The figures represent a motivation and a challenge for researchers to realize more ample and coherent evaluations.
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