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Kpyminckac Putic, EiitmantnTe [loBisie, BikTopia B. Komesnenko. OcodimBocti MeToniB OWIHKH
TIHHOBOI €KOHOMIKH y KOHTEKCTi OHIHKN KOHKYPEHTOCIIPOMOKHOCTI KpaiHu.

[IpoBenenmii aHai3 Mokasye, IO Pi3HI BYEHi, OI[HIOYHM MacIITad TIHHOBOI €KOHOMIKH, 3aCTOCOBYIOThH
PI3HOMaHITHI METO/IU OIIHKH TIHBOBOi €KOHOMIKH, SIKI BUIAIOTH Pi3HOMaHITHI pe3yabraTd. s KpaiH, Takux sx JIurea
i YkpaiHa, B SKHX [OCTaTHhO BHCOKHMH DiBEHb TIHBOBOI E€KOHOMIKH, AY)KE BaXKJIMBO, SK MPUBAOIMBICTH KpaiHH
OLIIHIOIOTH iHO3eMHI iHBecTOpH. TOMY BHUSBIICHHS OCOOJMBOCTEH PI3HMX METOJIB OLIHKH TIHHOBOI EKOHOMIKH MOXE
Ha/IaTH HOBHH ITOTVISI, IHTEPIPETYIOYN MacIITad TIHHOBOI €EKOHOMIKH Y KOHTEKCTI OI[IHKH KOHKYPEHTOCIIPOMOXKHOCTI
KpaiHH.

Kpyumnckac Putne, Eiitmantute {loBune, Buktopus B. Komesenko. Oco0eHHOCTH MeTOI0B OLICHKH
TEHEBOW IKOHOMHKH B KOHTEKCTE OIIEHKH KOHKYPEHTOCIIOCOOHOCTH CTPAHBI.

[IpoBeneHHbI aHANM3 MMOKa3bIBAET, YTO Pa3HbIE WCCIEIOBATEIH B OLCHKE Pa3MEPOB TEHEBOH 3KOHOMHKH
UCIIONIB3YIOT Pa3In4HbIe METOABI OIIEHKH TEHEBOH SKOHOMHUKH, KOTOpBIE JAIOT pa3Hble pe3ynabraThl. CTpaHaM, TaKHuM
kak JlutBa m VYkpawHa, C OTHOCHTENHFHO BBICOKUM YPOBHEM TEHEBOW OJKOHOMHKH, OYEHb BaXKHO TO, Kak
MIPUBJIEKATEIBHOCTh CTPaHbl OICHWBAIOT HMHOCTPAHHBIE HMHBECTOPBI. TakuMm 00pa3oM, pacKphITHE OCOOEHHOCTEH
Pa3IMYHBIX METOAOB OIIEHKH TEHEBOW SKOHOMHKHM MOXKET O00ECHEeYMTh HOBBIA MOJXOJ| K MHTEpIpeTanuu Mmaciirada
TEHEBOW SKOHOMHKH B KOHTEKCTE OLIEHKH KOHKYPEHTOCIIOCOOHOCTH CTPAHBI.

Krusinskas Rytis, Dovile Eitmantyte, Viktoria V. Koshelenko. Shadow Economy Extent M easur ement
Methods Importance In Country’s Competitiveness Valuation.

The article shows, that the majority of scientists, who measures shadow economy, uses various methods that
provide different results. For such countries as Lithuania and Ukraine, where is high level of shadow economy, it is
very important to realize - how the investors value attractiveness of country. The revealing of new features of shadow
economy assessment methods can provide new attitude for shadow economy scale valuation in general country’s
context of competitiveness.

Introduction. The issue about revival of global economy is very relevant nowadays. The government leaders
of countries are paying more attention to international cooperation, free movement of capital and services, deeper
integration and technological innovation. As aresult, the regular growth of competitiveness in the global market has
become one of the most important goals for most of the countries. The ability to identify the barriers of competitiveness,
to find out the solutions for concurrency problems is very important in order to trigger attraction of foreign direct
investments and increasing the standard of living. The interest in analyzing the causes of countries' competitivenessis
related with integration processes. Countries, which are the members of European Union (EU) or potential candidates,
are interested in the topic of competitiveness, because they need to be competitive in internal markets. This fact is very
relevant for Ukraine, which is trying to become a member of EU by stimulating its' competitiveness. Such actions, in
Ukraine, as announcement about free market, close cooperation between this country and EU, entry to World Trade
Organization, had positive impact for economy of Ukraine. For instance, Ukraine has attracted 36 billion USD foreign
direct investments for the period from 2004 till 2009. For comparison, foreign direct investments have involved only
5,7 hillion USD for the period from 1999 till 2004 [9]. This comparison proves the attractiveness of Ukraine from
investors prospective. What is more, general statement of political parties, which were accepted by the Highest Rada of
Ukraine on the 24™ of February in 2013, supports Ukrain€e's integration into European Union and contributes to the
growth of country’s reliability and competitiveness. When Lithuania joined EU back in 2004, it also had positive
influence for foreign direct investments. The investment of other countries has increased 3 times from 2000 to 2012.
Foreign direct investment has increased from 2,524 million EUR in 2000 to 11,9 million EUR in 2012. The fast growth
of attracted investments are related mainly with EU countries, that have invested around 78 % of foreign direct
investments in Lithuania [13]. On the other hand, scientific researches and discussions show that competitiveness
evaluation of country is associated with the scale of shadow economy. Countries, which wants to attract more foreign
investments, additional capital or to keep great international communication, needs to maintain good image and opinion
about economic situation in the country. According to Donici (2012), high level of shadow economy is the sign of low
competitiveness. What is more, the evaluation of shadow economy includes such variety of methods as. fiscal audit that
was used by Internal Revenue Service (IRS) in USA from the beginning of 1963 (Feld, et al., 2007). Mogensen et al.
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(1995), Lithuanian Institute of Free market (2012) measures shadow economy by survey and gquestionnaire approach.
Tiho, Hyun (1998) adjusted discrepancy between national expenditure and income approach. Shneider, Enste (2000)
has used transaction method. Garvanlieva et a. (2012), Kyle, et al. (2001) adapted eectricity consumption approach.
The labor force approach was applied by Nastav and Bojnec (2007). Tanzi (1983), Chatterjee et a. (2006) have
measured shadow economy with currency demand approach that was used for many analyses of OECD countries. The
latent variable approach — MIMIC — was practiced by Shneider, Enste (2000), Klari¢ (2011) and Dell’ Anno (2003,
2007). The methods of shadow economy, that are widely used by various scientists and organizations, cause the
discussions about their influence for country's economy, concurrency, because of different results of methods. Theaim
of this article is to do the theoretical anadysis of shadow economy methods and to revea the advantages and
disadvantages of these methods. Methology. The author has used theoretical (systematical anaysis of scientific
literature, comparison analysis, summarize analysis) methods in the article.

The valuation of shadow economy scale in Lithuania and Ukraine.The variety of shadow economy
approaches and complexity of measurement creates mismatches - different methods provide different results. The
inaccuracy of results can be easily seen in Lithuanian shadow economy analysis, that is executed by Lithuanian Ingitute
of Free Market (LLRI) and Lithuanian Department of Statisticsin Table 1.

Table 1 - The Scale of Shadow Economy in Lithuania, proc. from GDP [9;18]

Year | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012
Method

Survey of experts 20 20 21 21 21 18 18 23 29 27 27

Statistics of Lithuania

method 19 17 16 14 13 12 13 20 - - -

According to Lithuanian Ingitute of Free Market, that is the main evaluator of shadow economy in Lithuania,
the shadow economy is measured using the survey of experts [18]. According to V. Zukauskas (2009), Lithuanian
Department of Statistics also tried to measure the shadow economy, but there is no official information about its
methodology [21]. Thereis a gap between the results of both ingitutionsin Table 1. Asaresult, it can be assumed, that
other methods would provide different results as well.

Table 2 - The Scale of Shadow Economy in Ukraine, % of GDP [6]

Year | 1090 | 1991 | 1992 | 1993 | 1994 | 1995 | 1996 | 1997 | 1998 | 1999
Method
Electricity consumption 183 | 268 | 319 | 418 | 625 | 749 | 843 | 865 | 843 | 814
approach
Household dectricity 195 | 281 | 374 | 47 | 546 | 528 | - ; ; ;
approach

D. Hryshko (2001) has done the research for measuring shadow economy in Ukraine for the period of 1990-
1999 by using eectricity consumption and household eectricity consumption methods (see Table 2). Asit is seen in
Table 2, the results of diverse approaches also differ, athough the period was the same. One of the most well-known
researcher of shadow economy nowadays — F. Shneider (2011, 2012) is executing comprehensive research of shadow
economy for many countries by using MIMIC approach (see Table 3).

Table 3 - The Scale of Shadow Economy by MIMIC approach in Ukraine and Lithuania, % from GDP [11; 15; 16]

Year | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012

Country
The results according to Shneider (2011, 2012)
Lithuania 328 | 32 3.7 |31L1 |306 |29.7 |291 |296 |297 |29 28.5
Ukraine 50,8 | 49,7 |488 |478 |473 |468 |462 |462 |451 |446 | 440
Theresults according to Naraskeviciate, Dauksaité (2013)

Lithuania 328 | 32 3.7 | 310 |[304 |29.7 |291 |296 |297 |29 28.2
Ukraine 50,8 | 49,7 |488 |478 |473 |468 |469 |494 |486 |484 | 490

The comparison of Table 1 and Table 3, shows that the data of the same period, which measure shadow
economy, differ alot. Naraskevicitte, Dauksaité (2013), have applied MIMIC approach and added additional variables
for the shadow economy valuation in Lithuania and Ukraine. Their research and measurements provides quite similar
resultsin comparison to Shneider (2012) research (see Table 3).

Italian scientist, Del‘Ano (2003) measured, collected and systemized data about the variety of shadow
economy methods in Italy and other counties. His analysis shows that the level of shadow economy can differ from
3,9% to 27.2% in period 1976-1980 according to chosen approach [1]. The scale of shadow economy by using diverse
methods was such as: by using fiscal auditing - 3.9 %, discrepancy between national expenditure and income — 4,3%,
labor force method — 18,4%, currency demand approach — 15,9%, transaction approach reached 26,4%, MIMIC
approach — 10.5% [1]. It is proved that various methods can generate absolutely different results, so it is not
recommended to rely on single approach. Countries can be evaluated in other perspective of foreign direct investments,
competitiveness, and the authority in market because of the shadow economy interpretation.
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The analysis of shadow economy assessment methods. theoretical aspect. The measurement methods of
shadow economy can generate not only various results, but also different attitude about shadow economy. The direct
approaches (fiscal audit, survey) provide data about participation of physical and juridical personsin shadow economy
by using special statistical researches and sampling methods. Indirect approaches (transaction, labor force, currency
demand, eectricity consumption, discrepancy between national expenditure and income approaches) use monetary,
economic, social sources to measure the shadow economy. Econometrical, MIMIC approach is based on latent variables
theory, that considers about several causes and indicators of shadow economy. Variety of methods that generate
different results and lack of global standard can provide inaccurate scale of shadow economy. So it is very important to

separate the features of shadow economy methods (see Table 4).
Table 4 - The Features of shadow economy measurement methods

Approach Author, country Advantages Disadvantages
Fiscal audit Internal Revenue Service | Comprehensive  results; | Sampling errors; measurement only the part of
(1963) USA. determination of insolvent | shadow economy; revelation moment results;
business sectors, markets;, | unreability of results, difference of audits
quality; difficulties to separate real shadow
activities.
Survey/ Mogensen, H. K. et. dl. | Detaled information | Results of lower reiability; lack of openness of
guestionnaire | (1995) Denmark, | about the structure of | respondents; complexity of survey structure;
Lithuanian Institute of | shadow economy; | discomfort to tell about unfair activities; false
Free  Market (2013) | Possibility to classify the | perception of theterms.
Lithuania results by age, economic
activity, sex etc.
Discrepancy Tiho, Y., Hyun, J. K. | Simplicity of method; | Errors in national accounts; method does not
between (1998) Korea, Taiwan. availability of statistics, | reveal thered situation of shadow economy.
national simple methodol ogy.
expense and
income
Labor force | Nastav, B., Bojnec, S. | Attractiveness of | Discrepancies in labor force can be influenced
approach (2007) Slovenia, Croatia. theoreticadl methodology; | by other factors, people can work in both
Research  about  labor | markets; results of method are not reliable.
market.
Transactions | Schneider, F., Enge, | Application and | Inaccessibility of statistical data, Critics of
approach D.(1999) Canada, | attractiveness of | base year, when shadow economy does not
Germany, USA theoreticdl methodology | exist.
part.
Electricity Kyle, S, e a (2001) | Availability of statistics, | Usage of other energy resources, impact of
consumption Bulgarig; Garvanlieva, | one of the best physical | technica progress; difference of elaticity in
method V., et.al.(2012) | approaches; elagticity | various countries; inaccuracy of method.
Macedonia. between eectricity
consumption and GDP is
coseto 1.
Currency Tanzi, V.(1983) JAV, | One of the most used and | The assumption of single factor — currency;
demand/ Chatterjee, S, et d (2006) | applicable methods; | shadow economy is not implemented only in
monetary India Availability of statistics. form of cash; Critics of base year without
approach shadow economy; complexity of assessment of
money velocity.
MIMIC Shneider, F., Enste, Inclusion of more than one | Possibility for dominance of single variable;
approach D.(2000) the mgjority of cause; application of many | large amount of data; results depend on chosen
countries; Klari¢, V. authors in many countries; | causes; need of base year.
(2011) Croatia; evaluation of causes and
Naraskeviciute, V. indicators; comprehensive
Dauksaite, A. (2013), approach.
Lithuania, Ukraine;
Dell’ Anno, R., (2003,
2007) Italy, Portugal.
Selection of appropriate method for shadow economy assessment can provide comprehensive results for

actions in order to sustain long term healthy growth of country economy, at the same time increasing its
competitiveness and attraction of foreign direct investments.

Conclusions. For countries that have aready joined EU and for those that are planning to do so,
competitiveness problem is becoming very topical in order to attract foreign direct investments. Also in order to
gtimulate countries economic environment it is important to measure, correctly, countries shadow economy level,
because by the measuring scale of shadow economy different experts uses different shadow economies measuring
methods, that generates different outputs. Investigation of Lithuanian and Ukraine shadow economies measuring
analysis showed that the scale of shadow economy, in these countries, can be interpreted in different way depending on
the method that was used. Same conclusion was drawn by the R. Ddll’ Anno (2003) investigation that was donein Italy.
By valuating countries competiveness and focusing on the shadows economy level in the country, it is being
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recommended to pay great attention to the method that being used to measure shadow economy and also in the methods
advantages, disadvantages and on analysis results.
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