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Construction Sector
This brief summarizes our research on the problem of corruption and tax
evasion in the construction sector in Belarus. We conducted a survey of
construction companies, asking them to estimate the extent of different
dimensions of tax evasion and corruption within the sector. The results
show the most problematic directions in the sphere. Based on international
experiences, we develop recommendations of how to reduce corruption
and tax evasion in construction of Belarus.
	
  
	
  
	
  
	
  
	
  
	
  
	
  
	
  
	
  
	
  
	
  
	
  
	
  
	
  
	
  
	
  
	
  
	
  
	
  
	
  

	
  

	
  

	
  

Shadow economy and the
construction sector
The problem of a shadow economy is real for
many countries in the world. Many countries try
to minimize the level of this illegal activity. But it
is very difficult to liquidate tax evasion or
envelope wages fully.
In Belarus there is a lot of discussion about
corruption and tax evasion limitation. The
country ranked 79th in the Corruption Perception
Index 2016. The situation in Belarus is much
better then in Russia or Kazakhstan, but worse
than in Sweden, Finland and Switzerland.
There is lack of systematically updated
knowledge about the situation with corruption
and tax evasion in the different economic spheres
of Belarus. At the same time, there are sectors,
which are more prone to develop a shadow
economy. One of them is the construction sector.
Multilevel chains of relations between contractors
and subcontractors, numerous suppliers, and
complicated procedures for facility acceptance
create possibilities for illegal schemes.
Construction plays an important role in national
production. In 2016, the construction sector
corresponded to more than 6% of Belarusian
GDP. In 2014, this indicator was above 10%. The
decline can be explained by a reduction of
preferential lending in housing construction and
a recession in the economy. Despite the reduction
in the share of GDP, around 8% of the total labor
force works in construction. More than 90% of the
legal entities in the sphere are presented by
privately owned enterprises [8].
Taking into account the importance of
construction it is necessary to emphasize that
reducing the size of the shadow economy could
create a better business environment, reduce
companies’ expenditures for resolving issues in
informal ways, and increase budgetary revenues.

	
  

In this brief we present a short summary of our
research “Problems of corruption and tax evasion
in construction sector in Belarus”, which is
forthcoming
in
the
International
Journal
Entrepreneurship and Sustainability Issues. The
project was made in the framework of the project
“Corporate engagement in fighting corruption
and tax evasion”, financed by the Nordic Council
of Ministries.

Method
In order to understand the main issues and
challenges in construction sector, we surveyed 50
Belarusian construction companies. We took 20
companies from Minsk and its surrounding
region, and 6 organizations from each Belarusian
region (Brest, Grodno, Vitebsk, Gomel, and
Mogilev). The survey was based on the method
used in Putnins and Sauka (2016). This method
includes
a
questionnaire,
which
helps
understanding the actual situation with the
shadow economy in the sector. The questions of
the survey were divided into three parts.
The first part included neutral questions about
economic characteristics of the company, such as
number of employees, profit level, the year of
establishment, wage levels, and form of
ownership.
The second part include more sensitive questions,
but which can help us understanding the most
problematic issues concerning to corruption and
tax evasion. These questions concern such
indicators as the level of underreported business
income, the degree of underreported number of
employees, the percentage of revenue that firms
pay in unofficial payments to ‘get things done’,
and main barriers to business development. In
order to make the answers easier for participants,
all the questions deal with the situation in the
sector as a whole, and not the company in
particular.
The third part of questions concerns the situation
in public procurement, and includes the
perception of main problems in the sphere.
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Survey results
The first part of the survey shows that there has
been a decline in many of the economic indicators
during the last two years. This may be one factor
stimulating the sector’s development of informal
activities. Indeed the results of the second part of
survey demonstrate that level of shadow
economy has significant dimensions. More then
60% of the respondents agree that some firms in
the sector received hidden income. More than
50% of the interviewed companies believe that
some organizations in the construction sector hire
part of their employees unofficially. Wages in
“envelopes” is also a problem for the construction
companies.
Unregistered firms are a big threat to having a
well-developed construction sector. More than
60% of the interviewed companies agree with the
existence of unregistered companies. Such nonofficial organizations create unfair competition in
the sector and decrease the level of budget
revenues. Many of the unregistered companies
work in the sphere of home improvements and
renovations.

Figure 1. Estimation of the approximate level
of hidden salaries (“wages in the envelopes”)
in construction industry

The last, but not the least, question in the second
part of the survey was about main obstacles and
barriers for operating in the construction sphere.
Most of the respondents underlined three groups
of barriers. One of them is the administrative
challenge, including high level of taxation,
inconsequent business legislation, and attitude of
the government towards business in general. The
second barrier includes economic problems such
as lack of funds for business investments,
payment behavior of clients, low product or
service demand from customers, low access to
credits, and inflation. The third group of
problems in the construction sector is related to
the shadow economy. A large part of the
enterprises experiences a problem of high
competition from illegal business and corruption.
At the same time, a positive thing is that the
majority of respondents does not consider crime
and racketeering as a threat for the sector.

Figure 2. Estimation of approximate share of
unregistered firms production in the total
output in construction industry
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with the statement. Source: Results of the survey

The survey results allow us to conclude that the
state budget loses part of its corporate income
taxes, taxes on wages and social contributions
due to the existence of hidden incomes, wages in
envelopes, and unregistered companies and
employees.
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Notes: The X-axis is the percentage of respondents that agree
with the statement. Source: Results of the survey

In the third part of the survey, companies were
asked about their participation in public
procurement tenders. About 42% of all
respondents did not have this experience over the
past two years. One of the questions was about
competition among construction companies.
About 40% of all respondents underlined that
they have lost at least one public tender because
of unfair competition. Given that only 58% of the
companies participated in tenders, we can
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conclude that unfair competition is a widespread
problem for the majority of public procurement
auction participants. Imperfect legislation is
another problem for the companies. 46% of all
respondents believe that the quality of legislation
in the sphere is unsatisfactory. Only 12% of the
companies did not see any problems in the
national legislation.
At the end of the interview, companies were
asked to list three main problems in the sphere of
public procurement. The answers are shown in
Figure 3.

Figure 3. Main problems that companies face
when participating in public procurement
tenders

Notes: The X-axis is the percentage of respondents that agree
with the statement. Source: Results of the survey

The most common answer was corruption. Unfair
competition and nepotism were also quite
common problems in the public procurement
sphere.
Among
administrative
barriers,
companies emphasized the complexity of
documentation preparation and imperfect
legislation. Important economic problems were
inflation and unequal conditions for public and
private enterprises.

International experiences and
recommendations in fighting
corruption and tax evasion in
the construction sector
Corruption and tax evasion can be stimulated by
different factors. One of the main preconditions
of the shadow economy in the Belarusian
construction sector is inconsistent and frequently
changing legislation. For example, public
procurements are regulated by the Presidential

Decree (Ukaz) on procurement of goods (works,
services) in construction. However, this
regulation document expires at the end of 2018.
Before 2017, such operations were regulated by
several
legislative
acts.
Developing
understandable and sustainable legislation,
which creates clear rules for participants of the
market, is very important to increase
transparency and openness of the market [11; 12;
13; 15; 18].
Another problem concerns the relations of
contractors and sub-contractors. In many cases
negotiations between parties are closed and nontransparent. So, it is very difficult to estimate the
effectiveness of costs and proper use of funds.
Modern E-Government system adoption can
support
increased
transparency
between
contractors and sub-contractors, as well as
improve the quality of state services. One of the
directions in this sphere is the transition towards
full electronic document management. [3; 4; 6].
Another risk is related to public procurement
procedure. Direct communications between
public tender participants and organizers create
possibilities for unfair competition. There is
substantial international evidence showing that
full digitalization of the process would improve
the transparency of the public procurement
procedure [3; 4; 21]. For example, good reference
points for implementation of such digitalization
can be the Georgian or Ukrainian experiences of
electronic tenders. These two countries have
relatively similar institutional environment and
heritage as Belarus.
The problem of tax evasion is often related with
payments in cash. Such transactions are less
transparent and visible for authorities. According
to national legislation operations between legal
entities should be in cashless form. But there are
exceptions to the rule [20]. In this regards the
level of tax evasion would be decreased if
payments in cash will be minimized.
Another concern is the efficiency of the public
procurement
procedures.
During
public
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procurement auctions in construction, price plays
the most important role. The share of "Bid Price"
criterion in total volume of all criteria can be up
to 50%. The project with the lowest price has the
best chance to win the tender. This is not always
reasonable. Moreover, some companies hire
disabled people that allow them to obtain
preferential treatment in the public procurement
procedure – for example, apply special correction
indicators to the final price. In many cases it is
better to install more expensive but high
efficiency (more qualitative or ecological)
equipment instead of buying cheap but low
quality ones. Of course, even in EU legislation,
the cost or price of projects is a very important
criterion. But then it is often defined as a pricequality ratio. In this regards, the quality of the
project can be estimated from the environmental,
qualitative or social side [12; 19].
One more issue according to survey results is the
problem of unregistered labor force in
construction. It can be partly resolved by ID card
implementation for all workers and employers in
construction sector. In Finland, for example, all
workers in construction must have such cards
during workdays. Tax authorities can check the
availability of the cards at any time [17].

Conclusion
Our survey of Belarusian construction companies
confirmed wide exposure of the sector to tax
evasion and corruption. The majority of the
respondents agreed that some companies hire
unregistered workers, pay wages in envelopes, or
have hidden income. The most common answer
to the main problems in the public procurement
sphere was corruption. Based on international
experience and national peculiarities, it is
advisable to propose the following measures to
reduce corruption and tax evasion in construction
sector:
1.

Adoption of sustainable legislation.

2.

E-Government system development.

3.
Modernization of the electronic tender
system to require no direct contacts between
organizers and tender participants.
4.
Reduction of the possibilities of making
payments in cash.
5.
Implementation of a price-quality ratio as
one of the main criteria for choosing the winner
of tenders.
6.
Introduction of ID cards for all employees
and employers in the construction sector.
These and other measures are likely to
significantly improve the business environment
in the construction sector.
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