FREE
NETWORK

POLICY
BRIEF SERIES

Tālis J. Putniņš, University Technology Sydney and
Stockholm School of Economics in Riga
Arnis Sauka, Stockholm School of Economics in Riga
March 2020

The Shadow Economy in Russia:
New Estimates and Comparisons
with Nearby Countries
We apply a new method to measuring the shadow economy in Russia during
the period 2017-2018 and provide evidence on the main factors that
influence involvement in the shadow economy. Drawing on methodology
developed by Putnins and Sauka (2015), we estimate that the size of the
shadow economy in Russia is 44.7% of GDP in 2018. This is similar to the size
of the shadow economy in countries such as Kyrgyzstan, Kosovo, Ukraine,
and Romania, but higher than the level of the Baltic countries. Our findings
are largely consistent with other less direct approaches for estimating the
shadow economy. An advantage of our approach is that it can provide more
detailed information on the components of the shadow economy.
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Size of the Shadow Economy in
Russia and Nearby Countries

GDP in 2018), Kosovo (39.5% of GDP in 2018),

The estimated size of the shadow economy in

levels are found in the Baltic countries, especially

Russia is 44.7% of GDP in 2018. Our estimates

Estonia (16.7% of GDP in 2018). See Table 1 for the

suggest that the year before, in 2017, the shadow

full set of estimates.

economy was slightly larger with 45.8% of GDP,
although the annual change is not statistically
significant. For comparison with nearby countries,
using the same approach, high levels of shadow
economy are also found in Kyrgyzstan (44.5% of

Ukraine (38.2% of GDP in 2018), and Romania
(33.35% of GDP in 2016), but considerably lower

The estimates using our direct micro-level
approach to measuring the shadow economy are
largely consistent with other less direct approaches
for estimating the size of the shadow economies,
such as Schneider (2019). An advantage of the
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direct micro-level approach is that it is able to

factors. Using regression analysis, we find that
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Components and Determinants of
the Shadow Economy in Russia
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government. This result offers some insights into
why the size of the shadow economy in Russia is

We find that envelope wages and underreporting

so large – it is at least in part due to relatively high

of business profits stand out as the two largest
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components of the Russian shadow economy.
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Underreporting of salaries or so-called ‘envelope

also find some evidence that higher perceived

wages’ in Russia are approximately 38.7% of the

detection probabilities and, in particular, more

true
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severe penalties for tax evasion reduce the level of

approximately 33.8% of business income (actual

tax evasion, suggesting increased penalties and

profits) are underreported. Unofficial employees in

better detection methods as possible policy tools

Russia as a percentage of the actual number of

for reducing the size of the shadow economy.

employees are estimated at 28.2% in 2018.

Finally, while firms of all sizes participate in the

Some companies in Russia, rather than simply

shadow economy, we find that younger firms tend

concealing part of the income or employees, are

to do so to a greater extent than older firms. The

completely

also

results support the notion that young firms use tax

contribute to the shadow economy. We estimate

evasion as a means of being competitive against

that such companies make up 6.1% of all

larger and more established competitors.

wage

on

average

unregistered

in

and

2018,

therefore

enterprises in Russia.
Our findings also suggest that there is a very high
level of bribery in Russia: the magnitude of bribery
(percentage of revenue spent on ‘getting things
done’) is estimated to be 26.4%, whereas the
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