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EVOLUTION OF THEORIES OF SHADOW
ECONOMY FORMATION

The object of research is the theory of formation of the shadow sector of the economy. The paper presents an
evolutionary analysis of theories of the shadow economy emergence. It deals with the study of the main theories
of the emergence of the informal sector of the economy and determines their features, preconditions of origin,
and drivers. Based on the systematization of literary research of scholars, the following groups of theories have
been identified: modernization theory, neoliberal theory, institutional theory, the theory of political economy. The
analysis of the economic content of the concept of the shadow economy emergence has been used to identify the
most influential drivers of the transition of economic entities into the <undergrounds. In particular, the most in-
Jfluential factors include the level of centralization of power, the economic development of the country, the quality
of the institutional environment, etc. The analysis of approaches to understanding the definition of the <shadow
economy» revealed ambiguous interpretations of the concept of the shadow economy and a significant number of
synonyms used in the study of the shadow economy. The Google Trends toolkit was used to prove the multivariate
approaches to understanding the essence of this phenomenon. The most common interpretations include the shadow
economy, the informal economy, the underground economy, the black economy, and the non-observed economy. The
bibliometric analysis of scientific publications in journals indexed in Scopus and WoS databases for 2014—2020
yielded three main clusters, which combine papers that deal with the study of the theory of shadow economy. They
are as follows: the shadow economy emerges mainly due to low rates of economic development of the country,
the shadow economy emerges due to high unemployment; the growing share of the shadow sector of the economy is
a consequence of ineffective government policies. The study concluded that the key task in the implementation of
state policy aimed at combating the shadow economy should be coordination the state prevention measures with
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1. Introduction

Trends in the development of the national economy
of most countries across the world are characterized by
unstable indicators of their economic and social develop-
ment, imbalances in the economy, a deficit of budgetary
funds, low efficiency of government measures, etc. One of
the main problems in the functioning of the modern eco-
nomy is the permanent growing volume of shadow financial
transactions. Considering the significant influence of the
shadow economy on various components of the country’s
development, an evolutionary analysis of the essence of the
shadow economy and the prerequisites for its formation
become of scientific and practical significance.

2. The ohject of research
and its technological audit

The object of research is the theory of formation of the
shadow sector of the economy. Given the high share of
the shadow sector, the problem of developing and imple-
menting measures aimed at bringing economic entities out
of the shadow economy, introducing preventive measures
aimed at preventing the participation of economic enti-
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ties in shadow operations is becoming especially urgent.
A prerequisite for the effective implementation of these
measures is taking into account the main drivers of the
shadow economy, which strength and nature of influence
are determined by the level of economic development of
the country, the phase of the country’s business cycle, etc.
For this purpose, the article will analyze the main theo-
ries of the emergence of the shadow economy to identify
the most influential catalysts for shadow operations. The
phenomenon of the shadow economy will be investigated
in this paper using the Google Trends search engine. This
will allow forming a comprehensive understanding of the
object of research, determining the peaks in the investi-
gation of this issue, and the nature of their dependence
on a time basis. The use of the VOSviewer v.1.6.10 data
analysis package will allow for bibliographic mapping of
the theories of shadow economy emergence, identifying
key phrases that are most often associated with the ob-
ject of research, and forming clusters of shadow economy
emergence theories. The combination of Google Trends
search engine and VOSviewer software will produce more
reasonable results. Despite a significant number of pub-
lications that deal with this problem, some issues are
insufficiently substantiated and understudied in modern
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scientific literature, which determines the relevance of
further research.

3. The aim and ohjectives of research

The study aims to develop a theoretical framework
for identifying the most influential drivers of the shadow
economy in the context of the implementation of state
policy to counter it.

Achieving this goal requires fulfilling the following
scientific goals:

1. Systematizing the theories of the shadow economy
emergence, determining their characteristic features to find
the main areas for increasing the effectiveness of state policy
of unshadowing the economy.

2. Bibliographic mapping of the citation of articles on
the theory of the shadow economy emergence, their clus-
tering according to the criterion of connection with other
theories.

4. Research of existing solutions
of the prohlem

The functioning of the shadow economy has been at-
tracting the attention of scientists for a long time. The
scientific school of the International Monetary Fund is quite
powerful in the area of the research into the peculiarities
of the shadow financial transactions. In particular, the
authors of [1] identified the main determinants of growth
in the share of the shadow economy and developed a sci-
entific and methodological approach to assessing the level
of the shadow economy. These studies can be continued
by taking into account the most influential factors of the
shadow economy emergence and their influence on the
behavior of economic agents when building a policy to
counter shadow operations. Experts from the Ministry of
Economic Development and Trade of Ukraine publish an
annual analytical report on general trends in the shadow
economy in Ukraine [2], which presents the results of
assessing the integral level of the shadow economy and
the drivers that cause it. At the same time, this report
is a review report and does not contain proposals for
specific tools for unshadowing the economy. The team
of the National Academy of Internal Affairs [3] has cha-
racterized the most effective mechanisms for combating
shadow financial transactions, proposed promising tasks for
the development of a system for countering the shadow
economy. The authors of [4, 5] deepened the methodological
foundations of improving the state policy of unshadowing
the economy by taking into account the methods of fuzzy
logic when determining the posterior probability of reach-
ing a certain level of its effectiveness, developed strategies
for unshadowing the economy depending on the nature of
the individual components of the state economic policy.

The authors of [6, 7] studied the relationship of shadow
transactions with the indicators of monetary policy. But
the dependence of this influence on the level of economic
development of the country remains.

The crisis of public confidence as a driver of growth
in the volume of shadow financial transactions has been
studied in scientific papers [8, 9]. However, the issues
of systematization of directions and strength of influence
of this indicator on the shadow sector of the economy
remained unresolved.

In [10], the authors investigated the impact of the
shadow sector of the economy on the amount of tax reve-
nues in the country and substantiated the concept of tax
gaps. At the same time, the authors did not pay attention
to the justification of the relationship between tax rates
and the level of shadowing.

However, the analyzed studies are fragmentary and
sporadic, do not form a systemic basis for increasing the
effectiveness of the state policy for unshadowing the economy
in the context of macroeconomic instability of the country.

In general, the overwhelming majority of scientific works
devoted to the study of the evolution of scientific views
of the concept of the shadow economy consider these is-
sues separately from each other and do not provide for
the systematization of scientific schools that investigated
these aspects.

5. Methods of research

During the research, general scientific and special me-
thods were used, in particular:

— analysis and synthesis — for the analysis and gene-
ralization of the main theories of the formation of the
shadow economy, determination of the frequency of
queries of users of the Google Trends search engine
in the context of definitions of the shadow economys;
— graphical method — for network visualization of cita-
tion of articles on the theory of the shadow economy
indexed in the scientometric WoS database using the
VOSviewer toolkit;

— statistical method — for the analysis of quantitative
parameters of the study of the theory of the shadow
economy.

6. Research results

The shadow economy emergence is a complex research
concept that requires the use of a range of methods of
econometric and statistical analysis.

The phenomenon of the «informal sector» was first
introduced by the British sociologist and anthropologist
Keith Hart back in the early 1970s. Studying the economies
of Kenya and Ghana [11], the scientist emphasized the
high level of informal employment and the paradoxically
low level of the official economy in these two countries.

In the 1980s, the scope of shadow economy research ex-
panded and included the study of shadow activities not only
in countries with a low level of economic development but al-
so in countries with developed economies. Empirical and the-
oretical studies of those times showed that the shadow econo-
my is a universal phenomenon that exists in all countries.

Thus, the shadow economy began to be considered not
only as a universal characteristic of the economy but as
part of the daily life of society. Systematization of scientific
expertise in the field of shadow economy emergence shows
that over the past two decades, these issues have constantly
been the subject of scientific interest. This is evidenced by
a growing number of theoretically and empirically focused
studies on various aspects of the shadow economy [12, 13].
These issues are constantly the focus of the attention of rep-
resentatives of the International Labour Organization (I1LO),
the World Bank, the International Monetary Fund (IMF),
and the Organization for Economic Cooperation and De-
velopment (OECD).
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Today the scientific literature contains a significant variety
of approaches to the interpretation of the essence, prere-
quisites for the formation and consequences of the existence
of the shadow economy. Thus, the most common include:
underground economy, informal economy, shadow economy,
black economy, hidden economy, illegal economy, unregistered
economy, gray economy, illegal economy, etc. A bibliomet-
ric mapping of scientific publications in journals indexed in
the Scopus and WoS databases for 2014-2020 was carried
out to analyze the frequency of research on theories of the
shadow economy emergence. During the analyzed period, the
frequency of research on this issue remained unchanged and
ranged from 20—30 publications in both analyzed databases.
Graphical interpretation of the results obtained using the
VOSviewer toolkit made it possible to identify the main
clusters that combine works that deal

To obtain reliable results on the study of shadow economy
theories, we will analyze the search trends of 5 main terms
that most often explain the phenomenon of the shadow
economy using the Google Trends toolkit for the period from
January 1, 2004 to June 15, 2020. As indicated in Fig. 2,
the interest of scientists in the subject under study is at
a stable level. The phrase «black economy» is at the top
of the search. Its search frequency reaches 100. The phrase
«non-observed economy» has the lowest search frequency (less
than 10). Phrases «shadow economy» (6—11), «informal eco-
nomy» (13-20), «underground economy» (7-20). As a rule,
the peak of discussion of the studied aspects falls at the end
of the year (November—December). At the same time, in
recent years, there has been a gradual increase in the fre-
quency of research on the term «informal economy» (2 times).

with the study of the theory of shadow 100
economy emergence (Fig. 1).
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In general, based on the results of the analysis, it can
be concluded that although the term shadow economy
has been used in the scientific literature for more than
35 years, this phrase has not been displayed at the top of
the search results given by the system since May 2005.
Thus, the results of the analysis confirmed the conclusions
about the ambiguous interpretation of the concept of the
shadow economy and the presence of a significant number
of synonyms used in the study of the shadow economy.

The scientific literature has a significant variety of theo-
ries of the formation of the shadow economy, in particular:

1. The modernization theory, which connects the phe-
nomenon of the shadow economy with the low level of
economic development of the country and the lack of
modern methods of management and modernization in the
structure of public administration [14]. Representatives
of this theory argue that the modern official sector is
broad and growing, while they see the informal sector as
gradually disappearing. Thus, informal entrepreneurs are
considered as a remnant of the pre-modern production
system, and their presence in the country is evidence of
the <«underdevelopments» of its economy and the lack of
modernization of its management system.

2. The neoliberal theory states that the level of shadow-
ing is higher in countries with a high degree of centraliza-
tion of power. Excessive government intervention in the
free market forces entrepreneurs to make decisions about
moving to the informal sector, which is characterized by
shorter duration, costs, and efforts to implement bureaucratic
procedures. Thus, for neoliberal theory, shadow activity
is a rational economic solution for economic entities that
face a burdensome regulatory environment. Shadowing is
the result of excessive regulation, high taxes, and excessive
government intervention.

3. The theory of political economy, in contrast to the
neoliberal theory, determines the main prerequisite for the
emergence of the shadow economy by a high level of decen-
tralization of power, non-interference of the state in almost all
aspects of the functioning of humanity. Both in the economy
and in the system of social protection and social transfers.

4. The institutional theory considers the emergence of
the shadow economy to be a result of an imbalance between
the requirements of laws and rules of formal government
institutions and the norms and beliefs of informal insti-
tutions. A feature of all the aforementioned theories is
that they do not take into account the free will of the
individual and do not explain why some business entities
move to the shadow sector of the economy, while others
do not. At the same time, institutional theory views state
institutions as certain rules of the game that regulate and
determine the behavior of the individual. Every society
has both formal institutions (i. e. laws and regulations),
which are the legal rules for doing business, and infor-
mal institutions, which are socially shared norms, values,
and beliefs about what is right and acceptable in society.
Thus, the subjects of the official sector of the economy
try to comply with official institutional prescriptions (i. e.
laws and regulations), while the subjects of the shadow
economy operate outside the official rules of the game,
but within the norms, values, and beliefs of informal in-
stitutions. Criminal entrepreneurship, in turn, goes beyond
both formal and informal rules of the game. One of the
key categories of institutional theory is the concept of
«transaction costs», which explains the mechanisms of

the emergence and implementation of informal practices
in everyday business activities. The institutional area was
further developed in emerging economies and created
a conceptual framework for the development of methodo-
logies for the empirical study of the shadow economy.

Despite considerable research into these issues, so far
none of these theories has found its full justification, perio-
dically questioning their reliability. Based on the analysis
of bilateral correlations between the volumes of the shadow
sector and the determinants of the economic countries of
the European Union, Central and Eastern Europe, Latin
America, and developing countries, scientists concluded
the reliability of the modernization theory, the theory of
political economy and institutional theory, and the low
level of reliability of the neoliberal theory.

7. SWOT analysis of research resulis

Strengths. Strengths include the systematization of
theories of the shadow economy emergence and network
visualization of citing articles on the theory of the shadow
economy emergence.

Weaknesses. The study showed a significant variety of
approaches to the interpretation of the prerequisites for the
implementation of shadow operations by economic entities,
which complicates the procedures for the development
and implementation of measures aimed at preventing the
emergence of the shadow economy, taking into account
the set of drivers that have the greatest impact on the
level of the shadow economy.

Opportunities. Prospects for further research are the
construction of an econometric model for forecasting the
level of the shadow economy, depending on the nature of
changes in the drivers of influence in dynamics.

Threats. One of the threats to the implementation of
measures to unshadow the national economy is the signifi-
cant variability of the external and internal environment
of business functioning, which leads to a change in the set
of factors that determine the level of the shadow economy.

1. The work involved the systematization of theories of
the emergence of the shadow economy, by highlighting the
modernization theory, neoliberal theory, institutional theory,
and the theory of political economy. Based on the defini-
tion of their characteristic features, the main drivers of the
emergence of the shadow economy have been substantiated,
among which the following are highlighted: the level of
centralization of power, the country’s economic develop-
ment, the quality of the institutional environment, etc.

2. A bibliographic mapping of the citation of articles
on the theory of the emergence of the shadow economy
was carried out, which made it possible to determine three
clusters of the connection of this concept with other theories.
The frequency of research of the concept of the shadow
economy according to temporal and substantive criteria was
determined based on the use of the Google Trends toolkit.
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