
[image: image]



  
    
    
      While every precaution has been taken in the preparation of this book, the publisher assumes no responsibility for errors or omissions, or for damages resulting from the use of the information contained herein.

    
    

    
      UNDERGROUND ECONOMY    THE RISE OF THE SHADOW ECONOMY

    

    
      First edition. April 27, 2022.

      Copyright © 2022 Fabian Vartez.

    

    
    
      ISBN: 979-8201803216

    

    
    
      Written by Fabian Vartez.

    

    
      10 9 8 7 6 5 4 3 2 1

    

  



  	
	    
	      Also by Fabian Vartez

	    

      
	    
          
        
          
	          Opportunities the Bright Side of the Pandemic

          
        
          
	          Oportunidades en tiempo de Pandemia

          
        
          
	          Food Preservation Starter Kit

          
        
          
	          Covid-19 Post Pandemonium: How To Beat Your Anxiety, Depression, And Sadness

          
        
          
	          How to Earn Good and Honest Money with Pinterest

          
        
          
	          The Principles of Inbound Marketing

          
        
          
	          A Global Perspective on The Information Superhighway and Human Sexology

          
        
          
	          How to be the One in Charge of Your Life

          
        
          
	          Underground Economy

          
        
          
	          10 Financial Strategies for Commercial Construction Companies to Maximize Cash Flow and Profits

          
        
          
	          Bridgeton Making History

          
        
          
	          20 Life-Changing Steps To Transform Your Life

          
        
          
	          Alpha Male Formula

          
        
          
	          Anxiety Control Eat Better not More

          
        
          
	          Beginners Guide On Bitcoin And Cryptocurrencies

          
        
          
	          Black Nurse, White Medicine

          
        
          
	          A Global Perspective on The Information Superhighway and Human Sexology

          
        
          
	          Different Types Of Blockchain Technologies

          
        
          
	          Get Wealthy, Not Rich

          
        
          
	          Get Your Music Out There

          
        
          
	          Harry Kane:  The Striker Who Is Quietly Chasing The Top Of The World

          
        
          
	          Independent Artist Playbook

          
        
          
	          Intense Therapy: How to Deal with a Narcissist

          
        
          
	          Meditation Field Project

          
        
          
	          The American Civil War

          
        
          
	          The Compass To Overcome Narcissistic Abuse

          
        
          
	          Underground Economy    The Rise Of The Shadow Economy

          
        
          
	          Mastering Blockchain Advanced Guide

          
        
          
	          The Principles of Inbound Marketing

          
        
          
	          Digital Minimalism: The Art of Decluttering Your Digital Life

          
        
          
	          Minimalismo Digital: El Arte de Ordernar tu Vida Digital

          
        
          
	          Dominar Chatbot GPT: Una guía completa para desbloquear el poder de las conversaciones de IA para su negocio

          
        
          
	          Mastering ChatbotGPT:  A Comprehensive Guide to Unlocking the Power of AI Conversations for Your Business

          
        
      

      
    
    


Table of Contents

Title Page

Copyright Page

Also By Fabian Vartez

Dedication

Underground Economy    The Rise Of The Shadow Economy

Introduction

Chapter 1: What is the underground economy?

Chapter 2: What is the economic idea?

Chapter 3: Is the Black Market Good for the Economy?

Chapter 4: Is it illegal to watch the black market? Where can it be found? Why is it illegal?

Chapter 5: Countries with the largest underground economies.

Chapter 6: The rise of globalization

Chapter 7: What role does an economic system play in society?

Chapter 8: The Four Economies and How Underground Economies Affect Them

Chapter 9: Economic growth

Conclusion

Sign up for Fabian Vartez's Mailing List

Further Reading: 10 Financial Strategies for Commercial Construction Companies to Maximize Cash Flow and Profits

About the Author

About the Publisher



  	
  	
			 

			
		
    To my family and friends who always support me.


I am a freelance author with a very tight budget to publish books, but I do it with a lot of love and affection; I would appreciate a review from you to help me maintain my love of literature and writing.


Thank you from all my heart.

      

    

UNDERGROUND ECONOMY

––––––––
[image: ]


​THE RISE OF THE SHADOW ECONOMY



THE RISE OF THE SHADOW ECONOMY


Introduction

Chapter 1: What is the underground economy?

The underground economy is a usual situation of a company

The underground economy generates almost half of all jobs in the world.

Taxes

Examples of the works that take place within this sector

Underground activities

Informal economy

Black economy and GDP calculation

Underground economy data in the world

Measures to avoid the underground economy

Chapter 2: What is the economic idea?

What is the Economy?

Origin of the Economy

Historical development of economic systems

Important Divisions of the Economy

Areas of study

Philosophical currents

Political Economy

The object of study of the Economy

Types of Economy

Classification according to market systems

Free market

Socialism

Mixed model

Traditional Economy

Classification according to scope

Microeconomics

Macroeconomics

Positive economics

Normative economics

Different methods according to the terms of the concept

Orthodox economics

Heterodox economics

Differentiation according to theory and practice

Theoretical Economy

Empirical economics

The importance of the Economy

What is the importance of economics in school?

Chapter 3: Is the Black Market Good for the Economy?

What is the trade, and what are its classifications?

Different markets  in economics

Stock market

The market of goods and services

Market types regarding competition

The market of perfect competition

Market with imperfect competition

Monopoly

Oligopoly

Black market and legal market

Internet black market

Chapter 4: Is it illegal to watch the black market? Where can it be found? Why is it illegal?

The informal market is an example of informal businesses

Advantages of undertaking in the informal market

The black market for legal products

The black market for illegal products

The product can be used for other illegal uses.

The prices are usually high.

Black market problems

The black market for currencies

Chapter 5: Countries with the largest underground economies.

Countries in transition

OECD countries

Informal labor force

Why have an underground economy?

Effects of the underground economy

Activities and participants in the underground economy

A real-world example of the underground economy

What industries do best in underground economies?

Chapter 6: The rise of globalization

The Globalist Ideology

Traits of globalization

Causes of globalization

Advantages of globalization

Disadvantages of globalization

Globalization permits the free flow of capital and merchandise.

Chapter 7: What role does an economic system play in society?

Elements that make up the economic system

What elements make up an economic system?

What types of economic systems exist?

Commons

Impact economy

The economic and social value must be generated.

Crisis, new normal, and economy of impact

Capitalism or market economy

The absence of individual freedom in economic decision making Mixed economic systems

The social goals of the economy

Characteristics of the Social Economy

Participatory democracy and self-management.

The practice of solidarity with special emphasis on the most disadvantaged of the group or the community in general.

Local development.

Sustainability.

The genesis of solidarity initiatives

Background and development of the Social Economy

Chapter 8: The Four Economies and How Underground Economies Affect Them

The underground economy and GDP

Ways to integrate the shadow economy

Chapter 9: Economic growth

Theory of economic growth.

Factors of economic growth

Why are countries growing?

Factors that intervene in economic growth

Characteristics of economic growth

When does economic growth occur?

What is the difference between economic growth and development?

What are the main origins of economic growth?

How is the economic rise of a country calculated?

Sources of Economic Growth

Technology and Economic Growth

Technological Diffusion

Economic inequality or income distribution

What defines economic growth

Importance of Economic Growth

Some Determinants

Human Resources

Natural Resources

Capital

Technology

Differences between the concepts of growth and development

Ecological Economy

Economic growth factors

Finance

Economic Indicators

GDP (Gross Domestic Product).

GNP (Gross National Product)

Per Capita GDP (or Per Capita Income)

Inflation

Devaluation

What causes economic growth

What do all these miracles have in common?

Foreign "aid"

Lessons to consider

Who benefits from economic growth?

How is economic growth achieved?

Greater Public

Support for Exports

Public-Private Partnership

Improving Our Industrial System

Support to Agroindustry

Creation of Road Infrastructure

The formation of SMEs

Macroeconomic Stability

Economic Growth Formula

Calculate basic growth rates

Conclusion



	[image: ]
	 	[image: ]


[image: ]

​Introduction

[image: ]


During the 1960s, the underground economy began to be discussed as an important economic and social issue in western economies and the U.S.A. In the eighties it became a problem discussed in all economies worldwide. There has been increasing distress about the hidden (or underground) economy among the people, politicians, and social scientists in the last various years. The underground economy, which consists of all deals on which applicable taxes are being evaded, points to misleading macroeconomic signals and thus the application of irrational economic policies. A useful and commonly used practical definition of the underground economy is: All economic activities that contribute to value-added should be incorporated in national income in terms of national accounting conventions but are not registered by national measurement agencies.

First, the definition of the underground economy will be given. Second, the positive and negative effects will be explained. In the last part, the works to measure the underground economy and the dimension of the underground economy will be mentioned. 

The phenomenon of the informal economy is described under various names in the literature, indicating various features of it: parallel economy, informal economy, unobserved economy, shadow economy, second economy, underground economy, marginal economy, illegal economy, unrecorded economy, hidden economy, unreported economy, the unofficial economy, dual economy, etc. These changes make it difficult to make a common definition. The term "underground economy" is the most comprehensive definition in academic studies, including illegality.

Informal economy refers to all economic deals and activities entered in official records, cannot be documented through legal documents, and are not considered in calculations of Gross Domestic Product (GDP).

The informal economy consists of all the economic activities that cannot be measured due to official statistics. However, they contribute to the value addition and must be considered within the national income calculation.

They are informal in that they are mostly unregistered, unrecorded in official statistics, and participants have little or no access to organized markets, formal education, credit institutions and training, or many public services. Parallel market activities are alternatives to legal market procedures. It includes illegal production and trade of merchandise and services that are legal. Finally, black market activities consist of the production and distribution of market and non-market goods forbidden by the government. So different meanings of these three concepts reveal that using the names mentioned above of underground economy interchangeably is misleading. 

The underground economy includes all market-based legal production of merchandises and services that are deliberately hidden from public authorities for the next four reasons:  To avoid payment of income, value-added or other taxes,  to accent payment of social security payments,  to avoid having to achieve certain legal labor market standards, such as safety standards, maximum working hours, minimum wages, etc.,  to avoid complying with some administrative obligations, such as completing analytical questionnaires or other administrative forms. 

The most important causes of the underground economy are the increase of the tax burden and social security payments, increased regulation in the official economy, especially in labor markets, forced reduction of weekly working hours, earlier retirement, and the decline of tax morale. The increase of tax charges and social security payments is the most important factor behind the increasing shadow economic activities. As it is known, taxes affect labor-leisure options of economic agents and encourage labor supply towards the underground or untaxed economy sector. As the difference between the total labor cost for employers in the official economy and after-tax earnings of labor increases, we expect increasing underground economic activities.

The intensity of regulations is also a cause of the underground economy. The increase in the number of laws, regulations, and licenses requirements is evidence of an increase in the intensity of regulations and a decrease in the freedom of choice of economic agents. Generally, the regulations can increase the legal burden of employers, and employers can transfer their burden onto employees' wages and create an incentive for operators to work in the shadow economy. High regulation can also make employers stay in the underground part of the economy to avoid the higher and nontransferable legal burden. Many studies in the literature reveal positive relations among the underground economy and intensity of regulation.

There are both negative, positive, and effects that an underground economy has on the official or registered economy. Primarily underground economies harm the process of economic policymaking. Due to large shadow economies, the measured macroeconomic sum, such as the unemployment rate or payment level, becomes unreliable. As a result, economic policy founded on this information is likely to be ineffective. On the microeconomic side, Underground economies have significant advantages over official firms and create unfair competitive conditions. Shadow economy firms follow no legal regulations and are freer to set a competitive price than registered firms. Those firms can increase their sales and profit levels by providing products and services lower than the general market. Social security enterprises are also affected by an underground economy and may suffer a deteriorating financial condition. Firms working in the underground economy decrease tax revenue and do not participate in the overall social welfare distribution. Following a drop in welfare distribution, communities may increase social tension as individuals on low-income will have a decreased living standard.

A phenomenon that generally affects the economy, the informal economy destabilizes economic and social balances and obstructs macroeconomic indicators and monetary and fiscal policies.

The negative consequences of the informal economy can be summarized as follows: 


●  Underreported GNP and growth movements (real levels are usually much higher).  

●  Misleading tax burden and, therefore, tax injustice.  

●  Insufficient calculation of public sector volume.  

●  Budget deficit due to deficiently taxation  

●  Instability in economic balances due to high financing or issuing Inadequate money assessment of the creditworthiness of firms due to inadequate financial describing

●  Overreported unemployment rates  

●  Overreported inflation rates  

●  Inadequate reporting in export, import, and current balance indicators  

●  Inadequate reporting in productivity indicators 

●  Dollarization  

●  Deviation from economic policies  

●  Welfare loss  

●  Unjust income distribution  

●  Corruption in the society  

●  Inefficiency in the legal system  

●  Consumer damnification due to nonstandard, poor quality products  

●  Unjust competition 


Despite the many negative effects, an underground economy does positively contribute to the registered economy. Firms that operate in a shadow economy have lower production costs. Hence there is an increased labor demand when compared to the registered economy. As a result of this increased employment, dependence on social welfare will decrease. As previously mentioned, the firms operating in the underground economy can provide their goods and services at lower costs. This allows members of society on lower incomes to access goods and services that were previously inaccessible.
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The underground economy, also named the shadow economy, discusses illegal economic movement. Dealings in the underground economy are illegal either because the traded goods or services are illegal or because an otherwise lawful transaction does not meet government reportage requirements.

The first class includes drugs and prostitution in most dominions. The second comprises untaxed labor and sales, as well as smuggling of goods to avoid obligations. The underground economy is also known as the shadow economy, black market, and informal economy.

It is hard to measure the extent of underground economies because, by their nature, they are not subject to government supervision and do not generate tax returns or appear in official statistics. However, discrepancies in these statistics may indicate the approximate size of informal economies.

For example, in theory, national income and national expenditures would be identical if all transactions were fully visible to the people collecting the data. In practice, however, the expenses exceed the income because the income from an illegal transaction will not appear in the data. Still, that money will appear in the expenses when used in a legal transaction. Along the same lines, if electricity use grows faster than GDP, it could suggest that the underground economy is rising at the expense of the formal economy.

According to estimates by Friedrich Schneider, the US underground economy was around 8% of GDP or $ 1 trillion in 2009. By 2013, mainly due to the financial crisis and the consequent contraction of the formal economy, the amount had reached $ 2 trillion. The OECD average, according to Schneider, was about 20% from 1999 to 2010. France was close to 15%, Mexico to 30%. On the other hand, as with official economies, underground economies are not hermetically sealed. The demand for narcotics in the United States, for example, fuels much of the underground economy in Mexico and elsewhere.

The underground economy can be kind or damaging, depending on the outlook and economic context. In emerging countries, the share of the informal economy is relatively large, around 36% in 2002-03, according to Schneider, compared to 13% in advanced countries. On the one hand, this is bad for governments in developing countries, which forgo tax revenue from a large part of transactions. That is bad for citizens, including participants in the informal economy, who do not enjoy quality public services.

On the other hand, maintaining income that might otherwise be taxed can benefit the underground economy and boost overall economic activity through aggregate demand. That's especially true if tax revenue would only be siphoned off by corrupt officials rather than backing the government - another aspect of the underground economy.

A wide variety of activities fall under the label of "shadow economy," and the list changes depending on the laws of a certain jurisdiction. In some nations, alcohol is banned, while brewers, distillers, and distributors operate openly in others.

Drugs are illegal in most countries, but some states in the United States and some countries have made cannabis legal. Tobacco is permitted in New York City, but high taxes mean that perhaps 60% of cigarettes are sold illegally as part of the shadow economy.

​The underground economy is a usual situation of a company 

THE UNDERGROUND ECONOMY is the usual situation of a company when it acts over time, totally or partially, outside the legal mechanisms of declaration of the activity, to avoid the payment of taxes or social contributions, or labor regulations, health and safety at work, quality of products or services, etc. 

This behavior can be supported by very different arguments, especially if the income statement shows a considerable deterioration: for example because the regulations and government interventions are excessive; because the authorities seem to be unable to carry out effective management of their income and expenses; because they restrict the legitimate freedom of companies, workers or consumers; because these regulations carry unjustified costs or encourage corruption, because the levels of taxes or social contributions are confiscatory and inefficient, and so on. 

These are, without a doubt, arguments worthy of consideration but morally unsound. In the rule of law, companies should act within the approved legal, regulatory, and fiscal framework, both legal and moral. They cannot ignore it except in cases of patent injustice or when the costs of complying with the law are excessive. According to the moral principle, no one is obliged to do what is excessively burdensome if there are not sufficient reasons for it. 

Of course, companies have the right to disagree with government policies. Still, they should not use this as an argument to breach their duties: opposition to such measures must be channeled through acceptable democratic channels, at least as a general rule. The reasons that justify the imposition or regulation must also be taken into account. If those reasons are not arbitrary, the company should consider itself obliged to take them into account. For example, the regulations on safety and hygiene at work are intended to defend workers' health and physical integrity. The company does not have the right to violate them for economic reasons. In doing so, it subjects its staff to relevant risks. 

The argument that in this way you will be able to pay higher wages, leaving security to the care of the employees, and that they agree in this way of acting, is not valid because workers are subject to asymmetric information problems (not everyone knows risks, nor can they protect themselves from the risks caused by other workers, nor do they have the technical means to face them, etc.). In theory, the company could replace the requirements and procedures established by the occupational safety legislation with others, more efficient and cheaper, that sufficiently protect the personnel. Still, it is unlikely that it will be in a position to do so objectively and efficiently. 

Similarly, the company could substitute mandatory social security coverage for a voluntary fund with similar coverage and risk. Still, it is unlikely to do so - for example, because the benefits would not cover employees' systemic risks, as occurs, at least in theory, in a government-run pension system. In short, opposition to a tax or regulatory system should be based on the objective to justify the underground economy. Very solid reasons, carried out within the law, comfortably covering the objectives of taxation or regulation that are rejected, and not creating an unfair competitive advantage against those who comply with the law and regulations and pay their taxes on time. 

Obtaining higher benefits would not justify it, nor would achieving some partial advantages, such as greater job creation, if obtained at the cost of less social protection for workers. This does not mean that the current tax, labor, and regulatory regime are adequate, but rather that the underground economy is not the ethically correct way to improve it. 

Another set of reasons has to do with the actions of competitors: for example, because other companies, in the country or abroad, are more efficient or have lower costs. But this does not justify resorting to the shadow economy: it makes no sense for a company to defraud its tax or labor duties to justify its lower ability to compete. Defending oneself, for example, from the competition of emerging countries through the black economy is simply the recognition of a business failure, which can be attributed, in addition to the company and workers, to inappropriate government laws and regulations. 

Another thing would be for competitors to act against the law: in this case, the company should use legitimate means to defend itself, and it does not seem reasonable to place its costs on the workers, depriving them of social security coverage, or on the rest of the society, refusing to pay taxes. Finally, there are times when the company is forced to resort to the underground economy by pressure from its consumers or other links in the production chain: for example, when buyers ask for invoices "with different amounts of the purchased," and other competitors agree to that request. What the company can do in these cases, when it is not the company that has created the problem, will depend on the circumstances; at times, it will have the economic and moral power to refuse to comply with the illegal requests of its clients, working only with those with more criteria, or absorbing the cost of the tax itself. 

Other times you may have to agree (in cases of subsistence risk) to what they ask for. Still, in these cases, it is advisable to carry out a delicate ethical analysis, including the need to behave like this, the consequences of not doing so, the alternatives that open them, and the possibility of carrying out, perhaps in the long term, actions to prevent the situation from continuing over time. 

The complicity of other social agents is usually an important component of these company decisions, when, for example, buyers accept and even impose that the tax not be charged, or when the authorities and citizens consider that the underground economy is an ideal means to maintain prosperity in a region or sector with few economic alternatives, especially if "things have always been done this way," or if the attitude of higher-level governments has not been favorable for economic and technological transformation of the area, or if it has not contributed sufficiently to the provision of infrastructures or R + D + I projects, etc. 

The easy solution, in these cases, is to submit to these demands, probably because they also improve the company's income statement and because other companies will share its possible risks and costs (penalties, fines, etc.) with the authorities, by the local community. In any case, it is not a good strategy: the advantages it provides are temporary and easily imitable; it does not favor innovation strategies; artificially maintains competitive advantages on an unsustainable tax or labor base, and projects its costs onto other groups (workers with less social protection or fewer training opportunities, local communities with less collection power, etc.). 

In short, when a company or a sector uses the underground economy as the basis for its long-term strategy, it is making a mistake that will probably be, first, a business, a managerial, and only later, an ethical mistake. 

The decision may be unfair to society as a whole (because it omits the payment of taxes, which is an important way of contributing to the common good; because it erodes the legitimacy of institutions, laws and the market economy; because it generates other behaviors of lack of solidarity, and because it spreads a culture of non-compliance with the (“rules of the game”), with competitors (by acquiring illegitimate advantages over them, and by forcing them or at least inviting them, to also enter the underground economy), with employees (because it leaves them out of the social protection system, even if only temporarily, because it reduces the possibility of accumulating retirement pensions, increases their vulnerability, hinders their access to training and offers them an apprenticeship in vices), and with the same owners and managers of the company (because it follows a strategy with high costs and little chance of long-term sustainable success, and because it makes the return more difficult to a legal situation). 

In addition, the decision to totally or partially “submerge” the activity of the company carries with it other compromised decisions, such as falsifying the accounting, and not only for one tax, but for all, if the figures are to be credible, so that intangible costs increase, in the long run, and become more irreversible.

Forced labor, the sex trade (illegal), and human trafficking are part of the underground economy. There are black markets for copyrighted material, endangered animals, products subject to penalties or tariffs, antiques, and organs. In addition, anyone who has a taxable income and does not disclose it to the authorities - no matter how benign the product or service is being offered - is technically participating in the underground economy.

The participants in the underground economies are also a diverse group. They include unregistered and tax-free food vendors on the corners. If a police officer accepts bribes to allow vendors to do business, the officer
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