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Abstract:

This pgpar fird gives an explandion of the behaviour which moativaes individuds to
engage in the shadow economy. It will be shown that people who fear being caught by tax
authorities will be less likdy to work in the shadow economy and those who ean more
money in the ‘offidd’ economy will dso work less in the shadow economy. The result of
a logigic regresson shows that if others are seen to be engaged in the shadow economy
then this incresses subsequent demand for such adtivities It was found thet on average, a
shadow economy worker eaned AUSH2135.31 during the year 2000, and households
ent AUSH229300 for these sarvicess Usng mico-daa to cdculde an overdl
aggregete figure for the edimated dze of the shadow economy in Audrdia during the
year 2000, it was found that between 4.81% and 8.8% of the gross nationd income (GNI)
was earned in the cash economy.

JEL-dasdfication: C23, C25, D12, A26.
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1. Introduction

As aime and other underground economic adtivities (induding the shadow economy) ae
a fact of life aound the world, most sodeies atempt to control these adtivities through
vaious messures uch as  punishment, prosecution, economic  growth  or  education.
Gahering ddidics dout who is engaged in undeground (or cimind) adtivities, the
frequency with which these adiviies occur, ad the magnitude of such attivities is
cudd for meking effective and effident decidons regading the dlocation of a country’s
reources.  Given that the individuds who are engaged in these adtivities do not want to
be idetified, it is veay difficult to get accurae information about these underground
adivites Hence the edimation of dhadow economy activities can be conddered a
satific passon for knowing the unknown. Moreove, litle is known about wha
moativatesindividuas to work in the shedow economy or request such work.

Although quite a laige amount of literature has been published on single aspects of the
hidden economy, and a comprehendgve survey has been written by Schneder and Enge,
the subject is ill cuite controvarsad®. There are dissgreements about the definition of
what conditutes a shadow economic activity, there are disagreements aoout the edimeation
procedures ussd to edimate the Sze of the shadow economy and there is do
dissgresment of the use of these estimates in economic andysis and policy agpects®

There gppears to be drong indications that the shadow economy is increesng aound the
world. The Sze, the causes and the consequences of this increase are different for different
countries, but there are some comparisons which can be made between them that might be
of interet to sodd dentids the public in gened, ad dso might be hdpful to
paliticdans who need to ded with this phenomenon. There ae sevard important ressons

! Theliterature about the “ shadow* , “underground”, “informal“, “second, “cash” or “parallel“, economy isstrongly
increasing. Various topics on how to measureit, its causes and its effect on the official economy are analysed. Seefor
example, the first publications by Tanzi (1982); Frey and Pommerehne (1984), and Feige (1989), survey type
publications by Thomas (1992), Loayza (1996), Pozo (1996), Lippert and Walker (1997); Schneider (1994a, 1994b,
1997, 1998a), Johnson, Kaufmann and Shleifer (1997), and Johnson, Kaufmann and Zoido-L obatén (1998a); and for
an overall survey of the global evidence of its size Schneider and Enste (2000).

2 Compare e.g. in the Economic Journal, vol. 109, nr. 456, June 1999 the feature “controversy: on the hidden
economy”.

% Compare the opinions of Tanzi (1999), Thomas (1999) and Giles (1999).
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why pdlitidans and public sector offidds should be espeddly worried aout the sze and
growth of the shadow economy. Amongs the most important of thee are:

(1) If an increese in the shadow economy is caussd mainly by a rise in the ovedl tax
and sodd security burden, then this may leed to an eodon of the tax ad sodd
security bases and findly to a decrease in tax recapts This will subssquently lead
to a further increese in the budget defiat or to a further increese of tax raes with
the consequence of an additiond increese in the shadow economy and O on.
Thadfore an inceee in the shadow economy can be seen as a reaction by
individualswho fed overburdened by date ativities

(2) As the dhadow economy increases economic policy will be bassd on eroneous
“offidd” indictors (eg, unemployment, offidd labour force,  income,
consumption), or a leasd indicators that ae “inaccurate’ in thar magnitude In
such a gtudion a progoaing shadow economy may lead to svere difficulties for
politicdans because it “causes’ or “provides’ unrdiadle officdd indicators, and the
direction of the intended policy messures may therefore be questionable.

(3) While an increese in the shadow economy provides drong incentives to domedic
and foregn workes and draws resources away from the offidd economy, it
shoud be mentioned that two-thirds of the income earned in the shedow economy
is subsequently retumed to the officd economy” (eg, retal spending) resulting in
acondderable pogtive effect on the officid economy.

Thee concans and the sdentific fasanation of the underground economy has ingpired us
to tackle this difficult quesion and undetske the chdlenging task of providing some
empiricd knowledge and ingghts about why people work in the shedow economy or why
people request such work.

* This figure has been derived from polls of the German and Austrian popul ation about the effects of the shadow
economy. For further information see Schneider (1998b). Moreover the results of these polls show that two-thirdsof
the value added produced in the shadow economy would not bein theofficia economy if the shadow economy did not
exist.

6
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Section 2 pressts some besc findings of a survey which asked 7004 Audrdian
houssholds about ther tax paying behaviour, whether they evade thar taxes and whether
they work in the cash economy or request such work. Section 3 presents some prdiminary
findings aout the factors which might motivate individuads to work (or request work) in
the shadow economy. Fndly, ssttion 4 provides a summay of the mgor empiricd
findings and the condusions thet can be mede from these findings

2. Some Basic Findings of the Survey with respect to
individual attitudes of the cash/shadow economy.

In May 2000, the “Community, Hopes Fears and Actions Survey” (V. Brathwate, ANU)
was st to 7004 Audrdian households In this survey respondents were asked a broad
range of quedions aout thar expaiences with the Audrdian Taxaion Office, thar tax
paying behaviour, ther cash transaction behaviour, thelr gods for an Audrdian soady,
and whether they bdieve the tax office acts in accordance with the standards st out in the
Taxpayes Chater® A reponse rae of 29% was achieved, with 2040 houssholds
returning a completed questionnaire. Of the 2040 respondents, 118 persons (households)
admitted that they had recaved cashtinhand payments in the lest 12 months Suggesting
that 6.0% of the invesigated households work in the shadow economy. In addition, 283
(or 14.4%) of the respondents sad that they demanded shadow economy work (paid cesh
inhand in the lag 12 months) and 29 persons (1.4%) sad tha they worked regulaly in
the shadow economy and hired shadow economy workers®

Table 1 presats the income eaned in the shadow economy, the money soent on shadow
economy adtivities and the “offidd” income dtuation for shedow economy workers and
those who demand shedow economy work. On average, shadow economy workers earned
AUSH213531 per year which is 882% in tems of thar offidd income Of the

® In this paper we will only present the empirical finds with respect to cash/shadow economy attitudes; for other
findings compare Braithwaite (2001).

® These figures of shadow economy activities are quite |ow compared to European results; e.g. in asurvey in Germany
24% of al respondents worked in the shadow economy and 42.5% hired shadow economy workers (Compare
Schneider (1999)).

v
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households that demanded shadow economy work, an average of AUS$2,2935 wes Soent
annudly, which is 585% of thar “offidd” income The average hourly wege earned by a
shadow economy worker was reported to be AUS$23.29, while the average amount of
money spent for this work was reported to be AUSH8.25 per hour.  While unlikdly, it
agopears that those demanding shadow economy work spend 107% more per hour then a
shadow economy worker eans. Table 1 dso shows tha shadow economy workers have
congderadly lower incomes than those who demand dhadow economy edtivities, with the
avarge “offidd” income of a shadow economy worker being 61.7% of the average
“offiadd” income of a person who demands shadow economy work.

The sarvices provided by shadow economy workers and the sarvices requested by those
who demand shadow economy work are shown in Tables 2 and 3 regpectivdy. Not only
do both tables show great differences in the average amount of income earned in the
vaious jobs and the average amount of money et in the vaious work aress, but dso
there are great differences in the frequences of the different work/job fidds Shadow
economy workers are modly engaged to do “repar work in the house and garden” and
ds in the aea of “teaching, traning and entetanment”, whereas shadow economy work
is modly demanded in the sectors of “repair in the house and garden”, “sarvice outsde the
houss” and “garden work”. Both Tables 2 and 3 show that on average the highest income
eaned per year is in the “car ddivery sarvice sector”, with AUS$6,089.80 being earned
by a shadow economy worker and AUS$7,498.67 being speat for this sarvice However,
the results in both tables differ; Shadow economy workers in the aea of “sarvice outsde
the housg’ earn on average AUS$2,370.91 per year, while demanders of this work spend
AUS$H5,37042 on average.  This finding suggedts thet those who work in this aea fal to
dedae the mgoity of thar eanings In the aea of “teaching, traning and
entertainment”, demanders spend on average AUSH516.66 per year, whereas workers in
the same aea ean AUSHE2,381.00. Beddes car ddivery savices, shadow economy
workers ean mog in the aea of “repar in house and gaden” with an average of
AUSHE3,226.11 being earned per year. The leest amount is earned in the area of “farm and
other services’ with an average of AUS$500.00 per year.
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Table 4 presents results which invesigatled whether houssholds that are engaged in the
shadow economy have different atitudes to those who ae not engaged in the shadow
economy. These atitudes were assessed by the following two questions:

(D) “Imegine yoursdf in this Stuaion: You have been pad $5000 in cash for work
that you have done outsde your regular job. You don't dedare it on your income
tax return. What do you think the chances are that you will get caught?’

(2 Why do you think people work for cagrin hand payments? By cashin-hand
payments we mean cash money thet tax is not paid on.”

When examining the reaults to quetion 1, it can be dealy sen tha people (both
uppliers and demanders) engaged in shadow economy  activities think that thar chances
of gdting caught are consderably lower compared to the other respondents. For example,
33.0% of shedow economy suppliers and 329% of those who demand shedow economy
work, think the ‘chance of getting caught is aout 0% compared to 15.6% of nonshadow
economy workers and 13.9% of nonrshedow economy demendars Only 9.6% of shedow
economy  uppliers and 84% of those who demend shadow economy work, think the
‘chance of getting caught is aout 100%', in contragt to 20.3% of non-shadow economy
workers and 21.5% of non-shadow economy demanders.

Turning to quedion 2 regponses, one explanaion given by survey respondents as to why
they thought people work for cagrinthand payments is that income taxes ae too high.
Sydematic differences between people engaged in the shadow economy and those who
ae not ware do found. However, the differences were not as dear-cut as the differences
found for quesion 1. Reslts showed tha 37.7% of the shadow economy workers
(suppliers) and 234% of those who demand dhadow economy work (demanders) think
that people are engaged in the shadow economy because income taxes are too high versus
19.4% of non-shadow economy workers and 19.8% of non-shadow economy demanders

In Tebles 5 to 7, the findings of other importat attitudind and sodo-demographic
vaidiles ae shown. Teable 5 presnts the findings from those people who are engaged in
shadow economy work and dearly shows tha, on average, cash economy workers have

9
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congderadly lower ‘offigd’ incomes then those people not working in the shedow
economy (mean difference is AUSHM,100 or 85% of a noncash economy worker's
income). However, this may be explaned by the fact tha shadow economy workers are
conddaadly younge then nontshadow economy workers (average age is 383 years
versus 48.6 years repectively), with an average of 10.4 years ssparaing them.

Not surprigngly, shedow economy workes have had Sgnificantly more contect (roughly
10% more then the others) and conflict with the ATO. In addition, compared to non
shadow economy workers, shadow economy workers think that they and other shadow
economy workers should be much less honest in dedaing cesh eanings A Smilar result
was found when messuring the atitude “It is amat to woark in the shadow economy”.
Shadow economy  workers expressed  this  dtitude more  drongly  than  non-shadow
economy  workers, Further, in contrea to nonshedow economy workers, shedow
economy workers disgpprove much less of othes working in the dhadow  economy.
Interestingly, those involved in the cash economy ae dso more likdy to have a “smat”
tax agent. A gmat tax agent is one who is credtive and saeks out tax loopholes and the
grey aress of tax, éc. Thus, in more ways than one, these people seek to reduce their tax
obligations,

Table 6 presnts the results for those who demand shadow economy activities compared
to those that do not. It can be seen that results of these two groups are very amilar.  When
examining the age vaiddle it can be sen tha there is no ggnificant difference between
those who demand shadow economy work and those that do not (4845 years versus 47.82
years repectivdy).  Interedingly, there was no difference between the two groups when
ansveaing the atitude question “I should honedly dedare cash eanings’.  This is in
contragt to the finding for the shadow economy suppliers (see Table 5). There was dso no
difference between people demanding shadow economy work and those who do not in
relaion to the varidble “has a gnat tax agent”. One difference that was found between
these two groups of people was that those people who demand shedow economy work hed
congderabdly higher incomes than those who do not demand shedow economy work (on
average 50.6% higher).

10
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In gened, the rexults demondrate that there ae dgnificat differences between the
dtitudes of people engaged in the dhadow economy and those who ae not.  The next
section will atempt to explan what influences people to become engaged in the shadow

economy.

3. A Preliminary explanation of the factors which motivate

individuals to work in the Shadow (cash) Economy.

For an individud to be engaged in shadow economy adtivities (dther on the demand or
upply sde), svad fadtors play a rde Bdow, a number of vaidies have been
hypotheszed to play a rde in influendng people to become involved in the cash
economy. They ae

1)

2)

3

4)

The income gtuaion. Cedeis paibus, it would be expected tha as income
increesed, people would demand and supply less shadow economy  adivities
hence a negative corrdaion would be expected. However, it could be the case that
shedow economy supplie's compare thar income  Stuation with ther  neighbours,
wat to have a beter life ard hence increase thar shedow economy adtivities
Thus a postive corrdaion woud aso seem plaughbleif thiswerethe case

People engaged in shadow economy  adtivities know thet if they are caught by the
tax authorities they will be punished; hence people who fed that the likdihood of
beng deected is high will be less likdy to be engaged in dhadow economy
activities, oteris paribus.

If people fed a high mord obligation to pay ther taxes they will be less likdy to
be engaged in shadow economy activities, ceteris paribus.

If people fed overburdened by dae ativities (eg., high income tax) they will be
morelikdy to be engaged in shadow economy activities, ceteris paribus

11
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5) Those people who nesd more dispossble income for use on a specid Studion (eg.,
condruction of a house, sscond holiday, etc) will be more likdy to be engaged in
shadow economy activities, ceteris paribus.

6) Those people who are in conflict with the ATO ae more likdy to be engaged in
shedow economy activities ceteris paibus.  The same holds for those who have a
lot of contectswith the ATO.

7) Those people who fed they should honestly dedare dl cash eanings will be les
likdy to be engaged in shedow economy activities oderis paibus  Also, those
people who fed that dl other people should honedtly dedae dl shedow economy
adtivitieswill belesslikdy to be engaged in shedow economy activities

8) Those who think thet people engaged in shedow economy adtivities are gmat will
be more likdy to be engaged in shedow economy adtivities themsdves ceteris
paribus

9) Those people who disgpprove of others working in the shadow economy will be
lesslikdy to be engaged in the shadow economy activities

While the vaidbles presanted in points 1 to 9 aove have been spedficdly proposed,
other factors such as education, occupation, gender, maritd datus and number of children
may o predict whether people become involved in the shadow economy.

Table 8 presnts the resllts of a logidic regresson. With the hdp of this regresson an
atempt is made to explan the dedson of individud be engaged in the shadow economy
or not. The dependent varigbles are asfollows:

0 work/supply shadow economy adtivities (n=76)
do not work/supply shedow economy activities (n=1150)

0 demand shadow economy ectivities (n=197)
1 donot demand shedow economy activities (n=1024)

12
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The independent varidbles are the factors mentioned in hypotheses (1) to (9) in addition to
ome sodo-demogrgphic varidbles I we fird tun to the overdl explanatory vdidity of
these two logidic regressons, we get a Nagdkeke R? = 0289 for shadow economy
demand and R? = 0.229 for shadow economy supply; i.e 0.289 and 22.9 % of the variance
of the dependat vaiade is explaned, regectivdy. For those who work in the shadow
economy (results for those who request work are in brackets) we can correctly predict
14.7% (15.8%) of dl cases i.e, 12 versus 64 (29 versus 168). For those who do not work
in the shadow economy (request work) we can correctly explan 99.3% (98.9%), i.e, 1142
varsus 8 (1013 versus 11). Overdl, for shadow economy suppliers we can predict 94.1%
of dl cases correctly, and 85.3% for shadow economy demanders. While these results are
quite promiang, the regressons have to be improved to rase the predictive role for the
shadow economy workers (suppliers) and those who demand services.

If we now tun to the indegpendent vaiadbdles and ther rdaionship to the dependent
vaiddle of intered, some resllts are quite interesing in that they confirm mog of the
hypotheses provided ealier. The vaiade “mord obligaion to pay taxes’ had no
datidicdly ggnificant influence on shedow economy supply or demand, wheess the
vaidde “chances of geting caught” did have a ddidicdly ggnificat influence on
shadow economy workers and those who demand shadow economy work.  The results
dso show tha the higher the percaved chance of getting caught, the less likdy people
will be engaged in the shedow economy, and the higher the income tax, the more likdy it
is that people will be engaged in shadow economy adtiviies  If people need more
dgpossile income they will demand more shadow economy adiviies  Having had
conflicc with the ATO or having had a lot of contact with the ATO had no influence on
peoples motivation to be engaged in shadow economy edtivities  In addition, whether
people disgpproved or not of others working in the shedow economy had no influence on
whether they were engeged in shedow economy edtivity themsdves Results dso show
that the more honest people are & dedaing ther cash eanings the less likdy they were
to be engaged in dhadow economy adiviies  In addition, if people bdieved it was
“amart” to work in the cash economy thisincreasad their shedow economy activities.

13
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An increese in income, celeris paribus, gopeared to reduce shadow economy supply (i.e,
work in the shadow economy decreases), but increesed the demand for shedow economy
adtivities—a result not condgent with our income hypothess.  The results dso show that
a people aged, they tended to work less in the shedow economy.  Educdtion and
occupdtion gppeared to have no influence on shadow economy adtiviies  Men worked
more in the shedow economy then women (datidicdly dgnificat) but women demanded
more hadow economy adivities (daidicdly ggnificat).  The number of children one
hed and whether one had to pay child support had no influence on shadow economy
adtivities and people warking for the governmet worked less in the shedow economy
(qatidicdly ggnificant) and demended less shedow economy work compared to those
working in the private sector.

Table 9 atempts to explan which vaiades predict the amount of cash money eaned in
the shadow economy and Table 10 atempts to explan which vaigbles predict the amount
of cash money et in the shadow economy. Only the offidd income vaiable and the
vaiddle “choose an honest accountant” were found to predict the amount of cashed
eaned in the shadow economy. As predicted, the income vaiable was negdivey
corrdated with the amount of cash money eaned in the shedow economy.  When Al
vaidbles wae entered into the regresson andyss the ovedl Fted was daidicdly
Sonificat, F=2.69, p <0.05. However, only 18% (R = 0.18) of the vaiaion in amourt
of cash money earned could be explained by these varigbles together.

Table 10 presnts the rexults for the money et for shadow economy  adtivities
Unexpectedly, offidd income has a postive influence on the amount of money et on
shedow economy adtiviies and this influence was ggnificat.  The vaidile “taxes ae too
high — | have income loss® sgnificantly predicts the amount of money spent on shadow
economy  adtivities and influences in the direction expected (i.e, pogtive influence).  This
Uggess that the more money one loses through their tax burden, the more likdy they are
to work in the shadow economy. Again, only 8% (R? = 0.08) of the variation (see Table
10) in the amount of money et in the shadow economy could be explaned when dl of
the vaiables were entered into the regresson (F = 2.70, p < 005). Given tha the ovedl
fit is poor, both regressons need to be improved before any firm condusons can be mede
about the resulits

14
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4. A Preliminary attempt to calculate aggregate figures of
the Australian shadow economy

Sation 2 presnted income figures of individuds who wark in the shedow economy. A
prdiminary atempt can be made to use thee income figures to caculae an aggregated
figure of the shadow economy income eamned in Audrdia The procedure and results of
this atempt are shown in Table 11 (pat 1 and 2). It should be noted that in order to
edimae an aggregaed figure of the shedow economy in Audrdia a number  of
assumptions have to be made Thee asumptions indude how many people are working
in the shadow economy, how one tregts the unemployed and how one treats those who
retire ealy. Condder the offiddly employed workforce fird. By grouping them using
Audrdian Bureau of Sdidics caegories (ldbourers manegas, and adminidrators, €fc),
and then assuming that they are engaged in shadow economy work, an ovedl figure of
AUSSHL7.563nillion or 286% of GNI beng eaned through the shadow economy can be
edimated. However, this figure does not indude the unemployed or those who have
retired early (55-65 years of age).

By combining the unemployed and those who have rdired ealy, there are 5,625,700
people who could potentidly work and ean in the dshadow economy. This posss a
problem when trying to estimae how much these people can work and earn.  As thee
groups of people have much more time on thar hands they have the ability to work more
Hence an absolute minimum figure that they could ean is the same as the shadow
economy income eaned by thoe who ae offiddly employed. Thee two groups of
people might dso ean double or triple the amount of ‘cadh’ income then the officdly
employed and thee edimaes ae d presented in Table 11 All three of these
posshiliies may be plausble Assuming tha the unemployed and those who have retired
ealy have the same shadow economy income as those who ae offiddly employed, an
agoregaed figure of AUSH2.575hbillion (or 4.81% of offidd GNI) being eaned in the
shadow economy by these two groups can be obtained. Assuming they ean double the
cash income of those offiddly employed, an aggregate figure of AUS$H41.588hillion (or
6.77% of offidd GNI) being eaned in the shadow economy by these two groups can be

15
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obtained. FAndly, assuming these two groups of people ean triple the amount of cash
income tha those offiddly employed, we gt an aggregae figure of AUS$E53.601hillion
(or 875% of offidd GNI) bang eaned in the shedow economy. To ga an ovedl
indication of how much is bang eaned in the Audrdian shedow economy, one should
d add the amount of shedow economy income eaned from smdl and medium szed
enterprises to these aggregated figures.  An overdl edimate of the shadow economy work
beng conducted in Audrdia was cdculaed usng the currency demand goproach (see
Schneider & Ende, 2000) and it was found that the vaue is goproximady 14.2% of GNI.
While the aggregate results presented in this section seem plausble, it should be noted
that the assumptions that were made could be criticised and hence the results should be
acoepted with caution.

5. Summary and Policy Conclusions

This pgpoar has atempted to provide an explanaion of the individud behaviours which
maotivate people to engage in the cash economy. For example people who fear beng
caught by tax authorities will be less likdy to work in the shadow economy and those who
earn more money adso gopear to work less in the shadow economy. The results dso show
thet if others ae seen to be engaged in the shadow economy then this will subssquently
increese the demand for such activities (i.e, “if everyone one d<e does it, | might as wdl
doittoo”).

Ovedl, the results presented in this pgpar showed that a shadow economy worker
eaned, on average, AUS$2,135.31 in 2000 and households spent AUS$2,293.00 for
shedow economy adtivities in 2000, Rexults dso showed that people engaged in
shadow economy work ae convinced tha the probablity of bang caught s
condderably lower then those not engaged in such adivities In  addition, shadow
economy workers bdieve more 0 that the tax burden is too high. This vaiade
gopears to a drong predictor for why people become involved in the cash economy.
Further, people who work in the cash economy ae less hones when dedaing ther
cash eanings and bdieve it is ‘smat’ to wark in the cash economy. These reults can
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do be cofimed empricdly with a logidic regresson andyss when udng the
dichotomous dependent varidble (to be engaged (=0) or not engaged (=1) in the
shadow economy). Fndly, by usng the daa cdleted in the survey, an ovedl
aggregate figure was cdculaded to edimae the degree of income eaned in the cash
economy in Audrdia for the year 2000. It was edimaed that beween 4.81% and
88% of Gross Naional Income (GNI) was eaned through thee illegd adtivities
Ovedl, it should be noted that this psper presats prdiminay findings from the
Community Hopes Fears and Adtions Survey and should only be sen as a fird
dtenpt a explaning the mativaing factors repondble for why people engage in
shedow economy activities
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Tablel: EarnedIncomeinthe Shadow Economy, money spent for the shadow economy activitiesand the* official” incomefor both
shadow economy suppliersand demanders.

Annual income | Hourly wage of | Money spent per | Money spent per | Annual “ Official” | Annual “ Official”
earned by Shadow Economy| year for Shadow | hour for Shadow Income of income of those
Statistics/ Value |Shadow Economy| Workersin Economy Economy Shadow Economy| who demand
Workersin AUS$ Activitiesin Activitiesin workersin Shadow Economy
AUS$ AUS$ AUS$ AUS$ work in
AUSH
Mean 2135.31 23.29 2293.50 48.25 24,200.00 39,217.20
Std. Error of 461.23 2.75 697.05 4.14 1,643.00 2,079.20
Mean
M edian 500.00 15.00 500.00 30.00 20,000.00 35,000.00
Minimum 70.00 3.00 15.00 1.00 0.0 0.0
Maximum 30,000.00 200.00 150,000.00 450.00 100,000.00 250,000.00
Sum 215,666.00 - 580,255.00 - 2,783,000.00 10,471,000.00
Frequency 101 101 253 253 115 267
(Sample Size)
Shadow Economy 8.82% 5.85%

Activity in % of
“official” income

Sour ce: own calculations.
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Table2: Servicesoffered by shadow economy workers

Service Sample (N) Annual income ear ned in the shadow economy
AUS
Mean Std. Deviation| Minimum | Maximum
1). Repair of House and 18 3,226.11 7,140.23 70 30,000
Garden
2). Garden work 7 582.14 649.15 100 2,000
3). House Services 15 1,123.47 1,877.00 72 6,500
4). Service outside house 11 2,370.91 3,035.34 80 10,000
5). Car delivery services 5 6,089.80 9,634.35 400 23,000
6). Teaching, Training 20 2,381.00 5,190.63 100 22,000
and Entertainment
7). Farm and other 3 500.00 435.89 200 1,000
Services
8). Miscellaneous 13 1,715.38 2,569.00 100 10,000
Total 92 2,249.41 4,822.40 70 30,000
Analysisof variance
Sum of Squares df Mean Square F Sig.
Between Groups 1.43E+08 7 20398008.450 .868 535
Within Groups 1.97E+09 84 23493633.561
Total 2.12E+09 91
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Table3: Servicesordered by those who demand shadow economy wor k

Work Area Sample Annual income spent in the shadow economy
(N) AUS$

Mean Std. Deviation| Minimum | Maximum
1). Repair House and 84 1,648.0952 | 5,369.6141 20.00 48,000.00
Garden
2). Garden work 48 3,692.2500 | 21,588.0467 15.00 | 15,0000.00
3). House Services 67 1,874.2687 | 4,005.0296 20.00 30,800.00
4). Service outside house 12 5,370.4167 | 15,188.2060 90.00 53,500.00
5). Car delivery services 6 7,498.6667 | 13,847.9282 | 112.00 | 35,000.00
6). Teaching, Training 6 516.6667 304.4120 150.00 950.00
and Entertainment
7). Farm and other 12 7,72.4167 | 1,685.4417 70.00 6,000.00
Services
8). Miscellaneous 13 1,067.3077 | 1,158.0670 25.00 4,000.00
Total 248 2,326.3105 | 10,906.8184 15.00 | 15,0000.00
Analysisof variance

Sum of Squares df Mean Square F Sig.

Between Groups 4.83E+08 7 68976496.632 573 778
Within Groups 2.89E+10 240 120416502.28
Total 2.94E+10 247
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Table4: Attitudesto Tax related questions of people engaged in Shadow Economy activities ver susthose who are not engaged in

shadow economy activities

What do you Shadow Economy workers| Shadow Economy work Shadow Economy workers/| Shadow Economy wor k

think the /suppliers demanders Income suppliers demanders

Chancesare Tax too

that you will Yes No Sum Yes No Sum | high? Yes No Sum Yes No Sum

get caught?

About 0% 33.0% | 15.6% | 16.7% | 32.4% | 13.9% | 16.6% |Definitely| 1.8% | 3.1% | 3.0% | 2.6% | 3.2% | 3.1%
(38) (283) | (321) (89) (229) | (318) not (2) (56) (58) (@) (52) (59)

About 25% 20.0% | 15.4% | 15.7% | 17.5% | 15.5% 15.7 | Unlikely| 11.4% | 12.5% | 12.5% | 16.4% | 11.8% | 12.4%
(23) (279) | (302 (48) (259) | (302) (13) (226) | (239) (44) (193) | (237)

About 50/50 28.7% | 32.2% | 32.0% | 28.4% | 32.7% | 321 Unsure | 13.2% | 17.4% | 17.1% | 12.6% | 17.8% | 17.1%
(33) (584) | (617) (78) (537) | (615) (15) (313) | (328) (34) (292) | (326)

About 75% 8.7% | 16.5% | 16.0% | 13.5% | 16.4% | 16.0% |Probably| 36.0% | 47.6% | 46.9% | 45.0% | 47.5% | 47.1%
(10) (298) | (308) (37) (269) | (306) (41) (859) | (300) | (121) | (779) | (900)

Almost certain| 9.6% | 20.3% | 19.6% | 8.4% | 21.5% | 19.7% |Definitely| 37.7% | 19.4% | 20.4% | 23.4% | 19.8% | 20.3%

(100%) (11) (367) | (378) (23) (354) | (377) (43) (349) | (392 (63) (325) | (388)

Total 100% | 100% | 100% | 100% | 100% | 100% Total 100% | 100% | 100% | 100% | 100% | 100%
(115) | (1811) | (1926) | (275) | (1643) | (1918) (114) | (1803) | (1917)

Chi-Square 31.941 72.289 Chi- 22.659 9.56

Test (Pearson) df.=4 Sig: 0.000 df.=4 Sig: 0.000 | &.T.(P) df.=4 Sig: 0.000 df.=4  Sig: 0.048

Own Calculations. Explanations:
1) Question: Image yourself in this situation. You have been paid $5000 in cash for work that you have done outside your regular job. You don’t

declareit on your income tax return.
2) Question: Why do you think people work for cashrin-hand payments? By cash-in-hand we mean cash money that tax is not paid on.

3) Figuresin bracketsrepresent the number of respondents.
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Table5: Significancetest of continuousvariablesbetween shadow economy supply
and the others.

Shadow
Variable/ Economy | Sample Standard M ean
Attitude Supply (N) Mean | Deviation | Difference | t-value®
Official income | Supply 115 24.20 |17.60
(AUS$ 000) -4.10 -2.29*
No supply | 1724 28.30 | 27.80
Age Supply 117 38.30 |13.40
-10.40 -8.02**
No supply | 1838 48.60 | 15.30
In conflict with | Supply 111 1.41 0.54
ATO 0.11 2.04*
No supply | 1796 1.30 0.49
Has had contact | Supply 114 1.64 0.55
with ATO 0.19 3.36**
No supply | 1813 1.45 0.50
| should Supply 118 3.11 0.75
honestly declare -0.48 -6.81**
cash earnings No supply | 1828 3.59 0.68
Othersshould Supply 115 2.45 0.57
honestly declare -0.21 -4.07**
cash earnings No supply | 1828 2.66 0.61
Itissmart to Supply 118 3.19 0.98
work in the cash 0.58 6.34**
economy No supply | 1813 2.61 0.85
Disapprovesof | Supply 118 1.70 0.78
workingin the -0.45 -6.08**
cash economy No supply | 1808 2.16 1.03
Hasasmart tax | Supply 82 3.04 0.74
agent 0.25 2.95%*
No supply | 1169 2.79 0.63

Y t-test for equality of means; equal variancesnot assumed, further explanations see

Table?.
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Table6: Significance test of continuous variables between shadow economy
demandersand the others.

Shadow
Variable/ Economy Sample | Mean Standard M ean t-value”
Attitude Demand N Deviation | Difference

Official income | Demand 267 39.21 | 33.97

(AUSS$ 000) 13.18 6.05**
Nodemand | 1564 26.03 | 25.48

Age Demand 280 48.45 | 13.62

0.63 0.69

Nodemand | 1664 47.82 | 15.67

In conflict with | Demand 272 1.43 0.58

ATO 0.14 3.72**
Nodemand | 1626 1.29 0.47

Has had contact | Demand 277 1.59 0.54

with ATO 0.15 4.21**
Nodemand | 1642 1.44 0.49

| should Demand 276 3.50 0.77

honestly declare -0.07 -1.45

cash earnings Nodemand | 1661 3.57 0.67

Othersshould | Demand 278 2.50 0.59

honestly declare -0.16 4.32**

cash earnings Nodemand | 1659 2.66 0.61

It issmart to Demand 277 2.86 0.87

work inthecash 0.25 4.47%*

economy Nodemand | 1646 2.61 0.87

Disapprovesof | Demand 276 1.86 0.88

workingin the -0.32 -5.47**

cash economy Nodemand | 1642 2.18 1.03

Has a smart tax | Demand 210 2.84 0.63

agent -0.04 0.74
Nodemand | 1033 2.80 0.64

Y t-test for equality of means; equal variances not assumed, further explanations see Table

7.
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Table7: Explanationsof the meaning of the attitude variablesused in Tables5 and 6.

Variable

Explanation

I n conflict with
ATO (Australian Tax Office)

1 =never in conflict [ 2 =oncein conflict 0 3 =mostly in conflict

Has had contact

with ATO 1 =little contact [] 2 [ 3 [] 4 [ 5 =most contact
| should honestly

declar e cash earnings 1=NO! O 2=no O 3=don’'t know [ 4=yes [ 5=YES
Othersshould honestly

declar e cash earnings 1=NO! 0 2=no 0O 3=don’tknow [ 4=yes [J 5=YES
Itissmart towork | think peopleworking in the cash economy are smart

in the cash economy 1 =highly unlikely 0O 2 [ 3 [ 4 [ 5=highly likely
Disapproves of working | disapprove of people working in the shadow economy

in the cash economy 1=highly unlikely 0O 2 [ 3 [ 4 O 5= highly likely

Hasasmart tax
agent

1=strongly disagree [0 2=disagreed 3=neither 0 4=agree [0 5=strongly agree
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Logistic Regression Results (Last category is indicator). People engaged in

shadow economy activities Part 1
Independent Variables Estimated coefficients
b value (Wald test)
Attributes Dependent Dependent
Var: Suppliers | Var: Demand
of shad.ec.ac. of shad.ec.ac.
Mor al obligation to pay tax 0.70 1.62
1. Strongly disagree 0.47 (0.23) 0.90 (0.92)
2. Disagree 0.44 (0.53) 0.11 (0.07)
3. Neither 0.23 (0.18) 0.34 (0.80)
4. Agree 0.10 (0.09) 0.04 (0.03)
Chancesto get caught 6.91 22.94**
1. About zero % -1.14 (4.21)* -1.43(15.54)**
2. About 25% -0.51 (0.74) -1.03 (7.45)**
3. About 50% -0.45 (0.70) -0.52 (2.10)
4. About 75 % -0.28 (0.19) -0.88 (5.24)*
Income tax too high 9.86* 5.32
1. Definitely not 7.45 (0.08) 1.45 (2.98)
2. Unlikely 0.32 (0.52) -0.19 (0.41)
3. Unsure 0.37 (0.66) -0.09 (0.08)
4. Probably 1.02 (9.23)** 0.16 (0.51)
Want to have mor e disposable income 3.03 5.92
5. Definitely not -0.84 (0.51) -1.13 (1.39)
6. Unlikely 0.06 (0.01) -0.07 (0.02)
7. Unsure 0.51 (0.53) 1.04 (4.04)*
8. Probably -0.36 (1.37) 0.16 (0.74)
In conflict with the ATO 0.09 (0.18) -0.06 (0.24)
1 = never in conflict 3 = mostly in
conflict
Has had contact with the ATO -0.40 (2.19) -0.08 (0.21)
1 = little contact 3 = most contact
| should honestly declar e cash earnings 0.70 (9.05)** 0.08 (0.31)
1=NO! 5=YES!!
Others should honestly declare cash| 0.48 (3.71)* 0.14 (0.88)
earnings
1=NO! 5=YES!
It issmart towork in the cash economy -0.05 (0.08) -0.44
1 =highly unlikely 5= highly likely (11.92)**
Disapprovestowork in the cash economy | 0.10 (0.25) 0.04 (0.11)
1 =highly unlikely 5=highly likely
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Table8: Logistic Regression Results (Last category is indicator). People engaged in
shadow economy activities Part 2
Independent Variables Estimated coefficients
b value (Wald test)
Income and Socio-demographics Dependent Var: Dependent

Suppliers of Var: Demand
shad.ec.ac. of shad.ec.ac.
Personal income per thousand AUS$ .03 (9.33)** -0.01 (9.43)**
Age .03 (6.10)* -0.01 (0.15)
Education 6.63 7.40
1. Noschooling 6.22 (0.02) 3.85 (0.30)
2. Primary school 7.19 (0.08) 0.27 (0.13)
3. Intermediate, year 10 1.19 (2.10) 0.73 (2.98)
4. Leaving, year 12 0.36 (0.23) 0.34 (0.80)
5. Trade Nursing Diploma 0.28 (0.13) 0.24 (0.40)
6. Diploma Course 0.03 (0.01) -0.15 (0.17)
7. Uni, Tertiary -0.12 (0.03) -0.03 (0.01)
Occupation 9.09 8.79
1. Managers 0.13 (0.01) -0.58 (0.89)
2. Professionals -0.07 (0.01) -0.81 (1.82)
3. Ass.Professionals 0.06 (0.01) -0.65 (1.19)
4. TradeClerical -1.01 (2.02) -0.79 (1.75)
5. Interm. Trade Clerical -0.36 (0.24) -0.40 (0.44)
6. Interm. Production, Transport -0.22 (0.07) -0.05 (0.01)
7. Elem. Clerical -0.95 (1.43) 0.92 (1.00)
Gender (Male) -0.80 (6.26)* | 0.44 (4.95)*
Marital Status 0.80 11.64**
1. Never married
2. Now married, de facto 0.43 (0.44) 0.42 (0.75)
3. Widowed 0.09 (0.03) -0.62 (2.82)*
6.26 (0.06) -0.52 (0.70)
For whom are you working 5.72% 6.39*
1. Private compan
2. University, govérnment 0.53 (1.98) 0.63 (6.13)*
1.05 (5.70)* 0.53 (4.15)*
How many children doyou havelivingwith | 1 79 1.90
you f_t r:\?g:; -0.32 (0.13) -0.77 (1.30)
2. One -0.23 (0.06) -0.70 (1.04)
3. Two -0.09 (0.01) -0.84 (1.52)
4. Three 0.41 (0.16) -0.91 (1.64)
Child support -0.05 (0.01) | 066 (1.27)

*p<0.05; **p<0.01.
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Table 8: Logistic Regression Results Part 3
Classification Table for Shadow Economy Supply Activities
Predicted
Supply economy activity Per centage
Observed Yes No Correct
Shadow. ec. Yes 12 64 15.8
No 8 1142 99.3
Overall Percentage 94.1
Nagelkerke R = .289
Chi-square = 139.15**
Classification Table for Shadow Economy Demand Activities
Predicted
Demand economy activity Per centage
Observed Yes No Correct
Shadow €c. 29 168 14.7
Yes 11 1013 98.9
No
Overall Percentage 85.3

Nagelkerke R =.229
Chi-square = 175.78**

Logit Regression - Dependent variables:
1) Peopleworking in the shadow economy (suppliers) =0
People not working in the shadow economy (suppliers) =1
2) People demanding shadow economy activities (demand) = 0
People not demanding shadow economy activities (demand) =

1
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Table9: Regression (OLS) result for Cash Income from Shadow Economy Supply.

Independent Variables b value beta value t value
Official income 63.971 .260 2.52*
Sex -459.315 -.052 -0.53
Age 29.728 .093 0.86
Marital status 18.351 .003 0.03
How many children 650.815 176 1.83
Education -338.298 -.114 -1.13
Child support 3145.500 .148 1.71
| should honestly declare cash earnings | 747.883 .128 1.19
Others should honestly declare cash | 176.150 .022 0.23
earnings
High tax leadsto loss of income 486.221 105 1.01
Occupation -19.386 -.008 -0.08
Jobsfor shadow economy activities 52.329 .030 0.33
Work status 95.255 .019 0.19
Areyou paid fairly -209.149 -.056 -0.60
Choose an honest accountant -2159.541 -.382 -4.30**

Adjusted R? = .18. F = 2.69**.

1 Theb and beta coefficientsfrom an ordinary least squar esregression model (enter
procedure). Dependent variable: Cash incomefrom Shadow Economy Supply- Total

Sample (118 = Shad. Ec. Suppliers; Non-shad. Suppliers= 1822).
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Table10: Regression result for money spent for Shadow Economy Demand.

Independent Variables b value beta value t value
Official income 74.130 .240 3.43**
Sex 862.452 .042 0.89
Age 25.007 .033 0.47
Marital status -277.984 -.017 -0.26
How many children 1038.653 118 1.89
Education -627.267 -.102 -1.56
Child support -1150.489 -.019 -0.31
| should honestly declarecash earnings | -304.158 -.023 -0.36
Others should honestly declare cash | 51.848 .003 0.05
earnings
High tax leadsto loss of income 1739.676 .160 2.68**
Occupation -88.982 -.013 -0.21
Jobsfor shadow economy activities -216.595 -.041 -0.71
Work status 689.695 .059 0.88
Areyou paid fairly 240.432 .026 0.42
Choose an honest accountant -2130.900 -.131 -2.15*

Adjusted R? = .08. F = 2.70%*

Theb and beta coefficientsfrom an ordinary least squar esregression model (enter
procedur €). Dependent variable: Cash Economy Demand (283 per sonswho demand,

1757 who do not-demand).
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Table 11: Some basic calculations of an aggr egate figure of the shadow economy in Australia for the year 2000.

Part 1

Q’'naire Sample

Occupation Number of Number of (D/(2) Mean Number of | Total amount Total
people people not in% income officially of Shadow Shadow
workingin | workingin the earned in employed Income economy
the Shadow shadow the Shadow people earned in income
Economy economy Economy (,000s) ‘000 (AUSS) (%)
(1) (2) (AUSS)

Manager s and Administrators 7 185 0.04 1,267.14 643.50 815,404.59

Professionals 18 363 0.05 1,535.00 1,646.20 | 2,526,917.00

Ass. Professionals 10 206 0.05 3,670.00 1,037.90 | 3,809,093.00

Trade, Clerical 24 217 0.11 3,478.13 1,588.00 | 5,523,270.44

Interm. Trade, Clerical 12 278 0.04 1,360.00 1,599.90 | 2,175,864.00

Interm. Production Transport 4 123 0.03 1,937.50 776.70 | 1,504,856.25

Elem. Clerical 8 108 0.07 931.25 911.20 848,555.00

Labourers 4 94 0.04 424.75 846.10 359,380.98

Total 14,603.77 9,049.50 | 17,563,341.26 2.86%

Average 1,825.47
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Table 11: Some basic calculations of an aggr egate figure of the shadow economy in Australia for the year 2000.

Part 2
Number of | MeanY | MeanY | MeanY | Shadow economy | Shadow economy | Shadow economy
unemployed | Shadow | Shadow | Shadow income of the | income of the income of the
Variable and early Ec. Ec. Ec. unemployed and | unemployed and | unemployed and
retired (AUS$) Y| DOUBLE | TRIPLE | early retired early retired early retired
pensioners (AUSS) (AUSS) pensioners pensioners pensionersTRIPLE
(AUSS) DOUBLE (AUSS)
(AUSS)
5,625,700.00 | 2,135.31 | 4,270.62 | 6,405.93 | 12,012,613,000.00 | 24,025,227,000.00 | 36,037,840,000.00
Shad. Ec. Y of
the workers
+17,563,341000.00 | +17,563,341000.00 | +17,563,341000.00
Total Shad. Ec.
Y 29,575,954,000.00 | 41,588,568,000.00 | 53,601,181,000.00

Shad.Ec.Y in % of
GNI

Shad.Ec.Y in % of
GNI

Shad.Ec.Y in % of
GNI

4.81%

6.77%

8.73%

Dvaluefrom table 1 wastaken, becauseit represents a bigger sample of shadow economy supplies (101 ver sus 87 from
table 11 part 1).
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