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The Shadow Economy represents 37,7% of the GDP in Bulgaria  
Visa member banks to propose five measures to the government, aiming to decrease the scale of the shadow economy
Sofia, 14th October 2010, The Shadow Economy represents 37,7% of the GDP in Bulgaria accounting to the amount of 31,241 mln. Bulgarian leva1 for the H1 of 2010. This is one of the findings from a detailed study commissioned by Visa Europe –“The Shadow Economy in Europe”2 that explores the structure and impact of the shadow economy and evaluates the role that electronic payments can play to reduce it. The report was presented to the representatives of the government and the business on business conference “The electronic payments against the shadow economy”, organized by Visa Europe member banks. Five measures for limiting the shadow economy were proposed to the government by the banks. Their aim is the size of the the shadow economy in the country to be lowered through the developments of the electronic payments, such as: 

· Salaries and every other type of remunerations to be paid only electronically (to a bank card or a bank account).

· Every payment above 1500 BGN to be made only with a cashless transaction (electronically)
· Payments for services in the public sector could be made with cards too.

· The measure requires POS terminal availability and card payments acceptance at:

· hospitals, medical centres, dentists 

· academic institutions 

· post offices

· offices and clients’ centres of the utility companies 

· municipality offices where local fees and taxes are paid

· Proposal to modify existing regulations so that every customer is given the opportunity to pay in cash or with card depending on wishes

· The measure requires every merchant to have POS terminal 

· VAT reduction for card payments for a specific period of time (1-2 years)

· The level of VAT reduction could be discussed in a working group of financial experts, government and state agencies representatives and the banks

The Government and the banks can support, through a series of common actions, the increase of card payments and the migration of the cash-based economy to a modern one, based on electronic payments, thus reducing the level of the shadow economy. 

“In any economy, governments are in most cases among the largest initiators and recipients of payments. As such, governments can serve as a role-model and lead the way in the adoption of electronic payments”, commented Slavka Valkova Chairperson of the Executive Committee of Visa Bulgaria. “There are multiple options at hand – mandated salary payments for the public sector, acceptance of online tax and fine payments and conducting all public sector purchases either through cards or money transfers. This is not only going to reduce the shadow economy in Bulgaria and increase the revenues as a whole. It will also make all these payments much more convenient and fast for the citizens. In some of these areas the Bulgarian governments have very good practises over the last years,” added Valkova. 
Although the exact size of the shadow economy is difficult to ascertain, in Europe it is believed to be about €2.2 trillion2. This economy is raging from 8-9 percent of GDP in Switzerland and Austria to as close as 40 percent in less developed countries like Bulgaria, Romania, Latvia and Estonia. 
What else does the report reveal?

The more electronic payments in a country, the smaller the shadow economy 

Because of the wide extent in the economy, the traditional measures to fight back the shadow economy are no longer sufficient. By fighting one of the main factors that make the shadow economy possible, namely the connection between cash and the shadow economy the government can make significant progress in decreasing its scale.
Figure 1 The more electronic payments in a country, the smaller the shadow economy

There is further statistical evidence based on the MIMIC model that promoting electronic payments can help to reduce the size of the shadow economy. The results show that an increase of electronic payments of 10 percent can lead to a decline of the shadow economy by up to 5 percent, meaning around 1 562 mln. BGN additional revenues for the state in the H1 20101.
As the study commissioned by Visa Europe shows that the shadow economy can be divided into two parts. The research estimates that about 2/3 is undeclared work – where workers and business do not declare their wages to the government to avoid taxes or documentation. For instance, in Bulgaria, a recent study found that 48% of the workforce receives a portion of their wages in cash, unofficially, to avoid taxation. This is a phenomenon frequently encounter in construction, agriculture or household services, such as cleaning, baby-sitting, elderly care or tutoring. 
The other 1/3 comes from underreporting. Most underreporting occurs in cash-based businesses, such as small shops, bars and taxicabs, which report only part of their income in order to avoid some of the tax burden.

Cash is perhaps the most important enabler of the shadow economy because of ease of use and difficulty in tracing it. The economy based on cash favours the shadow economy, reveals the Visa Europe study. Those involved in the shadow economy have all the interests to remain hidden therefore they avoid any means of payment that can leave traces. Cash payment is the handiest solution to keep the transaction anonymous and unregistered.
There is a strong correlation between the prevalence of electronic payments in the country and its shadow economy. Countries with high levels of electronic payment usage, such as the United Kingdom and the Netherlands, where the inhabitants make around 250 electronic payments on average per year, the size of the Shadow economy is little – 11% in Great Britain and 10% in the Netherlands. Just on the contrary is the situation in the countries with minimal levels of electronic payments, such as Bulgaria and Romania where people make below 10 electronic transactions on average per year, reveals the report “The Shadow economy in Europe”. 

“The average European makes over 1 000 payments in a given year, 80% of them in cash. Low value payments of 10 or less dominate our daily routine and are seldom paid in any other way but cash,” commented Krassimira Raycheva, Senior Relationship Manager Bulgaria, Visa Europe. ”Creating incentives such as VAT discounts for card payments and the possibility for electronic payments of taxes or fines, like traffic violations and annual taxes will results in increase of revenues for the state. Coming in the form of better overall tax collection, because of the electronic payments’ convenience for the consumer and visibility for the state,” added Raycheva.
The research also reveals that underreporting has not been broadly addressed in Europe. In fact, in evaluating 82 measures that countries in Europe used to curtail the shadow economy, just 26 percent focused on sales underreporting, and fewer still considered the increased use of electronic payments. The study points the South Korea as one of the best examples in the usage of the electronic payments in the public sector. The state is sending all government payments electronically and is providing incentives for citizens and business partners to do the same. Between 1998 and 2002, use of electronic payments helped South Korea increase tax revenues from $46 billion to $76 bill.
The Decreto Bersani, a sweeping law passed in Italy in 2006, which imposed strict penalties on shadow economy activities, is another good example of a powerful enforcement technique. Under this law, a retailer that fails to issue a sales receipt three times in a five-year period can be closed by the government. Construction sites can be shut down if employment irregularities are found by government inspectors. The enforcement of receipts at retailers, coupled with other measures added in 2009, brought in €9.1 billion in additional revenues for the government in 2009. 

“As the global economy suffers through the recession, more people are inclined to work outside the normal, legal framework. Therefore, it is important to understand the shadow economy, and its effects—both positive and negative—so that the Bulgarian government may take the right steps toward capturing lost revenues, protecting workers and providing for their citizens. Some of this steps most of which have been already implemented in the different countries were presented and discussed by Visa Europe member banks during the conference”, says Krassimira Raycheva. 
# # #
Note to editor:

1. Based on the National Statistic Institute data for the size of GDP H1 2010.
2. The study is commissioned by Visa Europe to A.T. Kearney and Friedrich Schneider, Ph.D., professor of economics and chair of the Department of Economics at the Johannes Kepler University of Linz, Austria. The study was initially conducted in 2008 and was later updated in 2010.
3. Friedrich Schneider. “Size and Development of the Shadow Economy of 31 European Countries from 2003 to 2010” The calculation is  made for 2010 and encompasses the 27 countries of the European Union plus Croatia, Norway, Switzerland and Turkey. GDP estimates for 2010 are taken from Eurostat.
About Visa Europe  

Latest boilerplate? In Europe, there are over 360 million Visa debit, credit and commercial cards. In the 12 months ending June 2008 those cards were used to make purchases and cash withdrawals to the value of over €1.3 trillion. 11.4% of consumer spending at point of sale in Europe is with a Visa card.  

Visa Europe is owned and operated by its 4,600 European member banks and was incorporated in July 2004. In October 2007, Visa Europe became independent of the new global Visa Inc., with an exclusive, irrevocable and perpetual licence in Europe.

As a dedicated European payment system it is able to respond quickly to the specific market needs of European banks and their customers - cardholders and retailers - and to meet the European Commission’s objective to create a true internal market for payments.

Visa enjoys unsurpassed acceptance around the world. In addition, Visa/PLUS is one of the world’s largest global ATM networks, offering cash access in local currency in over 170 countries.

For more information, visit www.visabg.com / www.visaeurope.com.

About Friedrich Schneider, Ph.D.

 Dr. Schneider is one of the leading experts on the shadow economy. He has published multiple articles and books on the shadow economy. He is a professor of economics and the chair of the Department of Economics at Johannes Kepler University of Linz in Austria.

About A.T. Kearney

A.T. Kearney is a global strategic management consulting firm known for helping clients gain lasting results through a unique combination of strategic insight and collaborative working style. The firm was established in 1926 to provide management advice concerning issues on the CEO’s agenda. 

Today, we serve the largest global clients in all major industries and have specific expertise in cards and payments. A.T. Kearney’s offices are located in major business centres in 35 countries, including 24 offices in Europe.
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