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Abstract—The article typifies factors influencing the spatial 
differentiation of the non-observed economy and provides 
grounds for grouping them together. The author also details the 
specific features of the factors' occurrence in the constituent 
regions of Russia. The grouping approach is special due to the 
degree of aggregation applied, while the combination of the 
features being analyzed depends on the study objectives, the 
mapping of problem areas (elements) and the subject of re-
search.  

The first group is made up of economic factors (spatial and 
sectoral structure of the economy; taxation (tax burden), 
population well-being; and available investment resources). The 
group of institutional factors includes corruption, administrative 
barriers, the stability of the legal and regulatory framework. The 
group of social factors encompasses population's expectations, 
established stereotypes etc.  

The most important economic factor that is considered in the 
article is the eco-nomic well-being of the population in Russia's 
regions. By comparing data for all constituent regions of Russia, 
the authors have established an inverse correlation between per-
capita income and the number of people employed in the 
informal sector. There is a stronger tendency towards non-
observed economic activities in poorer regions and vice versa.  

The authors also draw a conclusion that cause-effect 
relationships in the spatial differentiation of the non-observed 
economy are rarely manifested vividly, and that factors 
pertaining to the occurrence and spread of this phenomenon vary 
by region and change over time. This makes the described factors 
of the spatial differentiation of the non-observed economy region-
specific, too. 
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I.  INTRODUCTION  
In order to be able to make effective economic decisions 

both at a national and a local level, one needs full and accurate 
information about current social and economic processes. 
There are however certain economic activities that are not 
captured by official statistics for one reason or another, evade 
taxes and are not included in GDP. We define this sector as 
"non-observed economy" (henceforth NOE) [1]. 

By Western estimates, the average size of the non-
observed economy in developed countries is around of 12% of 

GDP; in transition economies around 23% of GDP  and 
around 40% of GDP in developing economies.  

In the case of Russia, the estimates vary greatly in 
magnitude. According to Russia's Federal State Statistics 
Service (Rosstat), the share of the non-observed economy in 
GDP in 2016 was 14.8% [3]. The World Bank estimates it at 
40 to 50% [4]. There is a whole range of territorial and 
industry-specific factors that foster the growth of the non-
observed sector and while being its product. 

Consequently, this article aims to present a classification 
of factors of different nature that influence the formation and 
distribution of the non-observed economic activity and to 
explain their regional peculiarities. 

II. BACKGROUND 
The non-observed economy has a worldwide distribution. 

Current research in the field is dominated by works by 
Schneider, F. [5], Buehn, A. [6], Elgin, C. and Oztunali, O. 
[7], Neuwirth, R. [8]. Jutting, J. and De Laiglesia, J. R. [9]. 
Significant contributions have been made by Russian scholars 
N. Bokun, I. Kulibaba [10], V. Burov [11], Yu. Latov [12], R. 
Suslina [13]. One could agree with many researchers who 
argue that the causality in the distribution of the non-observed 
economy is rarely obvious and that factors pertaining to the 
occurrence and spread of the phenomenon differ by region and 
vary in time.  

The authors have grouped and typified the main factors 
that manifest themselves in different ways in different regions 
and industries.  

1. Economic factors (spatial and industrial structure of the 
economy, taxation (tax burden), and financial wellbeing in 
population). 

2. Institutional environment (robustness of legal 
institutions, administrative regulation, corruption).  

3. Social factors (expectations, established stereotypes; 
"anti-government phobia", a tandem of business and 
government). 

A specific feature of this grouping approach is the degree 
of aggregation. The combination of the causes being analyzed 
depends on the objectives of the study, the borders of the 
problem domains (elements) and the subject of the study. 

Experimental research results 
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Economic factors of non-observed economy 

The main group of quantifiable factors are economic 
factors that are the focus of this study.  

Spatial and industrial structure of economy. Most of 
statistical bodies, including Rosstat, agree that the size of the 
non-observed economy differs by industry. Table 1 presents 
adjustments to gross value added across the sectors of the 
Russian economy incorporating the non-observed economy in 
2014-16.  

Table 1. Gross added value adjustments for NOE in gross 
value added by sector in Russia (% of gross added value by 
sector). Based on Rosstat data. Authors' own calculations [14]. 

 Industry 2014 2015 2016 

1 Agriculture, hunting, 
forestry 

50.2 46.1 43.9 

2 Fishing, fish farming 21.7 17.7 17.7 

3 Mining 0.6 0.6 0.8 

4 Processing industries 7.8 4.8 6.1 

5 Construction  15.5 17.7 16.5 

6 Wholesale trade and 
retailing, car and 
motorcycle repair and 
maintenance services, 
household appliance repair  

11.5 8.0 9.2 

7 Hotels and restaurants  10.7 16.9 16.5 

8 Transport and 
communication 

6.9 4.6 5.2 

9 Finance 1.1 1.3 1.2 

10 Real estate and rental and 
leasing 

46.8 45.1 43.5 

11 Education 5.0 6.5 5.4 

12 Health care and social 
services 

2.8 2.6 2.5 

13 Utilities, other social and 
personal services 

12.9 12.4 12.3 

14 Total gross added value in 
basic prices 

16,0 14,8 14,8 

 

As shown in Table 1, informal economic activities were 
most common in Russia in such primary sector industries as 
agriculture, fishing and construction, as well as in services 
such as real estate, hotels and restaurants, utilities, wholesale 
trade and retailing. Consequently, the established industrial 
structure of a region's economy is a factor in the spatial 
differentiation of the non-observed economy. 

Taxation (tax burden). All too often, a heavy tax burden 
and the instability and complexity of the tax system force 
businesses to operate in the underground economy [15]. Taxes 

and social security contributions increase labor costs in the 
formal economy. Additionally, revenue from some taxes is 
transferred completely into regional purses, while revenue 
from other taxes is split between the federal government and 
local government in a certain proportion [16]. Consequently, 
the system of taxes that exists in Russia today could create 
conditions for the development of the non-observed economy 
in various regions.  

Financial wellbeing in population. The authors believe that 
income differentiation in regions leads to even greater 
territorial differential in the size of the shadow economy 
because people opt to work in the informal sector [17]. 

There is, however, an inverse correlation between the per 
capita income and the share of workers employed in the 
informal sector in the regions of Russia (see Fig. 1). 

y = 26,967x2 - 2213,2x + 62637
R2 = 0,59840
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Fig. 1. The share of workers in informal employment and per capita income in 

the regions of Russia in 2016. Based on Rosstat data; authors' own 
calculations [18]. 

As indicated by Figure 1, only a small share of workers are 
employed in the informal sector in the economically 
developed regions of Russia where personal incomes are high, 
but the informal employment is high in relatively poor 
regions. 

Institutional and social factors of non-observed economy 

Along with economic processes, Russia went through a 
radical transformation of its institutional environment. 
Democratic reforms that were sometimes spontaneous 
triggered the emergence of new institutions in the regions of 
Russia that were not typical of Soviet Russia [19]. The new 
structures needed to refine their work processes; the legal 
framework was given an overhaul. That was accompanied by 
a surge of corruption. 

Social interaction was changing, too. People who are 
engaged in business activities try to avoid contacts with 
government institutions [20]. Business merged with 
government, and government agencies, especially in 
economically depressed and subsidized regions were short of 
funds, which spurred the growth of the non-observed 
economy.  

III. CONCLUSIONS 
The non-observed economy is unevenly distributed across 

Russia. The authors believe that this is due to regional 
variations in industry composition, which is also a key factor 
determining considerable income inequality. 

The authors have presented a classification of factors 
influencing the spatial differentiation of the non-observed 
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economy across the regions of Russia. Placing the emphasis 
on economic factors, they also note that the development of 
new previously unseen institutional relations in various 
regions of Russia led to a growth in the share of non-observed 
operations.  

The study also concludes that social factors that have 
different degrees of manifestation in different regions also 
contributed significantly to the vast spread of the non-
observed economic activity. The groups of factors of the 
spatial differentiation of the NOE that have been identified by 
the authors are region specific. 
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