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The aim of the article is to conduct a comprehensive theoretical and methodological analysis of approaches to defining the shadow economy and to develop a
contemporary authorial concept that reflects the impact of digital transformation and the emergence of new forms of shadow activities. By systematizing and
summarizing scientific research, the article examines the evolution and main categories of interpretations of the shadow economy, highlighting the increasing
complexity of this phenomenon under modern conditions. The research results reveal new directions of shadow processes driven by digitalization and global
financial flows, demonstrating how new technologies transform traditional methods of concealing and reallocating economic resources. It is substantiated that
these changes require an updated theoretical framework and a reconsideration of the State regulatory mechanisms, particularly in the areas of digital finance
and cross-border operations. The article proposes an original definition of the shadow economy as a system of deliberately hidden, informal, and partially legal
economic processes integrated into the formal sector through financial, labor, and digital networks. This broader interpretation takes into account new digital
realities and the complex interplay between legal and illegal economic activities, reflecting the hybrid and networked nature of modern practices of shadowing.
The study highlights that digital technologies not only create new channels for shadow economic activity but also open up additional opportunities for improv-
ing monitoring and control. Future research prospects include clarifying the structure of digital segments of shadow economic activity, developing methods
for their quantitative measurement, and applying big data and algorithmic monitoring to enhance the effectiveness of de-shadowing policies in the digital
economy, ensuring greater transparency and institutional resilience.
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and least measurable phenomena within the
modern economic system. Its influence is clear-

ly visible in the fiscal, social, and institutional dimen-
sions of national economies, affecting the effectiveness
of public governance, tax discipline, the level of trust
in authorities, and international competitiveness. De-
spite decades of scholarly research, a single universal
definition of the term “shadow economy” has not yet
been established. This is due to the multidimensional
nature of the phenomenon, the variety of approaches
to its identification, and the differing boundaries re-
garding the inclusion of informal and criminal activi-
ties in its structure. In the current context of economic
digitalisation, the digital transformation of financial
systems, and the growing use of crypto-assets, the
forms of shadow activities are undergoing significant
changes. These developments require an updated theo-
retical and methodological framework for defining the
shadow economy. Therefore, there is a need to formu-
late a contemporary, conceptually coherent definition
that takes into account the processes of digitalisation
and the increasing integration of legal and illegal flows.
Both foreign and Ukrainian scholars have investi-
gated the problem of forming a conceptual understand-
ing of the shadow economy. Among the key theoretical
approaches are the conceptual frameworks proposed
by K. Hart [1], E. Schneider, D. H. Enste [2], F. Schneider,
A.Buehn, K. Montenegro [3], P. Smith [4],and H. de So-
to [5], who viewed the shadow (informal) economy as
a component of the market system operating beyond
official regulation and state accounting. Among Ukrai-
nian researchers, S. O. Baranov considers the shadow
economy as a multifaceted socio-economic phenom-
enon composed of three elements: the “black” (crimi-
nal) sector, the “grey” sector (hidden from taxation),
and the “white” sector, or the economy of “white-collar
workers’; associated with the redistribution of income
through bribes and kickbacks. According to Baranov,
such a structure characterises the shadow economy
as a negative phenomenon that inflicts substantial
harm on the economic system [6]. Yu. V. Biliak views
the shadow economy as a factor posing a significant
threat to the financial security of the state. It results in
the loss of tax revenues, facilitates money laundering
and the financing of terrorist activities, undermines
trust in the financial system, creates unequal competi-
tive conditions for legal businesses, and weakens state
oversight and regulation—ultimately contributing to
greater economic instability and heightened risks for
national security [7]. A. O. Zolkover and D. L. Kova-
lenko interpret the shadow economy as a complex,
multi-level system that encompasses informal, hid-
den, fictitious, parallel, and illegal economic activities,
each characterised by a different degree of deviation

T he shadow economy is one of the most complex
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from state regulation and legal circulation. The schol-
ars distinguish between segments of shadow activity
that may partially return to the legal economy (such
as the informal sector) and those that remain entirely
outside it, forming the sphere of shadow criminality.
This distinction underscores the systemic and mul-
tidimensional nature of the shadow economy under
contemporary conditions [8]. O. O. Kundytskyi and
O. S. Senyshyn examine the shadow economy through
a combination of statistical and legal approaches, de-
fining it as a set of business relations among economic
agents conducted in violation of current legislation
and outside the scope of official state oversight [9].

ost existing studies focus on the classical
Mforms of shadow activity, informal employ-

ment, cash-based operations, and fictitious
transactions, while more contemporary forms of shad-
owing (digital, crypto-financial, and transfer-tax re-
lated) remain insufficiently explored. Therefore, the
need to update the conceptual framework and to for-
mulate a modern definition of the shadow economy,
one that is relevant to the conditions of the digital era
and aligned with contemporary economic processes,
becomes increasingly evident.

The purpose of this study is to conduct a cate-
gorical and chronological analysis of existing scholarly
approaches to defining the shadow economy and to
formulate an original definition of this concept that re-
flects contemporary processes of digitalisation within
shadow economic activities.

This article employs the method of analysis and
synthesis of scholarly sources to systematise exist-
ing approaches to defining the shadow economy; the
comparative logical method to identify common and
divergent features in the interpretations offered by
Ukrainian and international researchers; the method
of system analysis to structure the various definitions
of the shadow economy; and the inductive method to
formulate an original definition based on the synthesis
of existing approaches.

I. THEORETICAL AND METHODOLOGICAL

APPROACHES TO DEFINING THE CONCEPT

OF THE“SHADOW ECONOMY”

In contemporary economic scholarship, the
challenge of formulating a clear definition of the shad-
ow economy remains highly relevant. Approaches to
its measurement, forecasting, and state regulation
depend directly on a precise theoretical understand-
ing of this phenomenon. The absence of a harmonised
definition complicates cross-country comparisons of
statistical data, reduces the reliability of analytical as-
sessments, and hinders evaluations of economic poli-
cy effectiveness. In the context of the modern digital
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transformation of the economy, new forms of shadow
activity: digital, cryptocurrency-based, and transfer-
tax related are emerging. These developments neces-
sitate an update of existing theoretical approaches.

R. Remeikiené, L. Gasparéniené and F. Schnei-
der define the digital shadow economy as a compo-
nent of the overall shadow economy that includes il-
legal income-generating activities conducted in the
digital space, such as online trade or the provision of
services without official registration and tax payment.
According to the authors, the digital shadow economy
is characterised by recurrent or one-time transactions
that may be carried out through changes of IP address-
es or computer networks, and it forms global networks
within closed online forums linked to cybercrime, pay-
ment card fraud, identity theft, and other illicit online
activities. The researchers emphasise that although the
digital shadow economy involves illegal financial flows
and causes harm to formal economic actors, criminal
offences such as drug trafficking or prostitution should
not be included in its definition, as these activities fall
within the domain of criminal law [10].

R. K. Goel and U. Mazhar view the relationship
between shadow activities and cryptocurrencies as
complementary, noting that the anonymity and bor-
derless nature of cryptocurrencies create favourable
conditions for concealing illegal income and avoiding
taxation. According to the authors, in addition to eco-
nomic motives, a significant factor driving the use of
cryptocurrencies in shadow operations is institutional
weakness, which provides individuals with additional
incentives to hold assets in digital form [11].

R. Melnychenko, K. Pugachevska, and K. Ka-
sianok examine the transfer-tax form of the shadow
economy as a set of tax-evasion schemes employed by
multinational corporations through the manipulation
of transfer prices. According to the authors, such prac-
tices include shifting the tax base to affiliated entities
in low-tax jurisdictions, understating or overstating
the value of export-import transactions, using intra-
group transfer prices between related companies,
signing fictitious contracts, or engaging with so-called
“shadow companies” that evade tax obligations [12].

he examination of the main research directions
I concerning the definition of the shadow econ-
omy provides a foundation for constructing a
coherent methodological model of its analysis — one
that integrates classical conceptual frameworks with
contemporary digital realities and supports the devel-
opment of a comprehensive scholarly understanding
of this phenomenon. The diversity of perspectives on
the shadow economy arises from the complexity of its
nature and its interconnectedness with four principal
analytical approaches: institutional, fiscal, macroeco-
nomic, and socio-economic.

BISBHECIHOOPM N¢ 12_2025

www.business-inform.net

In their study, E. Dabla-Norris, M. Gradstein, and
G. Inchauste argue that the quality of the legal system is
the key determinant of the scale of the informal sector,
while the influence of taxes, regulations, or financial
constraints becomes far less significant in countries
with well-functioning institutions. This suggests that
firms turn to shadow activity not mainly because of
high taxation, but due to weak enforcement of property
rights, inefficient dispute-resolution mechanisms, legal
formalism, and other institutional barriers. The beha-
viour of different types of firms further illustrates this:
small enterprises are driven into the shadow economy
by limited access to finance, whereas large firms face le-
gal obstacles, revealing structural problems within the
legal environment. Thus, the shadow economy emerges
primarily as a consequence of institutional weaknesses
that generate high transaction costs and reduce incen-
tives for legal economic activity [13].

rom the fiscal perspective, G. Przekota, A. Kow-

al-Pawul, and A. Szczepanska- Przekota inter-

pret the shadow economy as a consequence of
tax-system deficiencies and the behavioural response
of economic agents to fiscal pressure. Tax evasion in-
creases where tax administration is weak and trans-
action monitoring is ineffective. The development
of digital tax tools (e-invoicing, electronic reporting,
online cash registers, SAF-T) significantly reduces
opportunities to conceal income by increasing trans-
action transparency. Restrictions on cash payments
and the growing share of cashless transactions further
strengthen tax control and limit shadow activity. Eco-
nomic crises, by contrast, heighten incentives to evade
taxes and temporarily expand the shadow sector. Thus,
from a fiscal standpoint, the shadow economy reflects
tax incentives, institutional gaps, and insufficient digi-
tal oversight [14].

According to the macroeconomic approach,
R. Dell’Anno views the shadow economy as the invis-
ible part of total economic activity that distorts key
macroeconomic indicators, including GDP, national
income, and productivity. The author emphasises that
the main limitation of this approach lies in the im-
possibility of comparing the “true” size of the shadow
economy with estimated values, which creates uncer-
tainty and raises doubts about the accuracy of macro-
econometric models [15].

From the socio-economic perspective, L. Tiutiu-
nyk, A. Kuznetsova, and J. Spankova view the shadow
economy as a phenomenon closely linked to living
conditions and the functioning of the social sphere.
Shadow activity reduces tax revenues, weakens the fi-
nancing of social programmes, pensions, healthcare,
and education, and thus increases social vulnerability.
At the same time, it performs an adaptive function by
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generating income and employment for individuals
who cannot access the formal labour market, espe-
cially during unemployment or economic crises. Re-
search shows that regions with a high share of informal
employment tend to have lower household welfare.
Therefore, the shadow economy simultaneously wors-
ens social conditions while partially compensating for
structural labour-market problems [16].

synthesis of scholarly approaches makes it
Apossible to distinguish four main conceptual

perspectives for understanding the essence of
the shadow economy. Fig. I presents the key approach-
es to defining the shadow economy, reflecting different
theoretical frameworks and academic traditions in the
study of this phenomenon.

Each of these approaches will be examined in
greater detail below, outlining their theoretical founda-
tions, key representatives, and central ideas that shape
the understanding of the shadow economy within the
Western scholarly tradition.

1. Institutional Approach

The institutional approach views the shadow
economy as a consequence of deficiencies in formal
institutions, legal norms, and the regulatory environ-
ment. The first scholar to introduce the term informal
economy was Keith Hart in his work “Informal Income
Opportunities and Urban Employment in Ghana”
(1973), where he described informal activities as eco-
nomic practices operating outside official regulation

Institutional
Approach

Macroeconomic
Approach

Fiscal-Regulatory
Approach

Socio-Economic
Approach

but essential for the population’s survival [1]. This idea
was further developed by Hernando de Soto, particu-
larly in “The Other Path” (1989) and “The Mystery of
Capital” (2003) [5; 17]. De Soto argues that the infor-
mal sector is not merely a “shadow,” but rather a re-
sponse to excessive regulation and the inaccessibility
of property rights. In his view, the shadow economy
arises from institutional barriers that make legal entre-
preneurial activity unattainable. Thus, the core feature
of this approach is that economic activity moves out-
side the legal framework due to institutional weakness.

2. Fiscal-Regulatory Approach

This approach interprets the shadow economy as
the deliberate concealment of economic activity from
the state in order to avoid taxation, excessive regulation,
or social obligations. Its origins are often linked to the
works of Vito Tanzi, particularly his article “The Un-
derground Economy in the United States: Annual Es-
timates, 1930-1980” (IMF, 1983), in which he explains
the growth of the underground economy as a response
to rising tax burdens and regulatory pressure [18]. The
most prominent contemporary representatives of this
school are Friedrich Schneider and Dominik Enste,
who in their article “Shadow Economies: Size, Causes,
and Consequences” (Journal of Economic Literature,
2000) provided a systematic classification of the driv-
ers of shadow activity: from tax pressure and corrup-
tion to ineffective public administration [2]. In later
works, F. Schneider, A. Buehn, and C. E. Montenegro
define the shadow economy as the part of economic

* The institutional approach explains the shadow economy
as a consequence of deficiencies in legal and institutional mechanisms
that compel individuals to operate outside the formal sector

* The macroeconomic approach views the shadow economy as a factor
that distorts official macroeconomic indicators and understates
the real scale of economic activity

* The fiscal-regulatory approach interprets the shadow economy
as the deliberate concealment of activities to avoid paying taxes
or complying with excessive state regulations

* The socio-economic approach considers the shadow economy a social
adaptation mechanism to economic difficulties, providing survival
and employment opportunities for vulnerable population groups

Fig. 1. Main theoretical approaches to defining the conceptualisation of the shadow economy

Source: authors' own development.
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activity that is intentionally not reported in order to
evade taxes and regulations. The defining feature of
this approach is its emphasis on fiscal incentives and
the motivation to minimise state intervention [3].

3. Macroeconomic Approach

The macroeconomic approach views the shadow
economy as a factor that distorts official macroeco-
nomic indicators such as GDP, labour productivity,
and investment levels. Its development is associated
with the works of Edgar L. Feige, who in his article “A
Re-Examination of the Underground Economy in the
United States” (IMF Staff Papers, 1986) demonstrated
that unrecorded activity leads to substantial underes-
timation of official statistics [19]. An important contri-
bution to this field is the energy-consumption method
proposed by Maria Lacké in “Hidden Economy: An
Unknown Quantity? Comparative Analysis of Hidden
Economies in Transition Countries” (1996), which es-
timates the shadow economy by comparing electric-
ity consumption with official GDP figures [20]. This
approach focuses on how shadow economic activity
distorts the structure of national output and the real
magnitude of economic growth.

4. Socio-Economic Approach

The socio-economic approach interprets the
shadow economy as an adaptive response of society
to economic hardship, unemployment, poverty, or ex-
cessive bureaucratisation. Pioneers of this perspective,
Alejandro Portes and Manuel Castells, in their edited
volume “The Informal Economy: Studies in Advanced
and Less Developed Countries” (1989), describe the
informal sector as a component of the socio-economic
system that provides employment and income for in-
dividuals excluded from the formal labour market. In
their view, the shadow economy is not only a way to
avoid taxes but also a mechanism of survival for social-
ly vulnerable groups [21]. This interpretation is also
supported by the International Labour Organization
(ILO), which in its reports (e.g., “Women and Men in
the Informal Economy’, 2018) regards informal eco-
nomic activity as a necessary social buffer in countries
where formal employment opportunities are limited
[22]. Thus, within the socio-economic approach, the
shadow economy is seen as a social phenomenon with
a dual nature: on the one hand, a response to economic
challenges; on the other, a source of income stability
for the population.

Summarising the reviewed approaches, the
shadow economy emerges as a multidimensional phe-
nomenon whose essence is revealed through various
scholarly perspectives. The institutional approach
emphasises weaknesses in the legal environment; the
fiscal-regulatory approach explains shadow activity
as a reaction to tax pressure; the macroeconomic ap-
proach highlights its distorting effect on national indi-
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cators; and the socio-economic approach underscores
its adaptive and stabilising role for vulnerable popu-
lations. Together, these perspectives form a holistic
understanding of the shadow economy as a complex
construct that combines legal, economic, and social
dimensions. This multi-level analysis provides the
foundation for developing a more comprehensive and
conceptually consistent definition that reflects the real
place of the shadow economy in contemporary eco-
nomic processes. In essence, all approaches converge
on a common point: the shadow economy consists of
deliberately concealed economic activities that inter-
act with the formal sector while remaining outside of-
ficial state accounting.

Il. CHRONOLOGY AND SYNTHESIS
OF DEFINITIONS OF THE SHADOW ECONOMY

The challenge of defining the essence of the
shadow economy has undergone a long evolution, re-
flecting shifts in economic thought and changes in the
socio-economic environment. The diversity of theo-
retical perspectives stems from the multidimensional
nature of the phenomenon and its transformation
under the influence of globalisation, technological in-
novations, and the digitalisation of financial processes.
In this context, systematising the principal interpreta-
tions of the term “shadow economy” becomes particu-
larly important for developing a modern, conceptually
coherent definition that aligns with the realities of the
contemporary economy [23].

Stage 1. 1970s-1980s: Emergence of the Con-
ceptualisation of the Informal Sector

The first academic understanding of the shadow
economy emerged in the 1970s through the work of
British sociologist and anthropologist Keith Hart. In
his studies from 1971-1973 on the economy of Ghana,
Hart introduced the term “informal sector,” describ-
ing it as a set of economic activities occurring outside
the formal labour market and official regulation. He
emphasised that informal activity is not necessarily
illegal; rather, it often serves as an adaptive response
to excessive regulation, unemployment, or ineffective
government policy [1].

Key conclusion: at this initial stage, the shad-
ow economy was viewed primarily as a socio-labour
phenomenon that ensured population survival amid
structural imbalances.

Stage 2. 1980s-1990s: Formation of the Fis-
cal-Regulatory Approach

In the 1980s, research on the shadow economy
acquired a macroeconomic and fiscal dimension.
Significant contributions were made by E. Schneider,
A. Buehn, K. Montenegro, and P. Smith, who pio-
neered the use of econometric models (particularly
the MIMIC model) for quantifying shadow activities.
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During this period, the shadow economy began
to be understood as a part of official production of
goods and services that is deliberately concealed from
state authorities to avoid taxes, social contributions, or
administrative regulations. F. Schneider (1986), for ex-
ample, argued that hidden economic activity can reach
a substantial share of GDP and significantly distort of-
ficial statistics. P. Smith (1985) proposed a broader in-
terpretation by including not only market but also non-
market activities that remain outside national accounts
due to omission or intentional concealment [2—4].

Key conclusion: in this period, the shadow econ-
omy was conceptualised primarily as the hidden seg-
ment of economic activity that undermines fiscal dis-
cipline and affects state economic policy.

Stage 3. 1990s-2000s: Institutional and Legal
Dimension

The further evolution of the concept of the shad-
ow economy is closely associated with the works of
Hernando de Soto, who in “The Other Path” (1989)
defined it as economic activity operating outside the
formal legal and regulatory framework. He argued that
the primary causes of shadow activity are inefficiencies
within the legal system, lack of property-rights protec-
tion, excessive bureaucracy, and high barriers to en-
trepreneurial activity. Thus, the shadow economy ap-
pears not only as a violation of regulations but also as
a consequence of institutional weaknesses that hinder
lawful economic participation [5].

Key conclusion: the institutional approach shift-
ed the focus from tax evasion to the structural ineffec-
tiveness of state institutions, which fosters the expan-
sion of informal practices.

Stage 4. 2000s-2010s: National Specificity
and Post-Transformation Economies

At this stage, the issue of the shadow economy
became central in studies of transition economies, in-
cluding Ukraine. O. Baranov (2019) defined the shadow
economy as a set of unregistered economic activities
that should be subject to taxation or state regulation
[6]. Yu. Biliak (2024) emphasised its intentional nature,
noting that economic actors deliberately conceal the
scale of their activities from state authorities [7].

Key conclusion: Ukrainian scholars integrated
fiscal, institutional, and socio-economic perspectives,
highlighting national features of shadow economic
processes within a post-transition context.

Stage 5. 2020s: Digital Transformation and
New Forms of Shadow Activity

The current stage of economic development is
marked by rapid digitalisation of financial processes,
which has led to the emergence of new forms of shad-
ow activity. These include digital and crypto-financial
shadowing (use of cryptocurrencies, e-wallets, and
P2P payments), transfer-tax shadowing (manipulation
of transfer pricing and profit shifting to offshore juris-
dictions), as well as hybrid schemes that combine legal
and illegal elements within a single business process
[11]. Under these conditions, traditional approaches to
understanding the shadow economy no longer provide
sufficient analytical coverage. This creates the need for
an updated definition that reflects the digital environ-
ment, global financial linkages, and the systemic na-
ture of modern economic interactions [24].

Key conclusion: in the 21st century, the shadow
economy takes on a networked and digital structure,
extending far beyond classical forms of informal em-
ployment and fiscal evasion.

Tab. 1 presents a systematisation of the stages in
the development of theoretical views on the shadow
economy, demonstrating its evolution from a narrow
fiscal phenomenon into a complex system of parallel
financial and commodity flows that interact with the
official sector and significantly influence a country’s
economic dynamics.

ummarising the results of the analysis, it be-

comes clear that the evolution of theoretical per-

spectives on the shadow economy reflects not
only structural changes in economic processes but also
a transformation in the role of the state in economic
regulation. What was once understood as socially nec-
essary informal activity has developed into a complex,
multidimensional system encompassing fiscal, legal,
social, and digital components. Today, the shadow
economy serves as an indicator of a state’s institutional

Table 1

Evolution of the stages in the development of theoretical understandings of the shadow economy

Period Approach Characteristics Key Representatives Core Feature
1970-1980 | Socio-labour K. Hart Informal employment, population survival
i F. Schneider, A. Buehn, . . .
1980-1990 | Fiscal-regulatory K. Montenegro, P. Smith Tax evasion, hidden production
1990-2000 | Institutional-legal H. de Soto Institutional deficiencies, legal shadowing
2000-2010 | Macroeconomic and social | S.Baranov Macro-distortions, social adaptation

Source: author's own development.
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maturity, the transparency of its financial system, and
society’s ability to adapt to economic constraints. In
contemporary conditions, it increasingly functions
not as a peripheral domain but as a parallel subsystem,
integrated with the formal sector through digital and
transnational financial channels. Its study therefore re-
quires combining classical economic approaches with
digital-analytics tools, enabling a rethinking of the
“shadow” not simply as illegality, but as an alternative
form of economic visibility situated at the intersection
of formal and informal spheres.

IIl. THE EVOLUTION OF THE DEFINITION

OF THE SHADOW ECONOMY

AND THE FORMULATION OF AN UPDATED

AUTHORIAL DEFINITION THAT REFLECTS

ITS MODERN, EXPANDED MEANING

The modern stage of global economic develop-
ment is marked by deep digital transformations that
significantly change the structure of economic rela-
tions and the nature of shadow activities. As a result,
the traditional understanding of the shadow economy:
primarily associated in the 1970s-1990s with cash
transactions, informal employment, and tax evasion re-
quires substantial revision. As noted by R. Remeikiené,
L. Gasparéniené, F. G. Schneider (2018), the growth of
digital technologies has expanded the boundaries of
the shadow sector through economic activity in cyber-
space, including e-commerce, social networks, and e-
business systems, where a considerable share of trans-
actions remains outside official reporting and is not
subject to taxation. This has led to the emergence of a
so-called digital-financial form of the shadow econo-
my, within which online platforms, P2P transfers, and
the crypto-asset market operate [25].

According to the research of R. Bouri, D. Rou-
baud and others (2021), there is a statistically con-
firmed relationship between cryptocurrency trading
volumes and the scale of the shadow sector in coun-
tries with high tax burdens, indicating the emergence
of new digital channels of shadow activity [26].

At the same time, hybrid forms of the shadow
economy are developing, in which legal and illegal ac-
tivities are combined within a single business model
[27]. The digital environment, however, generates not
only new risks but also new tools for counteracting
shadow processes. Advances in blockchain analytics,
financial monitoring, big-data modelling, and algorith-
mic control systems strengthen the capacity of state in-
stitutions to detect and prevent illegal operations [28].

Thus, the evolution of the concept of the “shad-
ow economy” reflects a shift from traditional forms
of informal activity toward complex digital and trans-
national structures. A modern definition of this phe-
nomenon must take into account the digital nature of
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economic processes, new mechanisms of generating
and concealing income, and the interaction between
formal and informal segments of the global economy.

Based on the conducted theoretical analysis, as
well as the systematisation and synthesis of different
scholarly approaches, the following authorial defini-
tion of the shadow economy is proposed, reflecting
contemporary trends in digitalisation, globalisation,
and financial integration:

The shadow economy is a set of deliberately con-
cealed, informal, and partly illegal economic activities
that operate outside state accounting, regulation, and
statistical observation, aimed at obtaining economic
benefits through the avoidance of taxes, administra-
tive rules, or control, while remaining integrated with
the formal sector through financial, labour, and digital
channels.

This definition reflects the systemic, intercon-
nected, and digital nature of the modern shadow
economy. It combines classical features (income con-
cealment, avoidance of regulation) with new dimen-
sions (digitalisation, global financial flows, crypto-
assets) and can serve as a theoretical and methodologi-
cal basis for further research on de-shadowing process-
es and their impact on a country’s economic stability.

hus, the contemporary conceptualisation of
I the shadow economy extends beyond the tradi-
tional understanding of it as a sphere of hidden
or illegal financial operations. It has transformed into
a complex, multi-level system that includes both tra-
ditional and digital forms of economic activity, closely
linked to global financial flows. Digitalisation not only
expands the scale of shadow processes but also creates
new opportunities for control, transparency, and regu-
lation. The proposed definition captures the hybrid na-
ture of today’s shadow economy: combining legal and
illegal, formal and informal, material and digital ele-
ments and provides a methodological foundation for
rethinking state de-shadowing policies in the context
of the digital economy.

CONCLUSIONS AND PROSPECTS

FOR FURTHER RESEARCH IN THIS AREA

The synthesis of the research results allows us to
conclude that the shadow economy has evolved from
a socio-labour phenomenon into a complex, multi-
level system integrated into global financial and digi-
tal networks. It is no longer merely a “hidden” part of
the economy but functions as a parallel structure of
economic relations that responds to institutional, fis-
cal, and technological challenges. Today, the shadow
sector reflects the level of institutional trust, the ef-
fectiveness of public governance, and society’s ability
to adapt to digital transformation. The definition pro-
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posed in this study captures the essential transforma-
tion of the phenomenon — from simple tax evasion to
a complex system of hidden, informal, and partly legal
processes that interact with the official sector through
financial, labour, and digital channels. This approach
makes it possible to view the shadow economy not
only as a disruptive factor but also as an indicator of
institutional distortions and a potential area for rein-
tegration through de-shadowing policies. The formu-
lated definition is not merely a terminological refine-
ment; it represents a new methodological framework
that incorporates digitalisation, globalisation, and the
networked interdependence of economic processes. It
provides a conceptual basis for rethinking state poli-
cy: from punitive control to systemic management of
transparency, digital data, and tax incentives. Thus,
the modern understanding of the shadow economy
opens opportunities not only for measurement but
also for its institutional “return from the shadows;
transforming hidden activity into a resource for eco-
nomic growth and innovative development.

Further research on the conceptualisation of the
shadow economy will focus on refining its definition in
light of technological transformations that simultane-
ously stimulate economic development and generate
new forms of shadow activity. Increasing attention is
expected to be directed toward digital segments of the
shadow economy, which will require the use of more
advanced analytical methods, including big data tools
and artificial intelligence algorithms. u
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