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> Abstract <

The effects of private economic activities on public
economic sectors in North Korea

Cho, Han-Bum, Lim, Kang-Taeg et al.

Among the various trends derived from expanded market
activities in North Korea, there are largely two areas we need
to focus on. First, economic entities in the private sector are
directly and indirectly influencing the state’s economy through
their profit-making activities. Second, the state-run economy
is taking part in market economic activities in diverse ways.
These two phenomena are closed intertwined and appears to
be further expanding the scope of market activities through
close inter-cooperative relations. This study focuses on
private economic activities in order to analyze what market
activities outside the economic plan of the North Korean
authority, especially private economic activities, are influencing
public economic sectors.

The most significant positive effect that North Korea's
private economic activities have on public economic sectors is
the financial effect. In other words, the economic surplus
created by private economic activities are being absorbed into
the state’s budget and state-run organizations and companies
in the forms of taxes and quasi-taxes. Private sector services
such as markets and transportation services contribute in
adding financial revenue for local governments by form of the
‘local tax.” Market operation tax is the main source of district
level offices’ budget. It also creates the indirect effect of
reducing government expenditure because the people can
purchase consumer goods and services on their own through

XViil



private economic activities. The development of markets and
private services has also boosted people’s income, giving just
cause for the government to levy various quasi-taxes.

However, North Korea's private economic activities are not
entirely healthy for its public economic sectors. The private
economy entails appropriation and abstraction of raw
materials, facilities and energy (electric power, oil, coal, etc)
from the public economy, thereby downsizing the public
economic sectors investment, production capabilities, and
operations.

Keywords: North Korean Economy, Private Economic Activity,
Economy in the Public Sector, Monetary Effect,
Marketization
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Adet 42 9 A0l AHolA & 2ulE E50i9} vvdE-E st
ANoH, FAAFAFEL FR/et &R ARlSo] Aotsta iy, Fafgt
5 AR5 ooiA JEsHA FAEIL ISt WEo] HlFAREe S5 T4
20| g50] e el d8olehl QLokAE Holek. Lot ojie] o
2 kol Ui A3 SS9k gl the Zlo2 Belth =, Jhdst
RN WIS AT B mEAATE] AL ] ol 3
T S B{3 AGF Leol HZARE Y] &858 FE5 Ut 3l Zo|th
olof wjz} De Sato= AFEA W4l %7HAY 338 Slista 7147t B4
EE=97] A k2o o 7J+a 47t dekx Fgstar qich
'® Ted Henken, “Entrepreneurship, Informality, and the Second Economy:
Cuba’s Underground Economy in Comparative Perspective,” p. 365.
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FE Ato]9] Aol Hla A vefsiAl ATE AL Sl "otzEzt A
& BolA AN T A AT A gt AlAR
= E&5 EuA} gt

HotZ 753l AW<EH]23(South Africa Reserve Bank)ollA]
Al BAZE0] F7HEAl A= 71of%t BlEE AT A
=29, H]5A] BAZES] 277t GDPY S710l Hi=F 7% Ak 719
= ZAog 24351 9tk 2 uhHo] Budlender et al(2001)2 Bl&

H]Z-
=

i)

ol
T

) Altman Miriam, Formal-Informal Economy Linkages (Cape Town: Human
Sciences Research Council, 2008), p. 15. ‘otz g|7}dul23)of| A= 71A419] A}
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4 29] BAZEo] GDP 37191 71ofshe vl8-2 8~10%= FAst
7% ghet2d

B O-1 > dormelrlgstaol s ugal 449 B 3o

gt 7]of&
Industry Informal | Total | Informal as % of total
Mining 89 44,186 0.2
Manufacturing 4,782 135,952 35
Construction 3,893 21,263 18.3
Trade 25,019 95,159 26.3
Transport 3,31 71,340 46
Business services 8,967 141,928 6.3
Community services 3,801 21,19 18.0

Source: Budlender et a/ (2001), p. 38.

&4 Valodia Imraan and Devey R, “Formal-informal economy linkages: What
implications for poverty in South Africa?,” Law Democracy & Development,
Vol. 14 (2010), p. 139.

29 D, Budlender, P. Buwembo, N. Chobokoane and N. Shabalala, “The Informal
Economy: Statistical Data and Research Findings Country case study:
South Africa,” Paper produced for Women in Informal Employment
Globalising and Organising, 2001, p. 38. Richard Devey, Caroline Skinner
and Imraan Valodia, “Second Best? Trends and Linkages in the Informal
Economy in South Africa,” Paper produced for Accelerated and Shared
Growth in South Africa: Determinants, Constraints and Opportunities 18~20
October 2006, p. 9914 AL, <http://citeseerx.ist.psu.edu/viewdoc/
download?doi=10.1.1.562.67067&rep=rep1&type=pdf). (M L: 2016.8.27.).
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B -2 > dotmajzlgalZola ulza] AxREe] At %

Total Total Informal

Total 1 tomal | informal | @ % Of | % of
DrOdUCtlon production | production pro?l}(?'ilon informal
Agriculture 0503 2066 2878 9.4 5.7
Mining 5138 51277 8] 0.2 0.2
Manufacturing | 2%6.782| 230380 6,402 27 127
Electricity,
i %6551 2655 0 0.0 0.0
Construction 507 21839 178 218 154
Trade 100056 83460 16,59 166 3.0
Transport 6695 43659 3037 6.5 6.0
Finance 7065 60605 10,440 107 207
Other 28| 29689 315 96 6.3
Total 631431 581084 50347 80 1000

Source: Naidoo et al (2004).

EA: bid, p. 139.

HhAo|, Alste} o]'g of2]7HSub-Saharan Africa) A9 <] 7]
£ &9 ¥l Asf glon, o] A HojA= HlFAFE] A
g0l 55| 8% 7|52 $HSIL SlojA HIFAAFAREO
GDPOl| 7]ofsk= H]&°] 50% oldell &% Aozt FHAT}E 9l
T}.29 wheka] Bl AR A Q] BAZEEO] TAFAIEE u]XE=
FF2 g 77 At A G FAAAAA ] EF 5ol
wteba] chefet Feiz UERd Aoz wetE

2 Roseline Misati, The Role of the Informal Sector in Investment in Sub-
Saharan Africa (Nairobi : Kenya Institute for Public Policy Research and
Analysis, 2007), p. 2. <http://citeseerx.ist.psu.edu/viewdoc/download?doi
=10.1.1.630.2196&rep=rep1&type=pdf). (AAL: 2016.8.27.).
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“V-Goods and the Role of Urban Informal

Sector in Development,” Economic Development and Cultural Change, Vol. 47,

no. 2, pp. 259~288.
30 Martha Alter Chen, “Rethinking the Informal Economy: Linkages with the

Aol
Z(Dualism), T-ZF9(Structuralism),

2|59 (Legalism) 5ol ZA%1d],
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22~28, 2010, Paper Prepared for the 31" General Conference of

The International Association for Research in Income and Wealth. pp. 7~8.

<¢http://www.iariw.org/papers/2010/3indrajit.pdf).
Formal Economy and the Formal Regulatory Environment,” DESA(Department

Sectors’ Relationship: A Study of India,” St. Gallen, Switzerland, August
of Economic & Social Affairs) working Paper No. 46 (2007.7.), pp. 3~11.
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9] 3J*Hinformal enterprises and formal firms) Afo

H 52 717 SA1 R At 2F QAIE olsist] flsiAl Sasttt
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3 Jhid., pp. 6~9.

Il. O|2X H&

<



>

r&"

The SJuofA)e] EAE Ad 34 SAtet A& AHlAs
ot @ sHtEi(sub-sectors): B2 BF-4] 7IFECIL AHA
e AT AuAS YAbekal 49 shRdeleta &
et wehe BTt o] sHRERe] EHA] FAES A
FholA HIEQZE FAstaL AUt 023t HIEYZolx
%%X}O]XP aH|AEEA Aol 1‘01 OPE} 74?413}% =2

=1
riok

_Orll‘
ot
2,

O

N
o,
%
i

-

:L
LI
5

LT
o

Mo lo P~ J
N
i

K}
Hu
X
T
)
ool
&
K

5E.

(o]
N
2
)
L
ol
411
o;
1
N

N
o
o
X
rhr
i)
@)
N

H
=
1o
i
H
N
A
o)
i
X,
i)
=)
i‘f
_IZ’L
_‘T
;
=
o
>,
o rlr
N
e

o] 11 A% TH Eh:} ﬁo"_]'”q H|ZA R 7| dE2 53] AR
FE2olA FAREY 714ET AAEAE 8T 7FeAdol =0 11
Ut o]= Alo|9] A BAl= dA5HA] o, o|2gt WA= A
of et th2A yepdth &4 HH|, &5, 14 53 22 AH| A9
Sa°lghs SHA = HFA o] SAF T AAE=
% 7Fsdol ¥ ol & & ok

=4, vl54] =542t 54 7]A(informal workers and formal
firm) Afo]] ATTAA R, U¥EHR] “1-83 A (employment relation-
ship) oA AFAAEY] F-F= AYEth E3F § B2 = 5AE0]
HAog FRlojy BHeE WA Xl “ﬂoﬂ At ==dl ol=
ot Z2 olfollA ZIQ1E @ 9 AlE(disguised): A
BAE o5t AR IE8HA R ot Foltt. @ BS54
(ambiguous): X2 9rE E-g5to] 1-8AL AAZ EA5H=A] 94
AHA THET @ E88/3(not clearly defined): 1-88A= &4

r l

n* ox, rz

3}

SRI0M AERIES0| SHERRR0 DIRfs 3% 24



2] Heks

83| 2

=0 °

o=

Aol wat

|
.

27} oz}

th &

L ol Gofelol &
A7t 8134 YFeFATt ApEH O Mg

852}

ar

ol
S

Zoltt.

1SN
-

= AldEE 87 Sl

A]
sl

AR E S g o

I -3

i)
Klo

(aH|ot 2o EH)

tofl 7104
S

o~ T
K0 o
od — __H.oH._

q

—

==
DS
(=}

F

|
=
o
L]

ol

E_E S
~

[¢)
B K

APEN

ol At 2

i)

= X
=2 O

»

Liberalization, Informal Sector and Formal-Informal
Sectors Relationship: A Study of India’; Gustav Ranis and Frances Stewart,

“

“V-Goods and the Role of Urban Informal Sector in Development”; Martha
Alter Chen, Rethinking the Informal Economy: Linkages with the Formal

Economy and the Formal Regulatory Environment

A Indrajit Biragya,

=
=

<

Il. O|2X H&



(Lh AEZHEE SHGHIE0l et ggu 24
Schneider and Enste(2002)+=, | 0] H&4F20] A& 2
2 Z76HL Q= @/dol F=5HAA, vleA R AXFAA at
£ Y| 72 &5k Ut vijE §3NKallocation effects), &8 &3t
(distribution effects), g3} & 3K stabilization effects), 123l A
A G3Hfiscal effects) 50| 2Ao]ct vjE 3K allocation effects)
+ AHHHES] 3E84E SUAIZIE BYE Quths AR, AJ4t]
29] F7HAR1 T2 glo] F Ak ST7HIZIAY At A B
TAAZ7IHAE o] Adt 5Ae FAES AR EHN A7 HAA Y
EXeES A BIE AR of7|oA= siE Rt A
She AR ¥ 77T AAEHL QU3 @ AAHEAAA A2 AAL:
=0 A= Bl ° 2A

=

ek 4= 9ik. E A 9] SeiAo] FA5R e Hl3 AR R
A ¥ 7] iR griEoz AUe) Sade o W vy Bk
Aok, @ wEHEAAL] A4 oS BoHA G182 A
24 A8)E 3L 7T @ 448 43k 270 BES dope
SoiREe] A4 AL e FU5H Tk @ SAg A0) B8
ROz BA4g AU U FAOR AGHLh © H4 24
BB AR A AU Sushed] Bast FAe Fhde
H o

3 Friedrich Schneider and Dominic H. Enste, 7he Shadow Economy (Cambridge:
Cambridge University Press, 2002). Karl Magnus Fllinggard, “Informality and
Development,” (Thesis presented for the degree of Master of Economic

Theory and Econometrics, Department of Economics, University of Oslo,
2007), p. 299014 AL
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Unit of Dec. July. June,
FUalLs: measure ek ‘ 1991 ‘ 1 ng ‘ 1993
Rice 1 1b. 1 5 10 17 17
Black beans| 1 Ib. 15 8 10 13 8.66
Malanga 1 1b. 1 3 4 6 6
Banana | One unit 0.6 1 1 5
Pork 1 1b. 35 16 25 35 10
Chicken | One unit 8 30 80 100 22.5
Eggs One unit 15 .50 1.5 5 33.33
Bread One unit .05 .25 15 2 40
Beer One unit 1 5 10 25 25
Soap One unit 1 8 10 40 40
Detergent 1 1b. 1 10 20 IB) IB)
Cigarettes | One box 1.6 10 8 8 5
Average 1 5.03 9.61 25

Sources: ICIODI 1989 and 1991, INIE 1992 and 1993.
£X4]: Agnes Martha Wierzbicki, “The Cuban Black Market,” p. 36.
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%) Jorge F. Pérez-Lopez, Cuba’s Second FEconomy: From Behind the Scenes to
Center Stage (New Brunswick, New Jersey: Transaction Books, 1995), p. 165.
o] #(pp. 166~168)01= THAlo] S8 1177] A1 F=o] TAH o= 275
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Wierzbicki, “The Cuban Black Market,” p. 309.
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7 g, P 0] 250045 2351 Qpolof Bk, woF 2 9ol 23
o] "H°H A3t H&9] A5AE EHOIES 512l Ut Jorge F. Pérez-Lopez,
Cuba’s Second Fconomy: From Behind the Scenes to Center Stage, pp. 93~%.
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Effective Tax Rates

Micro-Enterprise Sector |

May Exceed 100% of
Net Income

Joint Ventures

30% of Net Income
[50% for mining and
petroleum]

Effective Tax Base

90% of Gross Income :
[Maximum of 10%
allowable deduction for
production costs. ]

Net Income after
Deduction of Total
Procuction Costs

Deductibility of
Investment

Not Deductible from
Taxable Income

Fully Deductible from
Taxable Income

Lump-Sum Taxation

Up-Front “Cuota Fija"
Tax Payments Necessary

None

Rebates for Tax

No Rebates for Tax

Not Applicable

Overpayment Overpayment
Tax “Holidays” No Yes
Profit Expatriation No Yes

Z3A: Archibald R. M. Ritter,

“Cuba’s Underground Economy,” p. 21.

(3) AHZBAIZS ] Fat Al vlRlE avk At AYD/7
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Fu} gste] el st X
gk ohjet Q5] BT FYH GT
w3 9Tk HHAht ARelE AT E Aol

WA = AT GEs] o
| ek Aol

opl AR E
o Hdlg F

Hashed] 7100
32 U3 A0 Bk
59l 45

8 Jorge F. Pérez-Lopez, Cuba’s Second Economy: From Behind the Scenes
to Center Stage, p. 183.
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(1) 28AA N APZ2ET AdA e 54

A AR A A stofl A AFEES AR RSk A
AlQJstals AsHEAY EA= HolFal AU ARR]FoJA| Ao A
A5k Al(underground economy)= A2 A(second economy),
H] &4 F A (unofficial economy), B3P A" (parallel market), 13
A7 A|(shadow economy), S| A A|(gray economy) 5 th3st §
Hoz Bz on 8 AFEnic} oFzte] £4 Ajo]7t QAT fj2=
S8 AREE7I = Bt

A FAEA slolAE Q19 HFA] AA, 22 Al(second
economy)7F EASIFL, of2] HoA E/gstE]7]% g A0 R Bt
I ek A" A HIZA] BAIRES AMY-oldd o2 AjehA] gk
Aoz <l ]ﬂ 7] ‘Iﬂl'i— ] JAH oz HHEHA G A= B
gy 2ok SRS 24 sdE

[¢]
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) G. Grossman, ‘The second economy of the “USSR’,” Problems of communism,
Vol. 26, no. 5 (1977), p. 25; S. Glinkina, “The shadow economy in
contemporary Russia,” Russian politics and law, Vol. 34, no. 2 (1996), pp.
46~70; T. Kopsaruna, TeHeBas bKOKHOMUKA: AHAJIM3 OILEHKA IIPOTHO3BI,
Borpochk! sxoHoMuKH, No 3, (Mocksa, 1993). B. H. Kazaunes, “UacTHUK
B chepe 6bITOBOr0 06¢cIryxuBannsg, COLIMC, No 11, (Mocksa, 1993). A. B.
KpbuioBa, JlabupaHTax TeHeBOH SKOHOMHKH, 1IpeanpHuMaresib, No 12, (M

ockBa: 1992).
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9% Serge L. Levitsky, “The Restructuring of Perestroika: Pragmatism and
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199 Mazat Numa and Franklin Serrano, “An analysis of the Soviet economic
growth from the 1950’s to the collapse of USSR,” pp. 27~28.

10 Serge L. Levitsky, “The Restructuring of Perestroika: Pragmatism and
Ideology (The Preamble to the Soviet Constitution of 1977 Revisited),” p. 233.
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5= st Add, 794, A8AE 52 Zofoll digt e,
WA, Az AAAAL 15, A ZAIAH SATAA A
0% AL AR 2] A Fo| Lol Eet LR PR
7t ARES ARSE Howﬂ IHEe SN AFHH BEE, 3
AH_E-ﬁ &8} LSS A LEAE 745ES TN
A, B =BASOA RS 2GS A B
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gl 4 AES 4AS ABIHE A Folgn F 4 Yok
A A
AAS A WFOR AARUS ABAY & Atk e
Bojxglow, A8 A 7Hs S 7kt AR AR Fa
97199] AYAEo] WAL v L o] §otel 145 &0l
AR BARS A0 BekEch, I9E DT ARG ot
AR HZ0E 08 LA Utk F97)Y BIASL 2

A74E0 Bt 7HE 02 whfjsie] 42912 &= Yol BIvisHA #A= ]t &
Tk, AR A27BA,” TEAlotAs A2d, (A€ A& 2AlobAt4A, 1992),
p. 151(pp. 141~175).

12 1987 6¥ 1EHIZR L= 7]E0] /HEAET o AEAQ] kS AHEHst7] A
JAE SL9N93] AL YE astgion, o] A oA £elo] FxskaLRt o}
£ NEete 2L AAskGich

"3 Bruce L. Ottley and Younghee Jin, “Liaiblity for Defective Products in the Soviet

Union: Socialist Law Versus Soviet Reality,” Northwestern Journal of
International Law & Business, Vol. 8, Issue 3 Winter (1988), p. 658(pp. 640~665).
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¥o] $97145Y A2 AL B 2XE HotwA, FEEY
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o) 7R Do 19874 ol F971450] Al 19E
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G817k AH%I%O] B, AF nEvtmne] FAEe

Gt = FAEONA H? A 7138 AlZstuA gl H o =

#Holl= IA AFHA £ Aor HIPA =AY
neEnEze] gl AAAHolek ZHolA FAH oS

A7) ehegchs oA
A= Ao AR
Al A7 A2oA S8
AREE 7] /\lz}iﬂ%ﬂ], ol= AAITE ARAEAL] 27HAR FoIENS
< oujgttty & 4= ok 19909 HE A" A% Al (regulated
market economy) 2= 8017} FA A o0& ALREY] AIZHEY|, o]
£ ARFH P Wokgols B4 Hwaka o 4 gk oilo]
Este] 2 g Aol Sl ALgE)] A1
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o
)
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19 Q] QERE A, olge-au] §7, FEINlole] Aol HH,, pp. 103104
18 Richard D. Cudahy, ‘“From Socialism to Capitalism: A Winding Road,”
Chicago Journal of International Law; Vol. 11, no. 1 (2010), p. 46(pp. 39~65).
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18 Valeriy M. Rutgaizer, “2. Sizing Up the Shadow Economy: Review and
Analysis of Soviet Estimates,” The Shadow Economy in the USSR, Berkeley-
Duke Occasional Papers on the Second Economy in the USSR, Paper No.
34, February 1992, p. 39. <https://www.ucis.pitt.edu/nceeer/1992-900
-03-Rutgaizer.pdf). (AAY: 2016.8.15.).
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What is the main reason behind problems facing the country today?
(percent of total; total exceeds 100)

1. mafia and organized crime 5]
2. mistakes of the leadership a7
3. technological backwardness of industry 36
4. thievery 30
5. bureaucratic red tape 29
6. lack of incentives for good work 26
7. corruption 25
8. a drop in the number of decent and honest people 20
9. low professional standards 19
10. egalitarian philosophy stifles initiative 17
11. exodus of highly-qualified people from this country 16
12. moral degeneration, the cult of sex and pornography 14
13. disregard of the needs of ethnic minorities 13
14. decline of religious values 12

15. subversive activities by secret enemies 11
16. decline of traditions 11
17. legacy of Stalinism 8
18. dissemination of free-market theories, pluralism and freedom of 1
ownership
19. Shift away from socialist principles 5
20. policies of imperialist countries 1
21. Other reasons 2
22. no opinion 5

£X4]: Valeriy M. Rutgaizer, “2. Sizing Up the Shadow Economy: Review and
Analysis of Soviet Estimates,” p. 44.
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Who do you think lives a live of plenty in the USSR?

(percent of total; exceeds 100)

1. crooks and “speculators” 65
2. Party and government apparatchiks 45
3. employees of c0-0ps K
4. those who emigrate from the USSR 13
5. foreigners 8
6. those who want to and can work well T
1. private entrepreneurs 6
8. others 1
9. no opinion 6

EA: Ibid, p. 45.
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2 Folots Ao FoHA A 5 e iloletal stk Aoz
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FAES A" 5 HHAHE Ev 9 & 2 & S Aeole A4
o] ZetEo] Uk, ofet st F7HAQ AEE AASIAH. A
A E2 Aew) A2 =2 A" 5 e 22 2oF7] 4
7iRlo] A Aol Ak FHfjst=S sk Algo] Hiishs F4ae
7F JsUTh Al ofet Tl U7 ke AEe dR

3 kil
ot oo sl SHA T 3Hd(Yes)l 36, HI(No)7} 35, F-&E°I
290|iet. Rt} Z/go] A 9] Hlsket vlF2 ARl Q= Aol
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Which of the following judgements about illegal income would you
subscribe to?

1. Many problems cannot be solved legally so one has to employ 54
illegal means, which is where illegal “left” incomes come from

2. There is often nothing improper about receiving illegal (“left”) 6
income

3. illegal (“left”) incomes and furthering them are unacceptable 26

4. no opinion 14

=2 [bid, p. 47.
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Public opinion regarding various kinds of income from

the shadow economy (percent of the total, omitting “no

opinion” answers) Not

Condemned Cndm'd

1. Prostitution 0 10

2. Cheating customers in retail outlets 88 12

3. Resale of agricultural produce at kolkhoz markets at 86 14
higher prices “Speculation”

4. “Speculation” 82 18

5. Bribes, gifts to officials 18 2?2

6. Resale of foreign-made goods purchased from 69 3
foreigners

1. Extra pay for scarce commodities and services 68 K7

8. Gifts and side payments to medical doctors, nurses, 57 43
teachers in state-owned institutions

9. Use of a government-owned car for personal gain 56 44

10. Theft from place of work 48 52

11. Tips 48 52

EA: Ibid,, p. 47.

ATAFES EE) GelAE 4s] weHolddrt. ol
53} AdE PAHIN Y AAFFNE HrkE ARZGE Holx
OFeth 38 okE HRRH AR B4 WA 25h] ]
WaRE FAE Y9 kA 2 HAE oh ek IS 914
o] Zlo] ¥t&Ql7] W&l AL=R Kl E3JF 72 ‘HE(gifts, B
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(Hh &2 5. 2% AS0| H(wide presence)st 0|R=?

Public Opinion on the Reasons for the Wide Presence of lllegal

Incomes

1. pervasive shortages of goods and services, the need to break 51
the law in order to obtain them

2. loose administrative controls and record-keeping 21

3. dishonesty of officials 23

4. ineffective law-enforcement 18

5. imperfect laws, lenient punishment for black-marketeering 18

6. public tolerance of ill-gotten gains 17

1. insufficient publicity in regard to efforts to combat the black 12
market

EA: [bid, p. 49.

5
S0l €2 27l A Bt AlQlolA €71 Aol ¢ W=l &

"8 Valeriy M. Rutgaizer, “2. Sizing Up the Shadow Economy: Review and
Analysis of Soviet Estimates,” p. 48.
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