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Introduction

Summary

Euromonitor Business Consulting Services and the
International Tax and Investment Center (ITIC) joined
together to organize the second International Conference
on the Shadow Economy and Taxation to discuss the issues
raised for tax and customs administrations and how best to
tackle the problems.

Welcome Remarks,
Objectives

The conference included speakers from the OECD, WCO,
Interpol, Europol, Romanian Customs, Romanian Police,
U.S. State Department, and HM Revenue and Customs, as
well as prominent academics and representatives from the
private sector. 75 delegates from 19 countries, primarily
government officials, came to hear findings from the latest
academic research on the shadow economy and illegal
trade and a wide range of perspectives about the impact of
the shadow economy and illegal trade and how to tackle
both. Delegates were treated to stimulating suggestions
from experts in academia and practical advice from
administrators and operational experts.
Delegates were welcomed
to the opening dinner on 22
April by Mr. Daniel Witt,
ITIC President; Ms. Cristina
Vasiliou,
Euromonitor
Business Consulting Services
President; and by co-chairs
Mr. Adrian Videanu, Deputy
Director, General Customs
Directorate, National Agency
of Fiscal Administration of Romania; and Mrs. Elizabeth
Allen.

Introduction

and

Mr. Videanu and Mrs. Allen welcomed all delegates. Mrs.
Allen explained the outline of the program and referred
delegates to the conference objectives:
•

Consider the findings of the OECD Task Force on
Illicit Trade

•

Receive information from renowned academics
about links between the shadow economy, tax fraud/
smuggling, criminal and terrorist organizations and
taxpayer behaviors

•

Consider the nature, size, extent and range of
implications of the shadow economy and illegal
trade in the Eastern European region

•

Learn from officials in customs and enforcement
organizations and from the private sector about
trends in illegal trade, tax fraud and smuggling, and
the latest enforcement successes and good practices

•

Consider policy and strategic options to enable
administrations to improve revenues through
reducing the shadow economy and illegal trade

•

Strengthen international cooperation to fight
fraudsters and international criminal and terrorist
organizations that obtain their funds through illegal
trade.
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businesses and illegal trade in any product or service
whose profitability can be enhanced by avoiding
regulations. He stressed the importance of measuring both
the shadow economy and the illegal trade that fuels it.
Professor Savona explained indirect and direct methods
of measuring the shadow economy. The shadow economy
undermines the quality and productivity of work and
adversely affects social cohesion through lost tax revenues,
distortion of competition and inefficiencies. Illegal trade
distorts markets, favors short-term profits and contributes
to the increase of transnational criminal organizations.

An Academic Overview of the Shadow
Economy and Illegal Trade
Professor Colin Williams
of the University of Sheffield
Management
School,
UK, talked about tackling
undeclared work. He defined
undeclared work as “Any
paid activities that are lawful
as regards their nature but
not declared to the public
authorities.” He provided
examples and took delegates through the advantages
and disadvantages of undeclared economic activity and
explained a range of policy options to tackle it. These
were negative reinforcements (i.e., punishments), positive
reinforcements (i.e., rewards) and a combination of reward
and punishment.
Professor Williams explained the current policy approaches
in Europe where national stakeholders ranked deterrence as
the most effective measure. Professor Williams concluded
that we have little understanding of the effectiveness of
current policy measures and referred delegates to EU
“Knowledge Bank.”
Professor Williams recommended evaluating policy
measures using common units of evaluation (e.g., return/
cost ratio) in order to understand which policy measures,
sequences and combinations of policy measures are the
most effective in different contexts.
Professor Ernesto
Savona,
Director of Transcrime and
Professor of Criminology at the
Catholic University of Milan,
defined the Shadow Economy
as including undeclared work
and under-reported income of

Professor Savona recommended clarifying the links
between revenue and expenditures by increasing the
transparency of tax policy making, modernizing tax
administration procedures, simplifying labor market
regulations, and removing loopholes in taxation and
regulation.

The Shadow Economy: Nature and Extent in
Romania
Mr. Dorel Fronea, former Head
of the Customs Authority of
Romania, identified the causes
of the shadow economy as a
combination of excessive taxes,
excessive
and
unpredictable
regulations, weak government
capability to enforce compliance,
inadequate law enforcement
measures, lack of institutional cooperation, and corruption.
According to estimates of all the European countries,
over the last three years Romania has had the second
highest shadow economy, topped only by Bulgaria. It
has an extensive border -- some of which is with other
EU countries such as Hungary and Bulgaria, but most of
which is an external EU border.
Mr. Fronea recounted the Romanian experience in tackling
illegal trade in cigarettes by the Romanian Customs
Authority. Through a number of measures, Romanian
Customs reduced the level of illegal trade in cigarettes
from 36.3% in January 2010 to 11.8% in July 2013.
However, the subsequent re-organization of the Fiscal
Administration (and abolishment of the National Customs
Authority) hindered the implementation of an integrated
strategy to tackle illegal trade. Combined with excessive
taxes and unpredictable fiscal regulation, this led to an
increase in illegal trade in cigarettes to 19.2% in January
2015.
Mr. Fronea recommended the creation of an institution
such as a National Antifraud and Customs Authority
to be independent of political influence. He envisaged
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creation of a Task Force Group to develop and oversee
a comprehensive national strategy to fight the shadow
economy with clear, simple legislation. He proposed
reducing illegal trade through an integrated strategy with a
Task Force Group comprising OLAF, WCO, EUROPOL,
INTERPOL, FRONTEX, SELEC, EUBAM, the EU
countries in the region, and representatives from business
and law enforcement. He suggested creating a Border
Integrated Information Centre and, perhaps, a coordinated
EU Border Force to replace national customs authorities.

“I would like to thank you again for the
opportunity to be a speaker at this conference and
to congratulate you for such a good event. It was
a great honor and a privilege to be part at this
conference and to have such fruitful discussions
with the participants.”- Mr. Dorel Fronea

Shedding light on the interactions between
the Romanian shadow economy and the
main economic impacts
Ms. Andreea Paul, Lecturer at the
Bucharest University of Economic
Studies and a Member of the
Romanian Parliament, pointed
out that the Romanian shadow
economy has decreased from
around 40% of GDP in 2000 to
28% in 2013, where it remains.
Ms. Paul presented delegates with
charts illustrating the six main economic impacts of the
shadow economy:
•

A decline of 1% in the official economy increases
the size of the Romanian shadow economy by about
0.6%.

•

A sudden increase of 1% in unemployment rates
increases the shadow economy by 1% of GDP then
by 1.5% in the following two quarters.

•

A sudden increase of 1% in foreign direct investment
in Romania decreases the shadow economy by
0.15% in GDP at the end of the 3rd quarter.

•

A decline of 1% in the shadow economy increases
the exports of goods and services by 0.43%.

•

A decline of 1% in the shadow economy increases
industry production by about 0.9%.

•

A decline of 1% in the shadow economy results in
increasing the length of motorways in Romania by
about 1.4%.
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The Illegal Trade in Alcohol and Tobacco
Products and How to Tackle it
Mrs. Elizabeth Allen, ITIC
Program Advisor and author of
ITIC publication “The Illicit Trade
in Tobacco Products and How to
Tackle It,” presented an outline
of the booklet. She described the
nature and extent of the illegal
global trade in both products, identifying the key drivers
and facilitators and describing ways to estimate its extent.
Based on successful reduction of illegal trade by the UK in
particular, she emphasized the importance of developing a
comprehensive coordinated approach to reducing illegal
trade.
Reducing the supply of illegal goods requires robust and
coordinated enforcement across national and international
agencies. International cooperation between customs and
revenue authorities around the world is essential. Issues
need to be addressed on a global basis such as the lack of
controls in Free Trade Zones and the use of key inputs in
identifying illegal production.
Raising public awareness of the implications of purchasing
illegal goods and reducing demand is another vital part of
the solution.
Mrs. Allen recommended modest tax increases in line
with affordability, improved excise training and awareness
for officials, zero tolerance of corruption, targeting key
inputs, improved customs controls of Free Trade Zones,
improved supply chain controls, building strong national
and international partnerships, and tackling demand with
research, education and an awareness program.

The impact of regulation on illegal trade in
tobacco products
Mr. Daniel Witt, ITIC President,
cited tax shocks and sustained
high rates of tax as a key driver for
illegal trade in tobacco products.
This happens when tax is increased
without regard for affordability or
for the prices of the same goods in
neighboring countries.
He added that regulation may have unintended
consequences. For example, display bans have been found
to encourage former compliant retailers to deal in illegal as
well as legal goods, supplying the illegal goods “under the
counter” to regular customers. The trend toward increasing
restrictions on contents and flavors might push consumers
to go to the illegal market.
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Finally, there is the trend towards standardized or plain
packaging. Mr. Witt mentioned the KPMG report,
according to which the share of illegal trade of total
consumption has grown from 11.5% to 14.5% since plain
packaging was introduced in Australia. The jury is still out,
but logic suggests that plain packaging will make it easier
for illegal products to be distributed inland. Would “illegal
whites” become normalized over time, as consumers no
longer know which brands are legal as a result of years of
advertising and display bans? Would the consumers of the
future just assume that “illegal whites” are just new brands
in the legitimate marketplace?

types of illegal trade. Information on good practices and
successes in reducing illegal trade from around the world
are also welcomed.

Mr. Witt concluded by reminding delegates with the
example of prohibition in the US that policies developed
with the best of intentions may not always produce the
benefits envisaged.

Panel Discussion

“I want to thank you for the wonderful
opportunity you provided for OECD to speak
at the ITIC event in Bucharest. It was truly a
pleasure. I found several of the presentations
to be extremely informative, and…you did an
excellent job bringing together a very good line
up of speakers.” - Mr. Jack Radisch

OECD Task Force on Charting Illicit Trade
Mr. Jack Radisch, OECD
Secretariat Program Manager
for the OECD High Level Risk
Forum, presented the expert
findings of the OECD Task Force
that involves over 100 experts.
Against the background of the
trend in world trade volume and
global exports, Jack spoke first
about illegal trade in alcohol. A recent UK estimate of
revenue losses related to alcohol products provides a
minimum of between £1.3 billion and £2.4 billion for
the UK alone, with serious health implications for some
consumers of illegal products. The estimated proceeds of
the illegal trade in tobacco products in 2013 for the EU
indicated that illegal traders in France, Germany and the
UK made the highest profits.
Mr. Radisch provided information on homicide rates in
Central America, the relationship between match rigging
and sports betting, and money laundering. He turned
then to the complex and changing routes used for global
trafficking of cocaine and opiates and then for human
traffic flows. In highlighting the loss of 100,000 elephants
poached in three years in Africa he then showed the
changing routes for large-scale smuggling of ivory as
indicated by analysis of seizures.
Finally, he explained that the methodology adopted
by the OECD for the quantitative assessment of trade
in counterfeits excluded domestically produced and
consumed counterfeits and other types of illegal trade.
The OECD Task Force work is ongoing, and there remains
scope for input from reliable sources both of quantitative
data on types of illegal trade, information about the nature,
extent and routes used, and links between the different

Mr. David Luna, Senior Director,
National Security and Diplomacy,
Bureau of International Narcotics
and Law Enforcement Affairs, U.S.
Department of State, moderated
the discussion. He highlighted that
the extent of illegal financial flows is estimated at $6.6
trillion a year, with proven links between illegal trade and
both organized crime and terrorist groups – for example,
there is evidence that oil and tobacco smuggling had
provided significant finance to ISIS and that illegal oil
has financed much of Boko Haram’s activities. Wherever
government is fragile, criminals and terrorists will look to
profit.
Mr. Luna urged delegates to pay attention to illegal trade
and follow the financial flows as long-term solutions are
sought through strengthened government institutions and
economic development.
Mr. Michael Brackenborough of
JTI asked about the drivers behind
tax increases – declining tax revenues
or to reduce smoking incidence.
Whatever is the case, this leads to
increasing funds for criminals and
terrorists. He saw a need for much
closer linkage between the health,
fiscal and security agendas with
more fact-based discussions and
policies. Panelists added that public-sector institutes are
fragmented and need better coordination with more riskbased analysis of better quality data.

ITIC Bulletin ♦ International Conference on the Shadow Economy and Taxation 				

Pharmaceutical Industry Perspective on
Illegal Trade
Mr. Pierre Souverain, Senior
Regional
Security
Manager
of Pfizer, defined counterfeit
medicine and explained that at
least 83 company products have
been counterfeited. He showed
delegates the figures for global
reported seizures, a map of
areas where counterfeit medicines have been identified
and where legitimate supply chains have been breached.
The counterfeiters often produced their wares in unhygienic
conditions, placing emphasis on the outward appearance of
the goods, not on the contents. Mr. Souverain emphasized
that counterfeit medicines can and do kill consumers and
cited examples.
Pfizer maintains a global anti-counterfeiting program
supported by a regional team of investigators able to
integrate their investigations across the world and share
their intelligence with the authorities. There is growing
evidence that established smuggling routes for narcotics
are also being used for fake pharmaceuticals.

Alcohol Industry Perspective on Alcohol
Taxation and Illegal Trade Issues
Mr. Lance Hastings, Head of
Regulatory and Tax Affairs at
SABMiller, described a range of
serious outcomes arising from illegal
alcohol products. He identified
the main drivers of illegal trade as
extremely high tax rates, excessive
regulations, social acceptance, and ineffective revenue/
customs controls and enforcement.
SABMiller saw the best way forward as to first identify
the root causes, sources and routes to market of illegal
alcohol products; develop collaborative engagement
between affected countries; and then target the specific
characteristics of illegal alcohol utilizing professional
research. He advocated that government compliance
measures should be designed to minimize business
disruption and additional costs for legal traders. As excise
tax is a significant component of price, and price is a key
driver for illegal trade, it is important that authorities
consider this linkage when making policy decisions.
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Measuring Illegal Trade in Alcohol Beverages
Ms. Lourdes Chavarria from
Euromonitor International explained
their research methodology, which
starts with desk research, followed
by field research including store
visits and trade interviews. The data
are then analyzed and validated.
This methodology used to measure
illegal trade in alcohol beverages
has been applied in 21 countries. The results indicate
that, on average, 24% of alcohol products are illegal in
Latin America, and 23% in South Africa. Deeper analysis
reveals considerable differences in the composition of
illegal trade across countries.

Case Study on Tackling Illegal Trade: the UK
Comprehensive Tobacco Strategy
Mr. Euan Stewart, Head of
Intelligence at the UK’s HM
Revenue and Customs, presented
the 2015 UK Tobacco Strategy.
With tobacco smuggling costing
the UK Exchequer over £2 billion
a year, reducing illegal trade is a
priority. The UK has successfully
reduced illegal trade in cigarettes
from over 20% in 2000 to around 9% in 2014.
The UK strategy aims to:
•

Create a hostile environment for tobacco fraud
through intelligence sharing and policy change;

•

Tackle the fraud at all points in the supply chain
using partnerships with all relevant public-sector
organizations in the UK and abroad; and,

•

Change public perceptions and reduce tolerance of
the fraud; and optimize the use of sanctions.

The UK price of a packet of 20 premium cigarettes was
the highest in the EU in June 2014, so cigarette smuggling
was assessed as a major threat to UK revenue.
Mr. Stewart described how an organized criminal group
had exploited the EU Community Transit system and then
gave examples of money laundering and the links between
tobacco smuggling and terrorists.
A major force in tackling illegal trade in tobacco products
is the UK’s Fiscal Crime Liaison Network, with 35
officials based in different countries. The UK works with
European partners on the EMPACT platform, with two
current projects involving cigarette smuggling on the EU’s
eastern border and precursors or “key inputs” to cigarette
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Delegates Enjoy Opportunities for Fellowship, Informal
Discussions, and Local Entertainment

“Once more let me thank you for the
opportunity to attend the conference in
Romania. Everything was perfect.”- Mr.
Piotr Popławski, Customs Service, Poland
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manufacture. Mr. Stewart concluded by suggesting
that new thinking is essential because “we can’t police
ourselves out of this.”

Europol also deals with VAT fraud, which has been
estimated by the EU Commission as costing the then 26
Member States 193 billion Euros in 2011.

Legal Assistance on Illegal Trade/IP Crime

Mr. van Heuckelom referenced the continuing growth in
on-line sales of illegal goods delivered in small postal
packages. Europol does ban offending websites but they
usually reappear in another guise.

Mr. Esteban Giudici, a Legal
Officer from Interpol, explained
the global presence and remit of
Interpol. The world is witnessing
an ever-expanding phenomenon
in illegal trade and counterfeiting,
which now represent 8-20% of global
GDP.
Interpol has spearheaded
a multidimensional initiative involving academia,
the private sector, law enforcement, policy makers,
prosecutors, and the judicial system.
Mr. Giudici explained the range of assistance that Interpol
offers to governments, from legal advice to capacity
building supported by legal handbooks. He recommended
that authorities review sanctions, law enforcement tools,
regulatory frameworks, and the ability to freeze and
confiscate assets and ensure that international cooperation
channels are effective. Finally, he described the process
for obtaining legal assistance from Interpol.

Tackling Illegal Trade and Money Laundering
Mr. Carlo van Heuckelom,
Business Manager of the Operations
Department,
Economic
Crime
and Forgery of Money at Europol,
explained the role of Europol and its
relationship with other organs of the
EU administration.
Europol analyzes and coordinates
intelligence across the EU and oversees operations to
tackle key areas of illegal trade both in IPR crime and
in internal EU excise fraud. It supports all regulatory
authorities in the EU. Carlo considered that Europe
should exploit existing mechanisms for cooperation and
harmonization rather than set up a EU Border Force.
Existing cooperation agreements enable the provision of
analytical support, expertise and knowledge on request and
facilitate information exchange. In conducting operations,
Member States take the lead. HM Revenue and Customs is
leading the current EU tobacco operations.
Mr. van Heuckelom described the responsibilities and
activities of the SMOKE team covering tobacco, alcohol
and mineral oils frauds. He told delegates that, for about
600,000-700,000 Euros, an illegal manufacturer could
set up production and make about 1.2 million Euros on
each container of illegal cigarettes going to a high tax EU
destination.

The Work of the WCO in Tackling IPR Fraud
Ms. Elena Trefas, Project
Coordinator in the Compliance
and Facilitation Directorate of
the World Customs Organization,
provided an outline of the role of
the WCO in tackling IPR fraud and
its efforts to raise public awareness
of related health and safety issues.
She provided a chart illustrating
global trends, which showed that the key area identified by
WCO members involves medicines.
Ms. Trefas described a WCO-led operation in Africa
covering 23 countries over 10 days, which involved
480 containers, 1.1 billion items and 560 million illegal
pharmaceuticals with antibiotics as the key counterfeited
item. In Latin America, the WCO has found a wide range
of counterfeit items; the majority seized emanated from
China with Hong Kong as a major source, and significant
counterfeits have been sourced from India and Singapore.
The WCO’s response includes capacity building,
collaboration with rights holders, interception operations
and provision of tools and instruments for use by WCO
member countries.

“Many thanks again for a wonderful event in
Bucharest on the shadow economy and taxation.
It was very enriching and insightful, with a lot
of productive interaction. Thank you very much
for the invitation to participate….I was honored
to speak to such a distinguished audience.” - Ms
Elena Trefas

The Use of Investigative Techniques in
Tackling Illegal Trade and Money Laundering
Mr. Richard Kusnierz, Director
of Data Analytics, Haymarket
Risk Management, explained the
way in which data analytics can
be used and clarified some of the
associated terms. He described
the different sources and types of
data that can now be analyzed by
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government agencies nationally and internationally subject
to legislation and tax sovereignty issues.
Data analytics can be used to identify illegal players
using customs and revenue data plus data from national
companies’ registration bodies. Data can be harvested
from open sources, social media and even the “Dark Net.”
This technique can identify purchasers and distributors of
smuggled goods, people or wildlife trafficking, and the sex
trade. He provided delegates with a live demonstration.
Mr. Kusnierz pointed out that revenue authorities, customs/
border control agencies and the police do not usually use
the same IT systems, making data interchange a particular
challenge that data analytics can help to address.

International Industry Perspective
Mr. Louis Bonnier, Policy
Adviser from Business to Stop
Counterfeiting
and
Piracy
(BASCAP),
International
Chambers of Commerce, focused
delegates on the magnitude of
the problem of IPR fraud, which
impacts virtually every product and
service category and is estimated to
reach a global value of $1.7 trillion
in 2015.
Mr. Bonnier presented BASCAP’s top 10 requirements for
an effective IP enforcement regime. He referred delegates
to a recent BASCAP publication and described the roles
and responsibilities of intermediaries. Louis went on to talk
about Free Trade Zones (FTZs). There were 79 in 1975, but
today we have over 3,000 FTZs. While they have reduced
barriers and facilitated global free trade and economic
development, they are also being used to facilitate illegal
trade. He referred delegates to BASCAP’s publication
“Controlling the Zone” and its recommendations.
BASCAP has promoted measures to tackle IPR crime
through confiscation of the proceeds of crime, and
delegates were also referred to the BASCAP publication
“Confiscation of the Proceeds of IP Crime.” BASCAP is
promoting a global awareness campaign called “I Buy
Real,” and he showed some examples of the campaign to
delegates.

How Technology Can Help
Mr. Brian Lee, Technical Chair,
Digital Coding and Tracking
Association (DCTA), explained the
background and rationale for DCTA.
He identified three separate problems:
(1) smuggling, (2) counterfeits,
and (3) tax evasion; paired with
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three respective solutions: (1) track and trace, (2)
authentication, and (3) volume/tax verification. He
advocated the integrated approach available through
CODENTIFY, based on GS1 and international
technology standards. CODENTIFY is operating
in over 100 countries worldwide including in the
EU under the EU anti-illegal trade agreements. Mr.
Lee provided a live demonstration of the system.
For international customs and revenue authorities to make
best use of the data available through track and trace, they
need international standards to enable interoperability
such as that for mobile phones. This would mean that
any seizure anywhere in the world at any time would be
immediately verifiable, thus helping to secure the supply
chain for legitimate producers and players.
Technology identifies problems faster, provides proof of
wrongdoing, shows trends, and thus makes it more difficult
to defraud. Mr. Lee went on to explain that technology
could never be the entire answer. Close cross-border
cooperation, standardization and robust enforcement will
always be essential.

Legal Tools and Mechanisms for Tackling
Illegal Trade in Tobacco Products
Mr. Esteban Giudici returned to
the podium with an example of
a dramatic hike in tax in a small
country that had resulted in illegal
cigarettes making up 60% of total
consumption.
This example led Esteban to
conclude that, because we are
facing a global threat, we need
global solutions, international
cooperation and harmonization of laws and regulations.
This can only be achieved through the active and
coordinated involvement of all the key stakeholders
nationally and internationally.
A major tool that could be adopted is the Tobacco Protocol
with its core provisions of supply chain control, offences
and international cooperation. Additionally, he advocated
measures to enable the confiscation of criminal proceeds
and to monitor/regulate the supply of key inputs.
Mr. Giudici pointed to other applicable international legal
instruments such as the United Nations Convention against
Transnational Organized Crime (UNTOC), the United
Nations Convention Against Corruption (UNCAC) and
the Agreement on Trade-Related Aspects of Intellectual
Property Rights (TRIPS). Esteban advised governments
to check their legislation covering customs, tax, IP crime
and the criminal code to ensure that they reflect these
international legal instruments.
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Finally, he referred delegates to a detailed Interpol
publication designed to assist policy-makers: “Countering
Illicit Trade in Tobacco Products; A Guide for Policy
Makers.”

Mr. Carlo van Heuckelom observed that the different law
enforcement efforts are fragmented. Countries’ customs
authorities have different powers, and intelligence sharing
is extremely complicated. Some enforcement organizations
are not willing to share their information with Europol
and, of course, enforcement by criminal law is subject to
the sovereignty of each Member State in the EU.
Mr. Dorel Fronea urged investigators to follow the
financial trail, use intelligence and risk analysis, institute
cooperative agreements with industry, and provide
information and manuals to assist in setting up joint
operations.

Broadening the Tax Base and Reducing the
Informal Economy through Presumptive
Taxation
Mrs. Liz Allen outlined why
governments need to tackle the
informal economy and gave an
overview of the characteristics and
behaviors of the “hard to tax.”
Potential solutions have to be easy,
affordable and underpinned by
simple processes. Incentives might
be needed to bring people into
the regulatory net – for example, linking taxpayer
registration with a benefit that will make being a taxpayer
attractive and provide a social/welfare improvement (e.g.,
healthcare, education). People in the informal sector are
wary of tax officials and fear penalties for previous noncompliance, so a tax amnesty and non-threatening support
should be considered. Corruption is a major factor in many
countries with large informal economies, so a corruptionproof tax and payment process is needed – for example,
pay-as-you-go tax payment cards. Using partners such as
trade unions, cooperatives, and chambers of commerce
can help, and ongoing publicity is essential both nationally
and locally.
Presumptive taxation, (i.e., whereby governments estimate
the amount of tax due), is an alternative to the formal tax
system that can be designed specifically for small traders
in goods and services in the informal economy.
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Mrs. Allen went through a range of advantages and
disadvantages of using presumptive tax systems and then
considered the main types of presumptive tax in operation.
At its simplest, the tax could be a “license to trade” fee
renewed annually for a small fee. Indicators such as those
based on type of business, location, number of employees,
etc. could be used. Presumptive taxes could be based on
turnover, but this requires record keeping, which is often
problematic for the smallest enterprises in developing
countries. Systems based on individual agreement best
reflect individual taxpayer situations but are resource
intensive, as each taxpayer needs to be individually
assessed. Agreed systems are therefore open to corruption.
Mrs. Allen went through each of the presumptive tax
systems’ advantages and disadvantages. She mentioned
special schemes for start-ups to encourage economic
development. Finally, she suggested that revenue
authorities should have clear objectives when selecting
and planning a presumptive tax.

The Way Forward – discussion from the
academic perspective
Professor Williams explained
policy approaches to bringing people
from the informal to the formal
economy ranging from deterrence
to incentives and cultural/attitudinal
changes. He reminded delegates that
undeclared work arises when formal
and informal institutions are not
aligned. He recommended changing
the norms, values and beliefs of
citizens through tax education, awareness raising and
normative appeals. Formal institutions need to move from
the “cops and robbers” approach to a customer serviceoriented approach by improving procedural fairness,
distributive fairness and redistributive justice.
He added that it was essential for the state to engender
commitment, as when people believe that they should
act in accordance with the law they will self-regulate. He
agreed that reducing opportunities for crime is likely to be
more effective than putting more citizens in jail.
Professor Savona recommended
clarifying the links between revenue
and
expenditures,
simplifying
labor market regulations, and
closing loopholes that facilitate
circumvention of regulation and
taxation. Increased control over
public administrations could reduce
the risk of coercion and corruption.
Tax officials should analyze citizens’ attitudes and
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perceptions on tax issues and focus on poor and
marginalized communities as well as on migrants. Possible
solutions for reducing the trade of illegal tobacco products
include: (a) to implement the global supply chain controls
in the Illicit Trade in Tobacco Products (ITTP) 2013; (b)
develop policies based on reducing criminal opportunities;
(c) rely on open standards to facilitate the interoperability
among different track and trace systems; and, (d) increase
controls on key inputs such as acetate tow, raw tobacco
and filter papers.
He commented that improved coordination, harmonization
and prevention would be more effective than sending
smugglers to jail. He recommended legalizing as much as
possible to reduce pressures on law enforcement and treat
those involved as taxpayers instead of criminals.
He advocated increased research on the size, dynamics,
features and characteristics of the shadow economy and
on the impact of public perception about the underground
economy’s effect on the official economy, government
policies and economic growth. To better tackle illegal
trade, he advocated for increasing the availability of
methodologies, developing strategies to collect better data,
and enhancing enforcement knowledge of smuggling/
trafficking tactics through innovative analysis.

The Way Forward for Eastern Europe – Panel
Session
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Mr. Robert Uzuna, Corporate Affairs Director,
SABMiller, talked about the alcohol market in Romania,
explaining that the beer sector provides 60% of the excise
duty on alcohol. The latest estimate of the size of the illegal
market in beer suggests that between 400-600 million
euros is lost in revenue each year.
Mr. Louis Bonnier envisaged a future of greater
cooperation among all stakeholders and increased public
awareness of the implications of illegal trade.
Mr. Aurelian Costache, Deputy Director, Economic
Crime Unit, Romanian Police, confirmed the police
engagement with customs and commitment to tackling
smuggling and IPR crime.

Conclusion
The conference brought together experts and senior
officials, providing them with the latest information on
the shadow economy and illegal trade from a range of
sources. Delegates at the previous conference in 2013
had developed an outline of measures that countries in the
region might benefit from adopting “The Vilnius Agenda.”
To enable delegates to consider that document in the light
of all the presentations and discussions in Bucharest, ITIC
has requested input to bring the 2013 document up to date.
The resulting “Bucharest Agenda” has been produced to
guide policy-makers and operational leaders in the region
and is provided as an Appendix to this report.

More Information on
ITICnet.org
Mr. David Luna suggested that several ingredients
are needed to tackle both the shadow economy and
illegal trade: a balanced tax policy, trust between
government and citizens, partnerships across government,
internationally and with industry, and innovation and
technology. Leadership and commitment are essential.
Mr. Adrian Videanu described the priorities of the
National Agency of Fiscal Administration of Romania
and explained the plan for customs up to 2020, including
the introduction of e-customs. Since 2011, the eastern
EU countries have been working together with bordering
non-EU countries in three project groups. EU cooperative
frameworks have been developed with Moldova and
Ukraine, and work is underway to develop electronic
intelligence sharing systems with countries on the
southeast border of Europe. A pilot project to share
information on goods moving between Romania and
Moldova is planned. Greater cooperation is envisaged
with Moldova and Serbia and with the private sector.

All presentations from the International Conference on
the Shadow Economy and Taxation are available in the
“Shadow Economy and Taxation Library” on ITIC’s
website.
Please also visit the conference’s webpage on ITIC’s
website for all conference-related materials.

Countries Represented
Azerbaijan		

Belarus

Bulgaria		 Georgia
Germany		 Italy
Kazakhstan		

Moldova

Poland			Romania
Ukraine		

United Kingdom

United States
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Conclusions of the Second International
Conference on the Shadow Economy and
Taxation
(“The Bucharest Agenda”)
Delegates agreed that the conclusions from the First
International Conference on the Shadow Economy and
Taxation in Vilnius in April 2013 remain valid.
Illegal trade, the shadow economy and corruption threaten
many of our mutual interests globally. They undermine
security and stability, market integrity, economic
development strategies, and the creation of a level playing
field for lawful business activities. Hundreds of billions
of ill-gotten euros from illegal trade and criminal activities
flow through global markets and the international financial
system each year, distorting economies, eroding the rule
of law, impacting the profits of legitimate businesses and
their market share, eroding tax revenue from governments,
and threatening the health and safety of our citizens.
We recognize that:
•

•

•

•

Illegal networks and criminal economies cause
critical harm and negative impact to our shared
agenda on open and transparent markets, economic
growth, development, investment and trade,
taxation, the rule of law, protection of minors, and
anticorruption policies undermining international
security and stability.
An unbalanced fiscal policy that results in an increase
in illegal trade goes against governments’ efforts to
reduce, for example, tobacco consumption.
A balanced tobacco tax policy, for example,
prevents illegal trade. It is less costly and easier
than spending money on improved enforcement,
prosecution and stronger penalties after the negative
effect of a “tax shock”.
Customs officials have to strike a balance between
trade facilitation and enforcement.

national anti-illegal trade legislation, improve
enforcement and employ deterrent penalties.
•

Promotion of international trade and economic
development should not unintentionally create
policies and procedures that can be exploited by
organized crime groups -- e.g., transit procedures
and Free Trade Zones.

•

National and international cooperation among
all stakeholders within our countries and across
borders, sectors, and industries should be employed
to combat these common problems regionally and
globally.

•

Industries affected by illegal trade should be
consulted on anti-illegal trade issues.

We support:
•

Effective public-private partnerships and innovative
thinking as advanced by the OECD Task Force on
Charting Illegal Trade and ITIC.

•

Mapping illegal trade across borders to help partners
in all sectors identify critical nodes of corruption
and criminality, illegal trafficking routes and transshipment points, and security vulnerabilities to the
integrity of global supply chains.

•

Evidence-based approaches and predictive
analytics to help pinpoint “hot spots” and potential
vulnerabilities created by illegal trade, and target
shadow economies and build resiliency.

•

Stronger enforcement mechanisms, including the
criminalization of illegal trade activities, controls
on key inputs (where appropriate)

•

Strengthening illegal trade and information-sharing
practices that lead to more joint investigations and
prosecutions across borders.

•

Capacity building among Customs and other
enforcement officials, especially in the risk
management area, to better target illegal shipments
and use the latest technologies (including WCO
tools) to identify fakes more easily.

We advocate that:
•

Governments employ a comprehensive approach
including reasonable and predictable taxation policy
that takes into consideration country specifics,
affordability, price, and tax gaps with neighboring
countries.

•

To reduce supply, governments should strengthen
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Illegal trade cannot be reduced significantly by enforcement
as this tackles only the supply side of the equation. To
reduce demand we advocate that Governments:
•

Consider innovative action to bolster civic
awareness of the dangers of buying and using
illegal products and the implications of the shadow
economy.

•

Encourage public- and private-sector partners to
support international initiatives to counter illegal
trade, such as those being advanced by the OECD,
WCO, Interpol, Europol, UNODC, ICC, and others.

•

Consider innovative actions to bolster civic
morality. Certain activities, on their own, may
not be serious criminal offences and authorities
may wish to distinguish in law and prosecutorial
procedure how an individual’s actions might
constitute a misdemeanor rather than a criminal
offence.

In Eastern Europe in particular, we support:
•

Improved intelligence and information flows among
public-sector organizations and international
dialogue between law enforcement agencies and
the private sector.

Media Coverage
Romania Print and Online Media
The International Conference on the Shadow Economy
and Taxation was extensively covered in Romania media.
For a complete list of all media articles, click here.
•

EVENIMENTUL ZILEI - INTERVIU
cu ȘEFUL programului de combatere
a
CRIMEI
ORGANIZATE
din
Departamentul de Stat al SUA (30.04.2015)

•

DOZA24.RO - Experti, autoritati si
companii private din zece tari, reuniti la
Bucuresti pentru combaterea economiei
subterane (28.04.2015)

•

MEDIAFAX - Experți, autorități și
companii private din zece țări, reuniți la
București pentru combaterea economiei
subterane (27.04.2015)

TVR Interview with Mr. David Luna
Mr. David Luna, Senior Director, National Security and
Diplomacy, Bureau of International Narcotics and Law
Enforcement Affairs, U.S. Department of State, was
featured on Romania TVR. Click here to watch the full
interview.
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•

The promotion of risk management and resource
prioritization.

•

Strengthening cooperation between organizations
such as Frontex, WCO, Europol, OLAF and Interpol
and national enforcement organisations with more
joint operations/investigation across borders, the
use of the latest technology to secure supply chains
and mine data from a range of sources and greater
sharing of intelligence, findings and best practices.

Overall, we are committed to:
•

Using public-private sector partnerships to help
combat the lethal nexus of organized crime and
terrorism.

•

Protecting our communities and markets from
today’s shadow economies and illegal trade, and the
associated harm wrought by transnational illegal
networks and their facilitators.

•

Working together to build tomorrow’s growth
markets and a stable sustainable future for our
citizens.

International Chamber of Commerce’s
May 2015 Newsletter
The conference was also featured in the International
Chamber of Commerce’s May 2015 Newsletter.

BASCAP calls for stronger IPR
enforcement in Eastern Europe
“Held in Bucharest, Romania on 22-24 April,
the second International Conference on the
Shadow Economy and Taxation brought
together key stakeholders from 19 countries
to focus on the links between the shadow
economy, taxation and illicit trade. BASCAP
Policy Adviser Louis Bonnier presented policy
recommendations from BASCAP’s reports on
Intermediaries, Proceeds of Crime and Free
Trade Zones.” Full Article

International Experts, Industry and Law
Enforcement Join to Combat Illegal Trade
and Shadow Economy in Europe (Press
Release)
To view the conference’s press release, click here.
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Meeting Agenda
Thursday, 23 April

•

Professor Ernesto Savona

•

Mr. Dorel Fronea
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Session I: Overview

Illegal Trade: Industry Perspective: Mr. Pierre
Souverain, Senior Regional Security Manager, Pfizer

Welcome Remarks:

Measuring Illegal Trade in Alcohol Beverages:

•

Mrs. Liz Allen, Program Advisor, International Tax
and Investment Center

•

Mr. Lance Hastings, Head of Regulatory and Tax
Affairs, SABMiller

•

Mr. Claudiu Ardeleanu, Director, General
Customs Directorate, National Agency of Fiscal
Administration of Romania

•

Ms. Lourdes Chavarria, Consulting Manager,
Euromonitor International

An Academic Overview of the Shadow Economy
and Illegal Trade - Discussion from the Academic
Perspective
•

Professor Colin Williams, University of Sheffield
Management School

•

Professor Ernesto Savona, Director, Joint Research
Centre on Transnational Crime (TRANSCRIME),
Catholic University of Milan

The Shadow Economy: Nature and Extent in Romania:
Mr. Dorel Fronea, Former Head, National Customs
Authority of Romania

Session III: Some Solutions
Case Study on Tackling Illegal Trade: the UK
Comprehensive Tobacco Strategy: Mr. Euan Stewart,
Head of Intelligence, H.M. Revenue and Customs
Legal Assistance on Illegal Trade/IP Crime: Mr. Esteban
Giudici, Legal Officer, Interpol
Tackling Illegal Trade and Money Laundering: Mr.
Carlo van Heuckelom, Business Manager of Operations
Department, Economic Crime and Forgery of Money,
Europol

Session II: The Problem

The Work of the WCO in Tackling IPR Fraud: Ms.
Elena Trefas, Project Coordinator, Compliance and
Facilitation Directorate, World Customs Organization

The Impact of the Shadow Economy on Industry,
Commerce and Economic Development: Mrs. Andreea
Paul, Member of Romanian Parliament

The Use of Investigative Techniques in Tackling Illegal
Trade and Money Laundering: Mr. Richard Kusnierz,
Director of Data Analytics, Haymarket Risk Management

Illegal Trade in Alcohol and Tobacco Products and
How to Tackle It: Mrs. Liz Allen

Friday, 24 April

The Impact of Regulation on Illegal Trade in Tobacco
Products: Mr. Daniel Witt, President, International Tax
and Investment Center
Illicit Trade: The Findings of the OECD Task Force:
Mr. Jack Radisch, Project Manager, OECD High Level
Risk Forum
Panel Discussion / Q&A: The Interface between the
Shadow Economy and Illegal Trade
•

Moderator: Mr. Daniel Witt

•

Panelists:
•

•

David Luna, Senior Director, National
Security
and
Diplomacy,
Bureau
of International Narcotics and Law
Enforcement Affairs, U.S. Department of
State
Professor Colin Williams

Session III: Some Solutions (Continued)
International Industry Perspective: Mr. Louis Bonnier,
Policy Adviser, Business Action to Stop Counterfeiting and
Piracy (BASCAP), International Chamber of Commerce
How Technology Can Help: Mr. Brian Lee, Technical
Chair, Digital Coding and Tracking Association (DCTA)
Legal Tools and Mechanisms for Tackling Illegal Trade
in Tobacco Products: Mr. Esteban Giudici
Comments:
•

Commissioner Dragos Agapie, Director, Center for
International Police Cooperation, Romanian Police

•

Mr. Carlo van Heuckelom

Broadening the Tax Base and Reducing the Informal
Economy through Presumptive Taxation: Mrs. Liz
Allen
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The Way Forward – Discussion from the Academic
Perspective
•

Informal economy: Professor Colin Williams

•

Illegal trade: Professor Ernesto Savona Professor
and Mircea Cosea, President, Economic Strategy
and Prognosis Foundation

The Way Forward for Eastern Europe
•

Moderator: Mr. David Luna

•

Panelists:
•

Mr. Claudiu Ardeleanu

•

Mr. Robert Uzuna, Corporate Affairs
Director, SABMiller

•

Mr. Louis Bonnier

•

Chief Commissioner Aurelian Costache,
Deputy Director, Economic Crime Unit,
Romanian Police

Edited by: Diana McKelvey, ITIC Washington

The International Tax and Investment Center (ITIC) is an independent, nonprofit research and education organization founded in
1993 to promote tax reform and public-private initiatives to improve the investment climate in transition and developing economies.
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