
Black Economy – The Missing 
Policy Dimension. 

Sanjana Kadyan  

Saurabh Bhargava 



What is the color of your money? 

 
“This is not a simple question, this is something we all will be answering 1 year 

down the line.” 
- Professor Amir Ullah Khan 



Scenario 1 

• Do you own a vehicle? 
• How often do you pay in cash 

at a filling station? 
• Does that make your money 

white? 
• Do you know for sure that any 

further transaction done using 
your money will have a tax 
liability? 



Scenario 2 

• Khosla’s have entered into a 
transaction with the real estate 
stalwart,  and totally paid in cash out 
of his savings 

• Do you think that this transaction will 
be accounted for fully in the 
economy?  

• Do you think real estate sector is a 
generator or a circulator black 
economy? 

 



How large is India’s Black 
Economy? 
• $272 billion (20% of GDP) 

• $454 billion (30% of GDP) 

• $636 billion (40% of GDP) 

• Arun Kumar’s estimate is around 62% of India’s GDP 
in 2016 - 17 

Illustrative 



A Taxonomy of Black Economic Activities 



Sugar Industry 

Production Transportation Sales Profit 

Excise Corporation Tax Octroi VAT 

Income Tax • Profit = Revenue – Cost 
• White Profit = Declared Revenue – Declared cost (Balance Sheet Profit) 
• Black Profit = Undeclared Revenue + Overstated Costs (Off Balance Sheet 

Profit) 

Macro Variables that get 
affected 
• Employment 
• GDP 

 
• Taxes 
• Inequality 
• Wages 

 
• Poverty 
• Formality 



Incentive for a Black Economy Transaction 

(Success-Probability*Illegal-gains) – (Caught-Probability*Sanctions) > Legal Gains 

• (Success Probability + Caught Probability) = 1 
• Probability will depend upon policing, other checks 
• Sanctions go up LHS reduces 
• Illegal gains go up LHS goes up 
• It is clear that sanctions alone will not be able to deter evasion  

 
Sectors that are affected: 
• Real Estate 
• Land 

 
• Jewelry 
• Financial markets 
• Public procurement 

 
• Informal sector 
• Cash economy  

 



Underground Economy – Opportunity meets 
Disadvantage 
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Underground Economy – Opportunity meets 
Disadvantage (Roles) 

• Relevant for all 
services 

• IRS in specific 
• All services as 

funds are 
impacted 

Poverty  



Black -Paradox 

Extent of extreme poverty Size of the shadow economy as a % of GDP 



Black -Paradox 

• Corruption is not synonymous to Black 
Economy 
• Corruption requires a quid pro quo 
• Example – Doctor not disclosing 

income involves no quid pro quo 



Implications 



The Biggest Problem 

Convergence? Measurable is manageable 


