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1. Introduction
The objective existence of the non-observed economy ne-

cessitates the development of methodo logies for its measure-
ment and the development of principles and methods of regu-
lation of its volume in the national eco nomy of Kazakhstan on 
the basis of accepted international approaches to the usage of 
basic national accounts.

2. Brief Literature Review
Currently, non-observed economic activities are not ac-

counted for by the National Statistical Office of the Repub-
lic of Kazakhstan. At the same time, experimental calcula-
tions to assess the non-observed activities are conducted in 
different developed countries [1–6]. Such countries as Alba-
nia, Brazil and Moldova are focused on labour costs while 
doing calculations of non-observed activities [7]. Researches 
and measurement of non-observed activities are being con-
ducted by the United Nations [7; 8] and OECD [9] on regu-
lar basis.

The theory of non-observed economy and its method of ac-
counting have been the subject of investigations conducted by 
G. S. Becker (1968, 1974) [10], I. Ehrlich (1987) [11], T. Schel-
ling (1980) [12], L. Thurow (1980) [13] and Vandaele W. (1978) 
[14], A. S. Bolshakov (2011) and others.

From the conceptual point of view, with the «non-observed 
economy» are connected the concept of «criminal economy» 
(А. А. Krylov, 1992; A. Nesterov, 1995; R. T. Naylor, 2003). At 
the modern stage of world economic development, the non-ob-
served economy may be viewed as a part of shadow globaliza-
tion (L. M. Kapitsa, 2014) [15].

Nowadays, the basic methodological tool for European 
countries is the international statistical standards known as 
System of National Accounts (version of 1993) [16], and Guide-
lines for the measurement of non-observed economy [17] de-
veloped by the United Nations Economic Commission for Euro-
pe. A practical tool for implementing the principles of the Guide-
lines is the Eurostat tabular approach.
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A. Ramazanov and A. Barlubaev (2004) [18] conducted a 
study and defined the non-observed economy as the shadow 
of activities in the field of national security. They concluded that 
the non-observed economy affects national security.

The topicality of non-observed economy research in Ka-
zakhstan has provoked a series of academic research on the 
issue. They were conducted by M. Laumulin (2013) [19], G. Is-
murzina (2007) [20], T. Aliev (2013, 2015) [21], T. K. Bekzhano-
va (2005, 2011, 2013) [22], B. N. Darimbetov (2001), F. Schnei-
der (2010, 2013).

3. The purpose of the study is to determine the non-observed 
economy of Kazakhstan and its sources in the regio nal context.

4. Results
It is difficult to mea su re non-observed activities due to their 

opa queness. Persons involved in the unobservable ope rations 
have more than obvious reasons to conceal their involvement in 
them. Consequently, the more dange rous to society the consi-
dered non-observed activities are and the more se rious punish-
ment is provided by the national criminal law, the less traditio nal 
sources of information are relevant to measu ring it. In the Ka-
zakhstan Economic Update of the World Bank Group (fall 2014) 
a special section was devoted to the Non-Observed Economy in 
Kazakhstan, as it is, together with economy dollarization, consi-
dered to be one of the key constraints to the country’s develop-
ment [23].

The best results to measure the amounts of non-observed 
economy can be obtained using one of the basic natio nal ac-
counting identities:
• the resources of goods and servi ces (the internal release 

plus imports), which are the use of goods and servi ces (in-
termediate consumption plus final consumption plus accu-
mulation plus exports);

• gross value added at basic prices, which is equal to the value 
of output at basic prices minus intermediate consumption;

• GDP at market prices, which is equal to compensation of 
employees plus net taxes on production and imports, plus 
gross profit / gross mixed income;

• GDP at market prices, which is equal to final consumption 
expenditures plus gross capital formation, plus exports, mi-
nus imports.

Based on Kazakhstan’s present-day rea l ities, we consider 
it appropriate to assess the following types of non-observed 
activities: drug trafficking; prostitution; legal activities carried 
out by persons not entitled to do so; copyright infringement; 
smuggling.

For each specific type of non-observed activity data were 
collected to the present research as independently as possible. 
The same was done with regard to the calculations of resour-
ces in use and generation of income. Subsequently, the col-
lected data were integrated and compared.

The main sources of information for the assessment of il-
legal activities were law enforcement data and data from sur-
veys of target criminal activities. In addition, we used data from 
health-care institutions of health facilities, research funds and 
research institutes.

In Kazakhstan, systematic work on data collection and eva-
luation of illegal acti vities in the form in which it can be com-
pared with the main macroeconomic indicators is not being car-
ried out by the public authorities. Statistics is often only of fo-
rensic character – the number of crimes, the number of ca ses, 
the number of criminals, etc. In addition, statistics correspon-
ding to different types of legitimate rights violations does not of-
ten take into consideration the econo mic component.

Practical calculations to assess the aforementioned illegal 
activities were produced by regions of the Republic of Kazakh-
stan. Sources of information for the subjects of the calculations 
are presented in Table 1.

The transition from a communist to a capitalist society 
in Kazakhstan has spawned a number 
of socio-econo mic costs of the non-ob-
served economy, which destabilises the 
deve lopment of Kazakhstan. The non-
observed economy leads to « … dispari-
ties and destruction of links between the 
state and the individual. Mutual trust be-
tween them is lost; the principles of the 
social contract are violated. Undermi ning 
the moral and ethical foundations of so-
ciety erodes the criteria for «cleanliness» 
choice of means to achieve the goals, 
the boundaries between permissible and 
impermissible activities. Economic strain 
degrades the quality of go vernment regu-
lation, distorts the relationship between 
the state and businesses, reduces the re-
sponse for «signals» of social and eco-
nomic policy. It also distorts communica-
tion between business entities and crea-
tes a quasi-market relations in the eco-
nomy» [18].

In Kazakhstan, there is a problem re-
lated to drug use. There is a social stra-
tum of drug addicts. Also, there is a 
drug market with its subjects, retailers 
and consumers. Drug addiction is a so-
cial and economic problem in any coun-
try. It poses a threat to society. There are 
drug cartels which have strong financial 
and technical resources. Drug trafficking 
is attractive because of its super profita-
bility. The retail price of drugs in Euro pe 
and America covers the cost of produc-
tion and transportation. In Afghanistan, 
there are huge reserves of high-quali ty 
heroin and opium poppy. While in transit 
to consu mers in the countries of Eastern 
and Western Europe, part of such drugs 
are available in the territory of Kazakh-
stan. In Kazakhstan, he roin is imported 

Tab. 1: List of data sources used in the calculations of the present research

Source: Compiled by the authors
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in the form of powder of a high concentration, and then it is 
diluted by wholesale dealers who turn it into a powder of a 
low concentration. The process of dilution is considered to be 
«production».

Kazakhstan itself has plantations of narcotic plants. They 
are particularly prevalent in Shu valley, where hemp, from which 
one can get marijuana or hashish, is grown. Poverty pushes 
many people to engage in drug trafficking. They become col-
lectors of drugs, or «live containers» for their transportation. 
World experience shows that there has not been found a way 
to stop drug addiction or drug business yet. The effectiveness 
of the measures to combat drug trafficking at both national and 
international levels is low.

In Kazakhstan, drug abuse has an epidemic dissemina-
tion. It spreads to virtually all social groups, urban and rural 
areas. Drug addiction becomes a national disaster.

The calculation of drug use (by example of heroin) is based 
on Formula 1

C = N * D ,                                                                        (1)

where: 
C – annual doze of drugs (grams);
N – number of drug users (people);
D – average amount of drugs consumed by the addicts in 

one year (grams).
In Kazakhstan, the consumption of heroin per year is 

around 41 metric tons as of 2013 (see Table 2).
Estimation of the volume of drugs imports into the country 

(by example of heroin) can be based on Formula 2.

I = C * Prg / Pwg ,                                                               (2)

where:
I – import (grams);
Prg – street heroin purity (%);
Pwg – wholesale purity of heroin (%);
C – heroin consumption (grams).
Next we can determine the volume of domestic production 

of heroin in the country (see Formula 3):

DP = C - I ,                                                                                      (3)

where:
DP – domestic production of heroin (grams); 
C – heroin consumption (grams); 
I – imported heroin (grams).
The main indicator is the result of gross value added (GVA), 

which is defined as follows (see Formula 4):

GVA = DP + MU - IC ,                                                         (4)

where:
GVA – Gross Value Added (million Tenge);
DP – domestic production (million Tenge);
MU – trade margin (million Tenge);
IC – intermediate consumption (million Tenge).
Trade margin involved in the calculation of GVA is defined 

as follows (5):

MU = C * (Pr - Pw) ,                                                           (5)

where:
MU – trade margin (million Tenge);
C – consumption (grams);
Pr – retail price (Tenge); 
Pw – wholesale price (Tenge).
We did calculations according to the regional structure of 

trafficking of heroin in the Republic of Kazakhstan. They indi-
cate large volumes of heroin in South Kazakhstan (13.64%), 
Mangistau (13.59%) and Atyrau (11.8%) regions.

Issues related to prostitution are determined in the amount 
of revenue for services rendered (see Formula 6).

Out = Nwcs * Pa * Nscs                                                       (6)

where:
Out – prostitution services (million Tenge);
Nwcs – number of sex workers;
Pa – average price for a service (Tenge);
Nscs – number of sexual contacts in the business year.
Intermediate consumption relevant to prostitution should 

include:
1) rent for apartments used for customer service;
2) rent for the premises paid by holders of sex parlours, saunas, 
massage parlours, etc.;
3) cost of clothing, cosmetics, and special protection equipment;
4) cost of transport, equipment and advertising (ads in news-
papers, maintenance of websites).

In practice, it is the easiest to estimate intermediate con-
sumption as a share of output based on expert judgment. The 
share of intermediate consumption of this type of service is 
30%. Gross value added is determined by deducting from the 
issue of intermediate consumption. The calculations are pre-
sented in Table 3.

As the calculations show, in the regional structure of pros-
titution services a large share is accounted to Almaty city 
(45.75%).

Poaching as an activity is divided into the following sub-
categories:
1) illegal logging of wood;
2) illegal hunting;
3) illegal fishing.

Tab. 2: Evaluation of heroin trafficking in the Republic of Kazakhstan by region for 2013

Source: Compiled by the authors on the basis of http://mcadkz.org/assets/files/AR_-2014-Kazakhstan-V-1.3-RU.pdf

http://mcadkz.org/assets/files/AR_-2014-Kazakhstan-V-1.3-RU.pdf
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On the basis of data on seizures of products 
(timber, fish, animals), we have estimated their 
release at market prices (see Formula 7).

Out = Qcg * Pa ,                                                                 (7)

where: 
Out – production;
Qcg – volume of confiscated pro ducts;
Pa – average price.
The data related to proportion of intermediate 

consumption can be used for the assessment of 
the manufacturing industry. Gross value added is 
calculated as the difference between output and 
intermediate consumption.

The results of calculations show that there 
is no GVA dynamics of poaching. This is the na-
ture of such activities: the competent authorities 
may identify certain violations within a different 
pe riod. Thus, violations cannot be identified cor-
rectly (Tables 4; 5; 6).

The volume of calculations related to poa-
ching in Kazakhstan is insignificant. The share 
of illegal fishing (79.36%) is relatively large in 
the structure of poaching.

Evaluation of the illegal production of alco-
holic beverages is based on data on production, 
exports, imports and consumption of alcoholic 
beverages in the country. By correlating the con-
sumption of alcohol, on the one hand, and the 
balance of exports and production in the coun-
try, on the other, we can calculate data on illegal 
production of alcoholic beverages. The phy sical 
volume of alcoholic beverages is converted into 
alcohol with 40% of alcohol content.

To calculate the volume of illegal production 
of alcoholic beverages, it is necessary to deter-
mine the scope of the legal alcohol production 
(see Formula 8):

 
LP = DP + I - E ,                                                   (8)

where:
LP – legal production of alcoholic bevera-

ges in the country (thousand litres);
DP – domestic production (thousand litres);
I – import (thousand litres);
E – export (thousand litres).
Total consumption of alcoholic beverages 

in the country is based on data from the World 
Health Organization [24].

The volume of illegal production is calcula-
ted as follows (see Formula 9):

ILP = CC - LP ,                                                      (9)

where:
ILP – illegal production (thousand litres); 
CC – total consumption (thousand litres);
LP – legal production (thousand litres).
The results are shown in Table 7.
With regard to the calculations done in the 

regional structure of illegal alcohol production 
in the Republic of Kazakhstan, a large share of 
 illegal alcohol is observed in Almaty (14.79%) 
and Karaganda (9.12%) regions, and the City 
of  Almaty (12.25%).

Taking into account the excise policy of the European 
 Union, it is easier for EU citizens to bring contraband alco-
hol from countries where excise taxes are low. However, in 
Kazakhstan the situation is different: the national excise po-
licy is the mildest among the CIS countries. That is, it makes 
no sense to smuggle alcohol and tobacco to Kazakhstan. It is 
more profitable to produce it in the country itself, as shown by 
the results of statistical analyses.

In assessing the production and sale of counterfeit goods 
(counterfeit products) its value is adopted for the release. 
Seizure of products in accordance with the laws of the Re-
public of Kazakhstan is defined as a violation of intellec tual 
property.

To calculate intermediate consumption, we have consi-
dered the share of intermediate consumption of legal produc-
tion. Gross value added is determined by the difference be-
tween output and intermediate consumption.

Tab. 3: Assessment of prostitution services in 
the Republic of Kazakhstan by region for 2013

Source: Compiled by the authors based at Table 1

Tab. 4: Evaluation of illegal felling of timber in 
the Republic of Kazakhstan by region for 2013

Source: Compiled by the authors based at Table 1

Tab. 5: Assessment of illegal hunting in 
the Republic of Kazakhstan by region for 2013

Source: Compiled by the authors based at Table 1
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The results of these estimations by regions for 2013 are 
presented in Table 8.

The calculations show the production of counterfeit goods 
in the Republic of Kazakhstan is insignificant. We observe a 
relatively large share of the South Kazakhstan region (85.28%) 
in the structure of production.

Smuggling is considered to be any viola-
tion of the customs legislation (transportation 
of prohibited goods, transport of goods un-
der the guise of something else and underva-
luation of goods). To conduct an analysis of the 
offenses under the Criminal Code of the Re-
public of Kazakhstan concer ning smuggling, 
we selected only those that meet certain cri-
teria.

Thus, the calculations considered data on-
ly on the amount of goods seized under Article 
209 «Economic Contraband»[25], which la ter 
were used as output. Intermediate consumption 
of trade in contraband goods is estimated as a 
share of output, and the corresponding va lue 
of the gross value added is viewed as the dif-
ference between output and interme diate con-
sumption.

For the calculation of intermediate con-
sumption share of contraband is used the inter-

mediate consumption of the industry «Whole-
sale and retail trade; repair of motor vehicles 
and motorcycles», as this is a trade, though il-
legal. Gross value added is calculated as the 
difference between output and intermediate 
consumption (see Table 9).

The calculations show small amounts of 
contraband in the Republic of Kazakhstan 
with a relatively large proportion of smuggled 
goods in Mangistau region (32.13%) in the 
regio nal structure.

Thus, the calculations were made on the 
basis of the proposed methodology. It is pos-
sible to estimate the volume of the non-ob-
served economy in Kazakhstan. Drug traffic-
king, prostitution and illegal production of al-
coholic beverages contribute most to the non-
observed economy. The situation is as follows: 
the proportion of drug business (by exam ple 
of heroin) in the non-observed eco nomy of 

 Kazakhstan was 40.8% in 2013, and it is expec ted that the pro-
portion of drug traffic king in the non-observed economy may re-
main around this le vel (see Figure 1).

The proportion of prostitution was 35.8% in 2013. Produc-
tion of illegal alcohol accoun ted for 22.9%; 0.5% are formed 

Tab. 8: Evaluation of the production of counterfeit goods in 
the Republic of Kazakhstan by region for 2013

Source: Compiled by the authors based at Table 1

Tab. 7: Assessment of the illegal production of alcoholic beverages in 
the Republic of Kazakhstan by region for 2013

Source: Compiled by the authors based at Table 1

Tab. 6: Assessment of the illegal fishing in the Republic 
of Kazakhstan by region for 2013

Source: Compiled by the authors based at Table 1
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with regard to other types of non-observed activities among 
which are smuggling, counterfeiting and poa chering.

5. Conclusions
Based on the proposed methodology, we have calcula ted 

main non-observed activities in Kazakhstan, taking into ac-
count all the data available at the regional level for the 2013. 
Eurostat as well as UNECE recommen ded to consider drug 
trafficking, prostitution and smuggling of tobacco and alcohol 

to be activities that have the greatest impact on GDP. The cal-
culations have proved the correctness of the recommenda-
tions. Drug trade (40.8%), prostitution (35.8%) and illegal al-
cohol production (22.9%) contribute most to the non-observed 
economy of Kazakhstan.

To reduce the scale of the non-observed economy, the go-
vernment should create favorable conditions for conduc ting le-
gal business. It should become more profitable if compared with 
non-observed activities. Also, there is a need to conti nue joint 
efforts of the state bodies, poli tical and social movements and 
associations to reduce the scale of non-observed economy.

Figure. Structure of the non-observed 
economy in Kazakhstan in 2013
Source: Compiled by the authors
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