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MTI – medical treatment institutions
CIS – Construction Information System
SCCB – State Construction Control Bureau
B2B – international term for business-to-business, a situation where a commercial transaction is conducted between one business and another
RTSD — Road Traffic Safety Directorate
DAGR – Data Dissemination and Management Platform
RoE – report of employer
DSI – Data State Inspectorate
EDLUS – electronic working time recording system
EC – European Commission
MoE – Ministry of Economics
EU – European Union
FIU – Financial Intelligence Unit of Latvia
MoF – Ministry of Finance
MoI – Ministry of the Interior
MoI IC – Information Centre of the Ministry of the Interior
PIT – personal income tax
GDP – gross domestic product
IUB – Procurement Monitoring Bureau
MoES – Ministry of Education and Science
LMA – Latvian Medical Association
UPOMPL – Union of Professional Organisations of Medical Practitioners of Latvia
LIA – Latvian Insurers Association
BoL – Latvijas Banka (Bank of Latvia)
LBAS – Free Trade Union Confederation of Latvia
LBNA – Latvian Construction Industry Trade Union
LBP – Construction Council of Latvia
LBPA – Latvian Association of Structural Engineers
LDDK – Employers’ Confederation of Latvia
LIAA– Investment and Development Agency of Latvia
LKKA – Latvian Association of Beauticians and Cosmetologists
MoW – Ministry of Welfare
LPOT – Latvian Network of Patient Organizations
LALRG – Latvian Association of Local and Regional Governments
LSSA – Latvian Association of Beauty Specialists
LCCI – Latvian Chamber of Commerce and Industry
LVSADA – Trade Union of Health and Social Care Employees of Latvia 
LDA – Latvian Dental Association
Cabinet – Cabinet of Ministers
NHS – National Health Service
NGO – non-governmental organisations
OECD – Organisation for Economic Cooperation and Development
POS – point of sale, card and contactless payment terminals
CRPC – Consumer Rights Protection Centre
VAT – value added tax
MoT – Ministry of Transport
SPKC – Centre for Disease Prevention and Control
MoJ – Ministry of Justice
HEA – Healthcare Employers’ Association
MoEPRD – Ministry of Environmental Protection and Regional Development
VEDLUDB – Unified Electronic Working Time Recording Database
HI – Health Inspectorate
SRS – State Revenue Service
SRS IS – Information System of the State Revenue Service
MoH – Ministry of Health
SP – State Police
SRDA – State Regional Development Agency
SBG – State Border Guard
MSSIC – Mandatory State social insurance contributions
SES – State Environmental Service
 










Contents

1. Summary	4
2. Background	6
2.1. Concept of the shadow economy, motivation of participants and the related risks	6
2.2. Estimate of the size of the shadow economy	15
2.3. Scenarios and measures for reducing the shadow economy	22
3. Aim and Courses of Action of the Plan	27
4. Shadow Economy Restriction Plan for 2024–2027	28
5. Resultative Indicators of the Plan	45



[bookmark: _Toc166237499]1. Summary

	The Shadow Economy Restriction Plan for 2024–2027 (hereinafter – the plan) is a medium-term policy planning document which prioritises the reduction of shadow economy for the next four years by implementing both horizontal measures and targeted measures in specific economic sectors through close cooperation with sectoral ministries and representatives of non-governmental organisations.
[bookmark: _Hlk132789612]Cabinet Order No. 178 of 30 March 2023, On the Development of the Shadow Economy Restriction Plan for 2023–2025,[footnoteRef:2] identifies the following three priority sectors of the national economy for the reduction of the shadow economy: [2:  Cabinet Minutes No 16 Par. 43] 

· construction – building construction, civil engineering, specialised construction activities; 
· human health and social work activities – health protection; 
· wholesale and retail trade relating to the use of cash mutual transactions and the availability and disclosure of information to public authorities.
	The Cabinet Order strengthened the governance model of the plan, stating that the development, implementation and monitoring of the measures of the plan in a specific sector shall be the responsibility of the relevant sectoral ministry. Therefore, four working groups were set up to draft proposals for the Shadow Economy Restriction Plan for 2024–2027 (hereinafter – the plan):
· on the use of cash in mutual transactions (MoF);
· on the exchange of information and data between public authorities (MoF);
· on improvement of the policy and regulatory framework in the construction sector, i.e. specialised construction activities, building construction and civil engineering (MoE);
· on improvement of the policy and regulatory framework in the health protection and also beauty care sectors (MoH).
Representatives of the MoE, MoH, MoEPRD, the Ministry of the Interior, MoT, MoES, MoW, SRS, BoL, LDDK, LCCI, the Foreign Investors Council in Latvia, the Corruption Prevention and Combating Bureau, and also more than 30 sectoral associations were involved in the work of the working groups. In the period from April to May 2023, four working groups developed a total of more than 50 proposals for the measures of the draft plan, outlining the main courses of action and the resultative indicators to be achieved.
	In accordance with the Cabinet Order, at the end of May, the MoE and MoH informed of the conclusions of the working groups, providing the draft plan with proposals for measures to improve the policy and legal framework of a specific economic sector and further actions to curb the shadow economy in a specific sector. In addition, the Ministry of Finance, when developing the shadow economy restriction plan for the next period, emphasised communication with sectoral ministries and representatives of the non-governmental sector to identify measures that would both reduce the shadow economy and improve the business environment in priority sectors, reducing distortions of competition. 
The plan includes measures that are aimed at reducing the risk of the shadow economy in a specific sector and also provides an estimate of the potential fiscal impact on the State budget from implementing the measures. 
	Developing Cabinet Order No. 178 of 30 March 2023, On the Development of the Shadow Economy Restriction Plan for 2023–2025, it was initially planned to develop a plan for a three-year period. During the process of developing the courses of action of the plan, the implementation period was adjusted, thus ensuring consistency with the Tax Policy Guidelines by setting a four-year period, i.e. from 2024 to 2027. 
Tax policy is an essential prerequisite for a favourable business environment. Furthermore, an attractive business environment is a key instrument for reducing the shadow economy. At the same time, shadow economy participants create unfair competition that has a negative impact on the business environment. The relevant processes are therefore interrelated.
[bookmark: _Hlk140839132]The draft plan has been discussed and agreed with sectoral ministries, SRS, IUB and sectoral associations. A number of proposals for the measures of the plan identified in the working groups have been submitted for evaluation and discussion to the working group which is developing the Tax Policy Guidelines for 2024–2027. It should be noted that the plan includes specifically designed measures to mitigate the risk of the shadow economy that will not duplicate with the tasks included in the Tax Policy Guidelines and development planning documents of other authorities, and also tax administration, operational and supervision measures included in the SRS work plan. 
The SRS will continue its work to improve the efficiency of the service provision process, implementing a new approach to tax administration, i.e. tax control, by introducing smart solutions to support the workflow of the control process as laid down in the SRS internal action plans.
[bookmark: _Hlk149216025]In addition, within the framework of the courses of action set out in the plan, measures are being taken to improve sectoral policies and the regulatory framework to reduce the shadow economy, improve the business environment and promote voluntary compliance with tax obligations. The plan includes measures that provide for the use of taxpayer rating in public procurements, restrictions on the circulation of cash, promoting the use of non-cash transactions, identification of opportunities to improve the personal income tax return, strengthening of data analytics in the construction, health and beauty care sectors, improvement of information and data exchange, public education and other measures to improve the competitiveness of businesses.






[bookmark: _Toc166237500]2. Background

[bookmark: _Toc166237501]2.1. Concept of the shadow economy, motivation of participants and the related risks 

The shadow economy is a term used by various scholars and organisations to describe the part of the informal economy where taxes are not paid according to national tax regulations. Given that there are several methodologies for measuring the shadow economy, there are also different definitions of the shadow economy. For example, according to the definition by the Organisation for Economic Cooperation and Development (OECD), the shadow economy consists of economic activities, whether legal or illegal, which are required by law to be fully reported to the tax administration but which are not reported and which therefore go untaxed unlike activities which are so reported.[footnoteRef:3] [3:  Shining Light on the Shadow Economy: Opportunities and Threats, OECD, 2017; https://www.oecd.org/tax/crime/shining-light-on-the-shadow-economy-opportunities-and-threats.pdf] 

Austrian Professor F. Schneider uses the following definition in his research to measure the size of the shadow economy: the shadow economy includes all economic activities which are hidden from official authorities for monetary, regulatory, and institutional reasons. Monetary reasons include avoiding paying taxes and all social security contributions, regulatory reasons include avoiding governmental bureaucracy or the burden of regulatory framework, while institutional reasons include corruption law, the quality of political institutions and weak rule of law. The shadow economy reflects mostly legal economic and productive activities that, if recorded, would contribute to national GDP.[footnoteRef:4]  [4:  Nonlinearity Between the Shadow Economy and Level of Development; https://www.iza.org/publications/dp/12385/nonlinearity-between-the-shadow-economy-and-level-of-development] 

The shadow economy is ‘the gross domestic product that is not recorded in official statistics because of non-declaration and (or) incomplete declaration’ and ‘the production of legal or illegal goods and services that are not included in the official GDP’.[footnoteRef:5]  [5:  Shadow Economies around the World: What Do We Know? https://docs.iza.org/dp1043.pdf ] 

According to Professor A. Sauka research on the shadow economy index, the components of the shadow economy are ‘envelope wages’, unreported income, illegal employment, bribery and corruption.[footnoteRef:6]  [6:  Shadow Economy Index for the Baltic Countries 2009–2022; https://www.sseriga.edu/sites/default/files/2023-05/Enu_ekonomikas_indekss_2009_2022_0.pdf ] 

The shadow economy carries with it numerous risks. It encourages unfair competition, distorts the market and leaves a negative impact on tax collection. Businesses that pay little or no tax are able to increase their current assets and save on expenses by paying ‘envelope wages’. This lowers the prime cost of goods and services, squeezing fully taxed goods and services out of the market. [footnoteRef:7] At the same time, people who receive ‘envelope wages’ are exposed to social security, occupational safety and social insurance risks. ‘Envelope wages’ not only have a negative effect on social security contributions of employees, but also prevent the receipt of the State-guaranteed replacement income upon retirement, disability, loss of a family supporter, illness, during the period of maternity leave, when losing a job and also in case of an accident at work or an occupational disease.  [7:  Outside the State – The Shadow Economy and Shadow Economy Labor Force; https://www.researchgate.net/publication/356303562_ ] 

Consequently, the shadow economy delays national economic growth, has a negative effect on tax collection and reduces national budget revenues. This reduces the amount of public funding that can be used to improve public welfare and quality of life, develop infrastructure and services that would create the conditions for more economically active businesses and expansion in production. 
At the same time, economists recognise that it is impossible to eliminate the shadow economy completely as it is a natural phenomenon under certain conditions and also serves a social function. For example, in difficult economic times, businesses tend to partially or fully shift their activities to the shadow economy, putting their (short-term) interests above the (mostly long-term) interests of society. Similarly, individuals in difficult financial situations engage in the shadow economy by failing to pay labour taxes, thus depriving themselves of future social guarantees and reducing the social budget revenues that serve the common public interest. At the same time, participation in the shadow economy can be caused by low tax morale, i.e. targeted and principled tax evasion unrelated to financial hardship.

Motivation for involvement in the shadow economy 

Tax evaders who engage in the shadow economy can be divided into non-tax payers, partial tax payers, those who operate outside the scope of the SRS supervision and those who engage in illegal activities. Often, employees themselves want to receive ‘envelope wages’ as a way of avoiding various obligations, such as the payment of child maintenance. Each group of taxpayers is likely to have its own motivations for tax evasion. 
The study by the European Parliament Committee on Fiscal Affairs[footnoteRef:8] mentions eight main hypotheses on the driving forces of the shadow economy and their causal links in the OECD countries that stimulate involvement in the shadow economy:  [8:  Taxation of the Informal Economy in the EU (europa.eu)] 

· high tax burdens increase the shadow economy; 
· excessive government regulation; 
· poor quality of services by public authorities;
· low tax morale;
· high unemployment rate;
· high self-employment rate; 
· low GDP per capita in the country; 
· low levels of freedom.
[bookmark: _Hlk140839870]It is crucial for each country to identify the reasons why taxpayers lose their motivation to pay taxes by defining strategies and measures to tackle the causes of tax evasion for each target group. Causes can vary from country to country, and even within the same country, over time and throughout history. The studies by the Inter-American Center of Tax Administrations (CIAT) point out a number of reasons for tax evasion that reduce the motivation to pay taxes:
· inconsistency in political decisions and lack of trust in the government;
· structure of the national tax system;
· low efficiency of tax administrations;
· unfair tax policies;
· tax burden and high rates;
· lack of simplicity and accuracy in tax legislation;
· different tax regimes with different tax burdens;
· possibility to violate statutory provisions without greater risks;
· poor quality of public goods and services (infrastructure, social protection);
· trade barriers;
· low level of education of the population;
· lack of awareness about the use of tax resources;
· lack of tax integrity of the population, etc.[footnoteRef:9] [9:  Which are the causes of tax evasion? https://www.addistaxinitiative.net/profile/ciat] 

Successful restriction of the shadow economy requires the implementation of comprehensive and carefully designed policies, focusing on the determinants that are most important for improving the business environment. Such measures may vary from reducing regulatory and administrative burdens, promoting transparency and improving government efficiency to improving tax compliance, automating procedures and promoting electronic payments.

Tax morale

Tax morale measures taxpayer perceptions and attitudes towards paying and evading taxes and also indicates to the intrinsic motivation to pay taxes.[footnoteRef:10] This is an important aspect of the tax system as most tax administrations rely on the honesty of taxpayers. Therefore, in building a sustainable tax culture, it is important to focus on tax morale that would contribute to raising voluntary tax compliance.  [10:  https://www.oecd-ilibrary.org/sites/f3d8ea10-en/index.html?itemId=/content/publication/f3d8ea10-en] 

The research by both prof. A. Sauka and prof. F. Schneider suggests that tax evasion cannot be explained solely by so-called rational choice, i.e. that involvement in tax evasion by individuals is explained by the potential benefits of tax evasion as opposed to the likelihood of being caught and the level of penalties imposed. On the contrary, it is considered that the existence of low tax morale has a major role in explaining why the shadow economy in some countries is higher than rational choice can explain.[footnoteRef:11] In this context, it should be stressed that the external environment has an important influence on the formation of tax morale, i.e. the attitude of entrepreneurs towards the fairness of the tax system, the way in which the money paid in taxes is used, the prestige of the government in the eyes of entrepreneurs. [11:  Torgler, B. & Schneider, F. (2009). The impact of tax morale and institutional quality on the shadow economy. Journal of Economic Psychology] 

Tax morale is related to the following factors:
· financial indicators – satisfaction with income, national economic situation, income distribution and market economic performance; 
· political indicators – satisfaction with democracy, trust in the government;
· demographics – age, gender, education.
Countries with high GDP, effective social protection and transparent use of public funds have higher tax morale. However, such factors as high inflation, income inequality, high tax rates, corruption and low trust in public authorities have a negative impact on tax morale. The results of the research by prof. A. Sauka show that merchants with low tax morale believe that fraud and tax evasion are perfectly justified and engage in the shadow economy up to 57.3 per cent of the time[footnoteRef:12], because seeing others evading taxes in society makes evasion seem rational and justified. This is why tax evasion is used by merchants as a self-defence mechanism. Low tax morale is associated with higher levels of tax evasion, lower tax compliance, higher levels of the shadow economy, more undeclared labour and a higher risk of ‘envelope wages’. [12:  Science-based policy recommendations to reduce the shadow economy in Latvia https://www.fm.gov.lv/lv/media/13786/download?attachment, ] 

These findings show that achieving a significant change in the prevalence of the shadow economy is a challenging task, namely, it is necessary to change the mindset of a large part of society, in particular with regard to the usefulness of paying taxes. Although policy programmes that fundamentally change public thinking are likely to be more complex and difficult to implement and also more time-consuming than quick-fix tax policy solutions, such as tax incentives, tax control or penalty policies, tax legislation, the results of the research suggest that they could be the most effective way to significantly reduce the size of the shadow economy in Latvia. 
The report of science-based policy recommendations by prof. A. Sauka identifies the main factors influencing the size of the shadow economy and ‘envelope wages’:
1. trust of businesses and individuals in different authorities and satisfaction with public services;
2. likelihood of being caught and proportionality of penalties when engaging in the shadow economy activities;
3. tax policy;
4. tax morale;
5. reasons relating to specific industries and businesses: determinant factors for envelope wages, including administrative burden. 
[image: A diagram of a graph and a diagram of a graph

Description automatically generated with medium confidence]In addition, the OECD concludes in the research that one of the most important factors influencing tax morale is trust in the government, parliament, courts, tax administration, public officials, politicians, the president and political parties. A survey on public trust in public authorities conducted by the OECD in 2022 shows that only 24.5 per cent of the Latvian population trusts the government that is significantly lower than the OECD average (41 per cent)[footnoteRef:13].  [13:  https://www.oecd-ilibrary.org/sites/b407f99c-en/index.html?itemId=/content/publication/b407f99c-en] 
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Within the scope of the national research programme “Reduction of the Hidden Economy for Ensuring Sustainable Economic Development”, prof. A. Saulītis in his report on the involvement of the Latvian population in the shadow economy emphasises the importance of the tax morale aspect. The research on the involvement of the population in the shadow economy concluded that tax evasion and the shadow economy are linked to three key factors:Do not know
Do not know

1) structural factors – tax system and regulatory framework. This includes the effectiveness of tax administration, i.e. the level of fines and the likelihood of being fined, the incidence of corruption and the quality of public services;
2) payment factors – the availability of goods and services and the difference in costs between the formal and informal economies, as well as purchase anonymity, security, etc.;
3) historical factors – related to tax morale, identity, the work ethics of tax administrations and broader political and social environments.[footnoteRef:14] [14:  https://www.fm.gov.lv/lv/media/13776/download?attachment] 

When assessing different situations where taxes are not paid in full, the inhabitants of Latvia most frequently condemn tax evasion by companies (paying employees envelope wages or providing a service to another company without paying taxes) and also situations where someone is defrauding social benefits. Tax evasion in general (‘someone evades taxes by not paying or only partially paying the national tax’) is much more favourably viewed, while provision of a service by a private individual to a private individual is the least frowned upon (Figure 1). It should be highlighted that overall tax morale is low: most respondents did not consider any of the examples of tax evasion mentioned in the survey to be completely unacceptable.

Do not know/NA

Fully acceptable

Fully unacceptable

A company provides services to another company but does not inform the tax or social security authorities of its activities

A company provides its services to a private household but does not inform the tax or social security authorities of the fees received

A private individual is employed in a private household and does not inform the tax or social security authorities of the remuneration he/she receives, even though it should be reported

Someone receives social benefit payments (unemployment benefit, sickness benefit, etc.) while hiding the actual circumstances that would prevent receipt of such payments

A company hires a private individual, but all or part of the wage is paid in an envelope

Someone evades taxes by not paying or only partially paying the national taxes


Figure 1. Tax morale in Latvia “To what extent do you consider this behaviour to be acceptable or unacceptable”, survey of 2020.
Trust is a set of different beliefs and judgements. In the field of taxation, trust is largely linked to the focus strategies in the work of tax administrations: actions based on mutual respect and understanding, rather than fear of being caught or punitive actions that in turn are linked to strategies to prevent tax collection. The failure of prevention strategies in the context of Latvia is also indicated by the fact that in none of the situations the moral judgement of respondents depends on their perception of the likelihood of being caught for tax evasion. 
It also matters whether the individual is employed in the shadow economy and in such case tax morale is significantly lower than if the entire wage is earned and all taxes are paid in good faith. This suggests that once an individual is involved in the shadow economy activities, tax morale becomes weaker and such persons much less likely to be drawn into paying taxes. Moreover, the shadow economy is becoming self-sufficient, i.e. goods and services are much more likely to be purchased by those who themselves receive undeclared income. 
In contrast, Latvia has a part of society that has a relatively high tax morale. These are mostly general taxpayers who consider their tax burden too high. This shows that law-abiding individuals do not regard the payment of taxes as a personal matter, but as a matter of common interest for society as a whole. In other words, also in this case the payment of taxes is mainly linked to focus strategies and historical factors: trust in the SRS. At the same time, inequalities in society make people less willing to pay taxes. 

Within the scope of the national research programme “Reduction of the Hidden Economy for Ensuring Sustainable Economic Development”, the results of the survey conducted by prof. A. Sauka show that in Latvia the most common reason that would encourage people to purchase goods or services without a justification document, or without paying all applicable taxes, is a lower price [footnoteRef:15] (Figure 3). [15:  https://www.fm.gov.lv/lv/media/13776/download?attachment] 
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Faster servicing
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The goods or services not available on the regulated market or difficult to access
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Lower price
What would encourage you to purchase goods or services without receipt or without paying all stipulated taxes?
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	Figure 2. Motivation to purchase undeclared goods and services
	Figure 3. EC Special Eurobarometer 498 survey: Undeclared work in the EU September 2019 



The survey also shows that the majority (39 per cent) believes that it is acceptable not to declare transactions in Latvia between friends, relatives or colleagues. At the same time, according to the survey data, this view is less common in Latvia than in the EU-28 average.









Figure 4. Reasons for providing services in the shadow economy, survey of 2020.

In the survey, respondents indicate that the most frequent reason they think people are tempted to work or provide services without paying all or part of their taxes is that taxes and social security contributions are too high. This is followed by a lack of jobs, a lack of trust in the State and its social guarantees, and also the existing bureaucracy (Figure 4).
When defining measures to reduce the size of the shadow economy, it should be borne in mind that whatever measures are implemented to reduce the shadow economy, there will always be individuals operating in the grey sector who will purposefully seek to continue to evade taxes and remain outside the formal economy by changing their behaviour and using other tools and techniques.
Given that the risk of the shadow economy is closely linked to the principle of tax morale, the involvement of individuals in the shadow economy also exists among high-income individuals with low tax morale. Therefore, keeping the overall welfare of the country in mind, it is necessary to take smart measures to raise tax morale in the country as a whole and among groups of people with different levels of wealth and motivation. 

Correlation between the shadow economy and GDP

Economists recognise that the size of the shadow economy is highly correlated with the development of national economy; therefore, GDP growth is one of the most important driving forces of changes in the scale of the shadow economy. The higher the level of GDP per capita, the higher the welfare, the less prone people are to breaking the law, including tax evasion. This pattern can also be clearly seen in the graph below, depicting GDP per capita[footnoteRef:16] and the scale of the formal economy as a percentage of GDP, calculated as the inverse of the share of the shadow economy as a proportion of GDP according to the method of prof. F. Schneider (Figure 5). [16:  Real GDP per capita – Statistics | Eurostat (europa.eu)] 
Share of the formal economy, % of GDP

GDP per capita, EUR


Figure 5. Correlation between gross domestic product per capita and the share of formal economy

Similarly, the EC study on the scale of the VAT gap in EU Member States[footnoteRef:17] shows a high dependence of the VAT gap on GDP and economic structure. In the report, the EC highlights GDP growth, general government surplus, information technology expenses and the shares of the agricultural and financial sectors in the economy as statistically significant factors. According to the study, in order to reduce the VAT gap by one percentage point, GDP would need to increase by three percentage points. [17:  Overview of the VAT gap VAT gap in the EU – Publications Office of the EU (europa.eu) p. 131, Table 75] 

The 12-year VAT gap statistics and the 9-year labour tax gap statistics accumulated by the SRS, which show a high inverse correlation between GDP and the tax gap percentage, also suggest that macroeconomic growth has a significant impact on the size of tax gaps. In fact, changes in the GDP factor can account for 86 per cent up to 94 per cent of the tax gap dynamics (Figures 6–8).


Figure 6. Correlation between VAT gap and GDP			Data source: SRS data


Figure 7. Correlation between PIT gap and GDP			Data source: SRS data


Figure 8. Correlation between MSSIC gap and GDP			Data source: SRS data


Figure 9 below shows the link between the economic situation and the share of the shadow economy in the countries of the European Economic Area, depicting GDP per capita and the size of the shadow economy according to prof. F. Schneider research data. The data show a strong inverse proportional correlation, i.e. the higher the GDP per capita, the lower the share of the shadow economy in the country.

Figure 9. Correlation between the share of the shadow economy and GDP per capita in 2022. 
Developed by the Ministry of Finance on the basis of Eurostat data and F. Schneider research data.

As shown in the figure, advanced economies, e.g. Germany, Austria, Luxembourg and Switzerland, have a higher GDP per capita[footnoteRef:18] and a lower shadow economy rate, while such countries as Bulgaria, Croatia, Hungary, Romania have a lower GDP per capita and a relatively high shadow economy rate[footnoteRef:19]. [18:  Real GDP per capita – Statistics | Eurostat (europa.eu)]  [19:  Research by the International Monetary Fund https://www.fm.gov.lv/lv/media/11131/download?attachment ] 

GDP per capita shows the material welfare level and purchasing power of the population of the respective country. If people cannot meet their basic needs and have a choice between meeting their basic needs and meeting their tax obligations, the choice will be in favour of personal rather than public interests. The higher value the population of a country can produce, the higher the material welfare of its inhabitants and the greater their interest in contributing to common public needs, including the payment of taxes.
In accordance with the data of the OECD study conducted in 2022, Figure 10 shows the satisfaction of European citizens with their level of income[footnoteRef:20] and the link with the size of the shadow economy according to F. Schneider research data.  [20:  https://www.oecdregionalwellbeing.org/US26.html ] 



Figure 10. Correlation between the share of the shadow economy and public satisfaction with the income level in 2022. 
Developed by the Ministry of Finance on the basis of the OECD data and F. Schneider research data.

In countries where people have lower income satisfaction levels, there is greater involvement in the shadow economy. Consequently, if a person has sufficient income to meet his or her basic needs, he or she is less likely to engage in tax evasion. Conversely, the lower the level of income satisfaction, the more people are inclined to prioritise their personal short-term interests by avoiding the payment of taxes, rather than complying with the law by fulfilling their tax obligations, and thus also contributing to the financing of common national (public) needs.

 
Figure 11. Correlation between the share of the shadow economy and the level of corruption in 2022. 
Developed by the Ministry of Finance on the basis of DELNA research data and F. Schneider research data.

Another indicator related to the shadow economy is the perception of the level of corruption in the country by private sector (Figure 11). The figure shows that such countries as Switzerland, Denmark, Finland, Sweden and Germany have a higher corruption perception index, which could indicate a lower level of corruption and less involvement in the shadow economy. In contrast, such countries as Hungary, Greece and Slovakia have a lower corruption perception index and a higher level of the shadow economy. Widespread corruption is linked, among other things, to high levels of the shadow economy and low levels of morale. 

[bookmark: _Hlk149217260]In summary, research shows that the creation of a favourable business environment plays a crucial role in reducing the shadow economy that would facilitate an increase in the number of companies that would be competitive in Latvian and foreign markets, increase the volume of exports of Latvian goods and services, improve the quality and creation of products with high added value.
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Figure 12. Factors contributing to the shadow economy and correlation thereof with GDP.

[bookmark: _Hlk149213371]Changes in the size of the shadow economy depend significantly on the development of national economy and the factors influencing the business environment. At the same time, targeted measures to reduce the shadow economy or discipline, including improving tax morale, reducing regulatory and administrative burdens, improving transparency, promoting tax compliance, automating procedures, introducing electronic payments, etc. also play an important role. It should be noted that the business environment cannot be fully organised without targeted measures to restrict the shadow economy and consequently the share of the shadow economy cannot be minimised only through economic development. Thus, to improve the attractiveness of the business environment, the measures of the policy planning documents and the measures of the plan to restrict the shadow economy are interrelated and produce a synergy effect (Figure 12). 
Accordingly, in order to reduce the scale of the shadow economy in the country, it is important to work in parallel on a number of interrelated documents, including the Declaration on the Intended Activities of the Cabinet Chaired by Evika Siliņa (approved on 15 September 2023)[footnoteRef:21] and the objectives set out therein, namely:  [21:  https://www.mk.gov.lv/lv/media/16704/download?attachment
] 

· National Development Plan of Latvia for 2021–2027 (approved by the Saeima on 2 July 2020);
· Digital Transformation Guidelines for 2021–2027 (approved by Cabinet Order No. 490 of 7 July 2021);
· Corruption Prevention and Combating Action Plan for 2023–2025 (approved by Cabinet Order No. 199 of 11 April 2023);
· informative report “On Progress in the Development of the National Tax Policy Guidelines for 2024–2027” (examined and approved by the Cabinet on 26 September 2023);
· Shadow Economy Restriction Plan for 2024–2027 (draft), etc.
At the same time, the Shadow Economy Restriction Plan for 2024–2027 does not duplicate with the tasks included in the Tax Policy Guidelines and development planning documents of other authorities, and also tax administration, operational and supervision measures included in the SRS work plan. 


[bookmark: _Toc166237502]2.2. Estimate of the size of the shadow economy

Methods for estimating the size of the shadow economy cannot be regarded as unambiguously accurate and comparable. As mentioned above, a number of internationally renowned economists are working on estimating the size of the shadow economy. In order to get a comprehensive overview of the size of the informal economy, the results of several studies are compared, based on both direct (survey) and indirect (macroeconomic) methods. Most of these methods only allow an assessment of the direction of change and the approximate scale of the increase or decrease in the shadow economy, i.e. the trends, rather than its specific size. 
According to the method by F. Schneider, the Shadow Economy Index is measured as a percentage of GDP using the indirect modelling method. The measurement of the size of the shadow economy is based on the cash demand approach and the multiple-indicator, multiple-cause (MIMIC) model (Figure 13), allowing to obtain index time series of the ratio of unrecorded to recorded output in a country. The basic idea of the demand for currency approach is that goods and services sold in the shadow economy are settled in cash and that by using the demand for cash function it is possible to measure such goods and services respectively provided and delivered in exchange for cash and thus to estimate the size of the shadow economy.

Estonia
Lithuania
Latvia

Figure 13. Size of the shadow economy in the Baltic States from 2009 to 2022 (% of GDP) according to prof. F. Schneider research data.

According to the method by A. Sauka, the Shadow Economy Index is measured as a percentage of GDP using the direct survey approach, i.e. business questionnaires (including telephone interviews) with open-ended responses and analysis of tax audit data and a revenue approach to measuring GDP; GDP is calculated as the sum of gross compensation of employees and gross operating income of companies (Figure 14). The shadow economy includes unreported business profits, unreported wages and unregistered employees. The size of the shadow economy is assessed by looking at businesses that are legally registered and engaged in the field of legal goods and services. The calculations do not include illegal trade in goods or services, including cross-border trade, smuggling or imports of illegal goods.

Estonia
Lithuania
Latvia

Figure 14. Size of the shadow economy in the Baltic States from 2009 to 2022 (% of GDP) according to prof. A. Sauka research data. 

According to the estimates obtained within the scope of the national research programme “Reduction of the Hidden Economy for Ensuring Sustainable Economic Development” by prof. A. Sauka and his team, the potential amount of taxes to be collected from the shadow economy in Latvia is between EUR 2 billion and EUR 3.6 billion. The report of prof. T. Putniņš estimates the amount of tax revenue lost in Latvia due to the shadow economy, tax evasion, concealment and also smuggling. The results show that tax evasion varies significantly between different tax types:
· labour taxes (PIT and MSSIC) account for the largest amount, i.e. 77 per cent, of the lost tax revenue. The study shows that there is significant potential to increase tax revenues through political actions aimed at reducing the amount of lost revenues from labour taxation. At the same time, it is pointed out that this could include any measures to reduce wage envelopes, in particular any policies aimed at preventing schemes designed to avoid tax payments by high-income earners who generally account for the largest share of uncollected taxes compared to how much tax revenue such individuals should be provide;
· the study mentions that the next largest contributor to the tax gap is excise duty which accounts for 10 per cent of the lost tax revenue. Among excise duties, petroleum products, in particular diesel and petrol used in vehicles, are the largest source of the lost tax revenue as they account for a large share of excise duty revenue. Tobacco is next in the category of excise duty, mostly due to smuggled cigarettes, although this component is showing a downward trend over time, followed by alcohol. Only a small part of the estimated undeclared, illegal consumption of petrol and diesel is detected and recovered by law enforcement authorities, meaning that policies to collect excise duties on petroleum products could be much more effective;
· VAT constitutes a significant share of the lost tax revenue, accounting for 9 per cent of all lost tax revenue. The study shows that VAT evasion is estimated at 3.8 per cent which is lower than for other tax categories. However, VAT accounts for a large share of uncollected taxes due to its high share in the tax revenue structure (29 per cent). Evidence from EU countries shows that effective policies to fight VAT evaders include investments in information technology to better track VAT payment obligations and to encourage taxpayers to comply with additional information obligations, e.g. real-time reporting and e-invoicing.[footnoteRef:22]  [22:  https://www.fm.gov.lv/lv/media/13792/download?attachment] 

The SRS assesses gaps in VAT, PIT, MSSIC and excise duties. The tax gap is the ratio of the amount of undeclared and declared but unpaid taxes to the potential tax mass that would be calculated and collected under the assumption that all taxpayers fully comply with their tax obligations. It should be noted that the total tax gap is not the same as the size of the shadow economy as measurements of the shadow economy determine the share of unregistered economic activity, not lost tax revenue. 
According to the SRS estimate, Table 1 shows that the potential amount of taxes to be collected from the shadow economy in 2021 is estimated at EUR 992 million. The potential amount to be collected (VAT, PIT, MSSIC, excise duty losses) is estimated by the SRS at 2.95 per cent of GDP. (GDP of 2021 equals to EUR 33 617 mln.) At the same time, the present tax gap excludes data that has not come to the attention of the SRS at all. 
	Potentially collectable amount
	mln. EUR

	VAT gap
	162

	PIT gap from undeclared wages for general tax regime employees
	280

	MSSIC gap from undeclared wages for general tax regime employees
	516

	Excise duty gap from fuel products
	34

	TOTAL
	992


Table 1. Estimates of the current level of undeclared and unpaid taxes in 2021. Excise duty gap for 2020
Data source: SRS data.

Another indicator that indirectly shows the size of the shadow economy in a country is the share of cash in circulation.[footnoteRef:23] The EC study concludes that one of the main driving forces of the shadow economy is the continued use of cash as the main method of payment. Moreover, the driving forces of demand for cash are the same whether they are large or small countries, northern or southern countries, countries with an interest in using cash, or countries where consumers pay predominantly in non-cash currency, or where there is a policy of restricting the use of cash.  [23:  Payment Innovations, the Shadow Economy and Cash Demand of Households in Euro Area Countries] 

The development of cashless payment methods encourages people to replace cash. Thus, the widespread use of new payment innovations such as contactless and mobile payments will further reduce cash hoarding. It has been studied that every crisis so far has increased the demand for cash. During the COVID-19 crisis, the amount of cash in circulation increased worldwide, even in the Scandinavian countries. For example, the euro area has seen a significant increase in the demand for cash since its existence[footnoteRef:24]. [24:  https://www.cesifo.org/en/publications/2020/working-paper/payment-innovations-shadow-economy-and-cash-demand-households-euro ] 


According to the BoL, a total of EUR 2.4 billion of cash was deposited in the ATMs in 2022. Retailers have paid EUR 3.9 billion to cash collection companies, representing a total of EUR 6.3 billion or 16.2 per cent of GDP. It should be noted that there are also objective reasons for depositing cash in the ATMs that do not necessarily indicate that the money is derived from the shadow economy activities. In the retail sector, not all cash is passed on to cash collection companies, some of it is returned to customers and used in mutual settlements with suppliers. At the same time, this cash flow indicator can also be seen as one of the signs characterising the shadow economy trend.
 Latvian payment service providers (credit institutions, electronic money institutions, payment institutions, credit unions, Latvijas Banka and the Treasury) made 394.2 million customer non-cash payments in H1 of 2023, totalling EUR 150.7 billion. Compared to H1 of 2022, the total number of customer non-cash payments increased by 10 per cent and the total volume of payments by 26 per cent. The most commonly used non-cash payments by customers were card payments (61.2 per cent of total non-cash payments) and customer credit transfers (36.4 per cent of total non-cash payments). It should be noted that 24.2 million instant payments amounting to EUR 6.9 billion were made in H1 of 2023.[footnoteRef:25] [25:  https://www.bank.lv/aktualitates-banklv/zinas-un-raksti/jaunumi/16568-latvija-1-pusgada-butiski-audzis-bezskaidras-naudas-maksajumu-apjoms] 
non-cash
cash
August 2023
Data: Latvijas Fakti

Given that cash is often used as a tool by targeted participants in the shadow economy, it is necessary to create a system that makes it commercially unattractive to obtain illicit cash. At the same time, it is also necessary to promote digital payments, motivating society as a whole to use less cash in everyday transactions, which will also reduce the attractiveness of using cash for targeted participants in the shadow economy. This fact is also confirmed by the recommendation provided in the research led by prof. A. Sauka, i.e. recommendation on incentives and disincentives for electronic payment systems to reduce the amount of cash that can potentially be used to pay envelope wages in cash, e.g. cash payment caps, availability of point of sale (POS) terminals in all sectors, electronic-only payments in public institutions, incentives to use cards at the point of sale[footnoteRef:26].  [26:  Science-based policy recommendations to reduce the shadow economy in Latvia; https://www.fm.gov.lv/lv/media/13788/download?attachment ] 


Current data from F. Schneider research show that the size of the shadow economy has continued its downward trend, accounting for 20.2 per cent in 2021 and 19.9 per cent in 2022[footnoteRef:27] (Figure 15). [27:  Taxation of the Informal Economy in the EU (europa.eu) Data source: Taxation of the Informal Economy in the EU (europa.eu)] 


Figure 15. Share of the shadow economy in 31 European countries in 2022 (% of GDP) according to prof. F. Schneider research data 

In contrast, according to SSE Riga Centre for Sustainable Business researcher prof. A. Sauka and prof. T. Putniņš research “Shadow Economy Index for the Baltic Countries 2009–2022” data, the size of the shadow economy in Latvia in 2022 was 26.5 per cent of GDP, almost unchanged, down by 0.1 percentage point compared to 2021. It should be noted that the shadow economy index is used in various studies as an indicative indicator to describe the trend of an indicator.
The largest component of the shadow economy in Latvia in 2022 was ‘envelope wages’ that increased by 0.5 percentage points compared to the previous year to 46.7 per cent. The share of average wages that entrepreneurs hide from the State, or ‘envelope wages’, increased by 1.2 percentage points to 25 per cent in Latvia in 2022 compared to 2021. 
In 2022, the share of the shadow economy in Latvia reached 34.5 per cent in the construction sector (31.2 per cent in 2021), 30.5 per cent in the retail trade sector (29.8 per cent in 2021), 28.6 per cent in the service sector (27.5 per cent in 2021), 23.9 per cent in the manufacturing sector (25 per cent in 2021) and 20.5 per cent in the wholesale trade sector (24.4 per cent in 2021).[footnoteRef:28] [28:  Shadow Economy Index for the Baltic Countries 2009–2022; https://www.sseriga.edu/sites/default/files/2023-05/Enu_ekonomikas_indekss_2009_2022_0.pdf] 

Considering the estimates of various researchers and other indirect indicators of the shadow economy, including the estimates of the shadow economy by the Latvian researchers prof. A. Sauka and prof. T. Putniņš, and Austrian researcher prof. F. Schneider, the SRS tax gap calculations and the cash flow indicator, it can be concluded that the potential amount of taxes to be collected from the shadow economy in Latvia is within the range of EUR 2 billion to EUR 3.6 billion.
It is important to keep in mind that national GDP is comprised of different sectors and that there are sectors where the shadow economy is unlikely, e.g. public administration, and sectors where the intensity of the shadow economy is higher. Given that researchers do not use a uniform approach to calculating the size of the shadow economy, i.e. the same GDP component (base) is not used, the results of estimating the size of the shadow economy vary. In addition, researchers extrapolate some of the available analytics to GDP when making assumptions about the overall size of the shadow economy. In order to assess the size of the shadow economy objectively and accurately, it is required to conduct further in-depth analysis of the size of the shadow economy and its causes in specific sectors.
Reducing the share of the shadow economy is a priority task as its size in Latvia is still high compared to other European countries, and it is therefore important to continue implementing measures to restrict the shadow economy in order to improve the business environment and promote voluntary compliance with tax obligations, reducing the administrative burden on taxpayers and increasing tax revenues in the State budget.

Economic trends

When assessing measures to reduce the shadow economy, it is important to take into account not only the actual situation of the national economy and the shadow economy, but also trends in recent years. 
As regards labour tax revenues, to mitigate the negative impact of the measures introduced to limit the spread of COVID-19, the furlough support and subsidy support were paid in certain periods to the employees who are payers of national taxes in order to compensate for the absence of income and from which no labour taxes were withheld, in contrast to the labour income of employees. A total of EUR 156.24 million was paid in furlough support and subsidy support in 2021 and EUR 1.98 million was paid in 2022. 
In 2022, labour tax revenue increased by EUR 1.00 billion or 17.6 per cent to EUR 6.64 billion. Such an increase in labour tax revenue has not been recorded before. Taxpayers reassessed their business activities in line with overall economic growth and also the impact of external factors that also resulted in higher incomes for employees which is the basis for the increase in labour income.
An analysis of the data reported by legal entity employers (excluding budgetary institutions) shows that the share of employers whose average calculated income for employees is above the national minimum wage is increasing (by 5.3 percentage points in 2022 compared to 2021). 
At the same time, the current debt on labour taxes has also decreased, i.e. by EUR 26.35 million or 7.9 per cent to EUR 308.37 million on 1 January 2023 compared to 1 January 2022, the fastest decrease in current debt at the beginning of the year observed in recent years. 
In summary, with regard to labour tax revenues, taxpayers are adapting to the current situation, while at the same time taking into account past experience during the period of restrictions, when aid was received in line with the reporting and tax situation, and trying to settle their obligations towards the State. Of course, all these processes are also the result of long-term work on behalf of the SRS both by providing support and facilitating compliance with obligations.
Considering the current economic situation and the ability of taxpayers to pay all taxes voluntarily, the SRS is cautious when assessing the fiscal benefit from implementing the measures for reducing the shadow economy.
It should be noted that the costs for ensuring the tax administration function increases with each successive supervision reinforcing measure, making each collected euro more expensive. Accordingly, the State should assess the implementation of effective measures, considering the costs of tax administration, minimising the administrative burden and weighing all the benefits for the common interest of society.
The Latvian economy grew moderately in the final months of 2022. According to data compiled by the Central Statistical Bureau of Latvia, gross domestic product (GDP) in 2022 increased by 2 per cent compared to 2021. Last year, GDP at current prices reached EUR 39.1 billion.[footnoteRef:29] The high uncertainty in the geopolitical environment affected both consumer habits and business investments, while foreign trade and substantially increased imports had a negative effect on economic growth rates. High inflation, with price growth rates outpacing wage growth, is eroding real income and purchasing power of the population. Economic growth is expected to return in Q3 of 2023, whereas overall GDP growth in 2023 is expected to be much more moderate than in 2022.  [29:  https://stat.gov.lv/lv/statistikas-temas/valsts-ekonomika/ikp-istermina/preses-relizes/12251-iekszemes-kopprodukts-2022 ] 

Retail trade increased by 4.3 per cent, including 6.5 per cent in non-food retail and 0.5 per cent in food retail. Wholesale, retail and repair of motor vehicles and motorcycles increased by 10.1 per cent, while wholesale trade declined significantly by 18.7 per cent.
	Digital technologies are playing an increasingly important role in the area of health protection, enabling better health outcomes, allowing healthcare practitioners to spend more time with patients and taking of better data-driven and data-analysed systemic change decisions by administrative bodies. The recent crisis has also highlighted the necessity of timely access to electronic health records in order to ensure preparedness and responsiveness to health threats, not only for treatment but also for research, innovation, patient safety and regulatory, policy-making, statistical or personalised medicine purposes.[footnoteRef:30] [30:  https://leta.lv/news/Latvia/36B556EC-C1FD-4B79-B8C0-904DF721CBD4 ] 

	Given that the economy is not expected to grow rapidly in the next few years, it is not reasonable to expect a significant decrease in the shadow economy. 

Construction sector 

According to the data at the disposal of the Central Statistical Bureau of Latvia, the added value of construction output declined by 11.3 per cent in 2022, caused by declines in all three subsectors in all four quarters of the year. During the year, the volumes of building construction decreased by 9.8 per cent, that of civil engineering by 13.1 per cent, including roads and railways by 8.5 per cent, urban infrastructure by 17.3 per cent and other civil engineering by 36.4 per cent. Specialised construction activities decreased by 11.3 per cent year-on-year, including demolition and site preparation by 26.9 per cent, electrical installation, piping and other similar activities by 7.8 per cent, construction completion works by 18 per cent and other specialised construction activities by 7.8 per cent. In addition, from the end of 2020 there is a steady rise in the price of construction materials, increasing the risk of the shadow economy in the sector. Compared to September 2020, there was an overall increase in construction costs by 10.0 per cent, including a 14.3 per cent increase in construction material prices.
Historically there has been a high level of the shadow economy in the construction sector, reaching 40 per cent in 2015. Since 2016, sector-focused measures have been consistently introduced to reduce the shadow economy in the construction sector, with the construction sector itself participating and contributing significantly to improving the business environment in the sector. From 2015 to 2020, smart and comprehensive measures to restrict the shadow economy in the construction sector, including the introduction of the EDLUS, have had a positive effect, reducing the shadow economy rate by 11.3 percentage points over the period of six years. 
According to the results of SSE Riga Centre for Sustainable Business researcher prof. A. Sauka and prof. T. Putniņš research “Shadow Economy Index for the Baltic Countries 2009–2022”[footnoteRef:31], the share of the shadow economy in the construction sector increased to 31.2 per cent in 2021 and by another 3.3 per cent in 2022, reaching 34.5 per cent (Figure 16).  [31:  SSE Riga Centre for Sustainable Business researcher prof. A. Sauka and prof. T. Putniņš research “Shadow Economy Index for the Baltic Countries 2009–2021” https://www.sseriga.edu/sites/default/files/2022-05/SSERiga_Enu_ekonomikas_indekss_2009_2021_brosura_0.pdf ] 
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Figure 16. Shadow Economy Index in Latvia and the construction sector from 2015 to 2022, % of GDP.

Despite being one of the least affected sectors by the COVID-19 pandemic, construction continues to be affected by the global impact of the pandemic, with a continued decline in construction output in 2021. In 2022, Russia launched its military aggression against Ukraine and caused significant turbulence in the construction sector, with inflation reaching 28 per cent in some segments, making it very difficult to meet contractual commitments, including in public infrastructure projects. It should be noted that the cost of construction products increased the most, but labour costs also rose sharply, putting a heavy financial burden on the companies operating in the sector. An analysis of the conditions in the construction sector suggests that as the sector stabilises and businesses regain confidence, the share of the shadow economy will naturally start to decline. 
However, to achieve an adequate reduction in the shadow economy, which is vital for the competitiveness of the sector, it would be necessary to improve the functioning of existing measures and to introduce additional measures in segments not covered by existing measures or where they fail to have an adequate impact. 
In addition, the commitment of the construction sector to continue with the measures started to restrict the shadow economy and to develop new ones is positive, given the short-term trend of an increasing share of the shadow economy in the construction sector. 
When analysing the measures taken in the past to restrict the shadow economy, the working group concluded that, overall, the measures taken in the construction sector were effective, yet some improvements were necessity in the future. The two most effective measures are the introduction of the EDLUS and a general binding agreement setting a sector-specific minimum wage.
What regards the use of the EDLUS and records in labour tax administration processes, the working group proposed measures to strengthen the control of the introduction of the EDLUS. According to the VEDLUDB data, only one third of construction contractors provide their services on sites subject to the EDLUS. Accordingly, two thirds of the construction contractors operate on sites where the EDLUS is not in place.
In order to ensure greater transparency in the sector, amendments to the law On Taxes and Fees were adopted on 22 June 2023, requiring the construction contractors to register in the EDLUS and submit to the VEDLUDB information on settlements made with subcontractors under construction contracts. Information on contracts and settlements will contribute to a stable financial flow in the fulfilment of construction contracts, in particular for small and medium-sized enterprises, and also to their gradual exit from the shadow economy.
At current construction prices and taking into account that the EDLUS has to be implemented in all construction works of group III structures and also in all construction works with a value exceeding EUR 350,000, it can be concluded that the EDLUS has not been implemented in all sites where it has to be implemented under the law On Taxes and Fees. In order to improve the functioning of the EDLUS framework and also its performance in restricting the shadow economy, it would be necessary to further:
· enhance and strengthen the supervision of the implementation of the EDLUS through regular inspections of construction sites;
· continue to base this supervision on risk assessments and analysis, making greater use of data from the construction information system where necessary.
The EDLUS is one of the most effective tools to reduce the shadow economy, but only under the condition that the use of the EDLUS is supervised and companies are aware of the serious consequences if the EDLUS is not used on construction site in accordance with the regulations. 

It should be noted that the measures introduced in the construction sector until now have mainly targeted large construction sites. In order to achieve more effective restriction of the shadow economy, the draft plan includes a number of measures that can be applied to different sizes of construction sites according to the construction process, divided into three relative groups: continuing the measures for large construction sites and also focusing on medium-sized and small construction sites.


[bookmark: _Toc166237503]2.3. Scenarios and measures for reducing the shadow economy

Recognising that there are different approaches and methods for measuring the shadow economy, this plan uses data from the Austrian study by professor F. Schneider as a reference in developing possible scenarios for reducing the shadow economy by 2027, thus allowing a comparison with more than 30 countries, both European and global, and also comparison with the average indicators of European countries.

Several factors need to be taken into account when choosing a target scenario for reducing the size of the shadow economy:
1. In Latvia, most macroeconomic indicators are below the EU average, so these indicators have a greater impact on the shadow economy in Latvia than on average in other EU countries. In 2022, GDP per capita in the EU-27 was EUR 28 820, while in Latvia it was EUR 13 320, 56 per cent lower than in the EU-27[footnoteRef:32]. The potential for reducing the size of the shadow economy would naturally be comparable. Latvia is unlikely to reach the EU average size of the shadow economy without reaching the EU average GDP over the same period. [32:  https://ec.europa.eu/eurostat/databrowser/view/sdg_08_10/default/table?lang=en; https://data.worldbank.org/indicator/NY.GDP.PCAP.CD?locations=OE ] 

2. The national research programme “Reduction of the Hidden Economy for Ensuring Sustainable Economic Development” concludes that the reduction projected under the preferred model would be around one percentage point over the next four years (note by the MoF: the research does not distinguish the public sector where the shadow economy is unlikely), but could be significantly higher than this ‘natural tendency’ if policy actions to reduce the shadow economy are successfully implemented.[footnoteRef:33] The projected reduction in the shadow economy would mitigate the recent increase in the shadow economy that emerged during the COVID-19 pandemic and continue the long-term trend of a gradual decline in the level of the shadow economy. [33:  https://www.fm.gov.lv/lv/media/13798/download?attachment] 

3. Tax morale in Latvia is lower than in Lithuania and Estonia (as evidenced by prof. A. Sauka research and the report by the European Parliament Committee on Fiscal Affairs), while changing people’s habits usually takes longer.
4. The costs for ensuring the tax administration function increases with each successive supervision reinforcing measure, making each collected euro more expensive. Accordingly, the State should assess the implementation of effective measures, weighing up all the benefits for the public interest.
5. Whatever measures are implemented to reduce the shadow economy, there will always be individuals operating in the grey sector who will purposefully seek to continue to evade taxes and remain outside the formal economy by changing their behaviour and using other tools and techniques.
6. It is important to keep in mind that national GDP is comprised of different sectors and that there are sectors where the shadow economy is unlikely, e.g. public administration. Researchers extrapolate some of the available analytics to GDP when making assumptions about the overall size of the shadow economy. In order to assess the size of the shadow economy objectively and accurately, it is required to conduct further in-depth analysis of the size of the shadow economy and its causes in specific sectors.

The shadow economy which according to the methods of Austrian prof. F. Schneider and Latvian researchers prof. A. Sauka, prof. T. Putniņš varies between 19.9 per cent and 26.5 per cent of GDP is a major constraint on economic growth and the business environment. 

[bookmark: _Hlk149215883]In compliance with the resultative indicators outlined in the plan for the purpose of reducing the shadow economy, i.e. to bring the shadow economy rate in Latvia closer to the European average, four scenarios were developed to reduce the scale of the shadow economy by 2027.
	Aggressive goal: -2.7 per cent (i.e. from 19.9 per cent to 17.2 per cent) 
	EUR 326 million

	Ambitious goal: -1.8 per cent (i.e. from 19.9 per cent to 18.1 per cent) 
	EUR 218 million

	Most realistic goal: -1 per cent (i.e. from 19.9 per cent to 18.9 per cent) 
	EUR 120 million

	Moderate goal: -0.6 per cent (i.e. 19.9 per cent to 19.3 per cent)
	EUR 72 million


Table 2. Scenarios for reducing the shadow economy.

When assessing the scenario which aggressively aims at reducing the shadow economy by 2.7 percentage points to the EU average of 17.2 per cent, it was concluded that this scenario is too ‘disruptive’ for the current business environment and that there are many risks to achieving this aim in the short term. This would cause significant losses to merchants with long-term consequences, pushing them out of economic activity which does not outweigh the one-time budgetary benefit of EUR 326 million.
A similarly ambitious scenario which aims at reducing the shadow economy by 1.8 percentage points to 18.1 per cent of GDP over four years would require quite intense repressive actions by the SRS, pushing dishonest taxpayers out of economic activity rather than redirecting them from the shadow economy into the legal environment.
Given that the correlation of changes in the GDP rate with the shadow economy is around 1 to 3, when considering the scenarios for restricting the shadow economy and their fiscal effects, the implementation of the plan to restrict the shadow economy offers a scenario with a realistic goal.
[bookmark: _Hlk149214910]The realistic goal is to advance towards the EU average (17.2 per cent), reducing the size of the shadow economy by 1 percentage point to 18.9 per cent by 2027. At the same time, the State should also set the most ambitious goal, i.e. to reach the average level of the shadow economy in European countries by 2030.
The realistic scenario can be achieved through an ambitious set of measures, as illustrated in the table of the shadow economy plan. The package of measures included in the plan is expected to generate EUR 120 million in additional revenue for the budget that in a way is also a challenge. 
Conversely, the scenario which aims at reducing the shadow economy by 0.6 percentage points to 19.3 per cent of GDP by 2027 would be a moderate goal and would provide the government with additional funds of EUR 72 million by 2027 (Figure 17).
[image: A graph of a number of colored lines

Description automatically generated]31 European country average, F. Schneider research data

Ambitious goal. Moderate goal

Optimistic goal

F. Schneider research data. Realistic goal

Moderate goal
EUR 72 million

More realistic goal
EUR 120 million

Ambitious goal
EUR 218 million

Aggressive goal
EUR 326 million


Figure 17. Scenarios for reducing the shadow economy and their impact on national budget. 

Calculation methodology:
GDP (2022) – EUR 38 870 million
1 per cent of GDP EUR 389 million
31 per cent share of taxes of GDP
EUR 389 million * 31 per cent = EUR 120 million

Table 3 shows the annual breakdown of revenue according to the implementation of the measures.
	Measures
	Fiscal impact, mln. EUR

	
	2024
	2025
	2026
	2027

	Restriction of the shadow economy
	12
	40
	80
	120


Table 3. Fiscal impact of the measures of the Shadow Economy Restriction Plan for 2024–2027 on an annual basis. 

[bookmark: _Hlk149214941]The implementation of the measures included in the plan will be ensured by the responsible and participating ministries within the existing funding or, where necessary, through fiscally neutral proposals during the preparation of the current annual budget. 

[bookmark: _Hlk149215051][bookmark: _Hlk149215277]According to the scenario developed for reducing the size of the shadow economy by 2027, aiming to reduce the shadow economy by 1 percentage point, and the package of measures included in the plan, it is expected to generate additional revenue for the budget in the amount of EUR 120 million.. The measures of the plan were divided into five courses of action, determining an expected fiscal benefit for each:
Course of action 1 – Horizontal measures and reduction of cash in circulation – EUR 55 million;
Course of action 2 – Information and data exchange – EUR 1 million;
Course of action 3 – Measures in the construction sector – EUR 16 million;
Course of action 4 – Measures in the health sector – EUR 7 million;
Course of action 5 – Other measures to improve business competitiveness – EUR 41 million.

Figure 18 below illustrates the key measures of the plan to restrict the shadow economy. A full outline of the measures is provided in Section 4 herein.










1. Horizontal measures and reduction of cash in circulation
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Description automatically generated]1. Reduction of the market share of illegal excisable goods.
2. Reduction of the number of companies with long-term negative equity, improvement of simplified winding-up proceedings, educating of companies.

1. Provision of e-referral data and related specialist reports, laboratory referrals and results data in the patient’s electronic health records in the Unified Electronic Information System of the Health Sector.
2. Introduction of a risk system in the National Health Service data accrual systems.
3. Revision of the laws and regulations and standards.
4. Separate identification of telemedicine service providers in the Register of Medical Treatment Institutions.

1. Lowering of the threshold for the EDLUS implementation from EUR 350 000 to EUR 170 000.
2. Encouraging of construction sector associations to conclude general agreements in line with current wage levels in the sector.
3. Imposing of a statutory obligation to submit information to the CIS on the data included in a construction contract.
4. Imposing of an obligation on a private individual to submit information to the CIS on the origin of funds intended for construction works.
5. Reduction of the area of the construction site where the builder can construct the house on his or her own from 400 m3 to 170 m2.
6. Imposing of the obligation that payments for services for which the client is obliged to submit documents after completion of the construction works envisaged in the project in order to put the building or civil engineering structure into operation are made only in the form of non-cash payments.

1. Introduction of e-receipts as a mandatory requirement for the use of medical services to be included as eligible expenses in the annual income tax return.
2. Identification databases and registers for structured data dissemination in the DAGR in order to facilitate information exchange and data use between institutions.
3. Expansion of the SRS public databases, publishing information on the amount of taxes paid on a quarterly basis.

1. Use of taxpayer rating in public procurements.
2. Further discussions on the approach to indirect taxation, inter alia, in respect of sectoral exceptions where there is a general agreement.
3. Encouraging of sectoral associations to conclude general agreements in line with current wage levels in the sector.
4. Implementation of the electronic circulation system for e-invoices.
5. Assessment of whether the existing personal income declaration procedures needs to be supplemented in order to reduce the shadow economy, promote a tax-paying culture, and at the same time not increase the administrative and bureaucratic burdens. Identification of a conceptual solution for the phasing-in of the general principle of declaring personal income.
6. Determining non-cash payments as the primary method for the payment of wages.
7. Imposing of reporting of cash deposits and withdrawals in ATMs.
8. Obligation for businesses with an annual turnover exceeding EUR 50 000 to allow customers to pay also using non-cash payments.
9. Promotion of non-cash payments (POS terminals)

5. Measures to improve business competitiveness
4. Measures in the health sector
2. Information and data exchange
3. Measures in the construction sector

Figure 18. Key measures of the Shadow Economy Restriction Plan for 2024–2027.

In order to ensure the development of the most efficient and effective policy recommendations, a national research programme was implemented, using the ‘knowledge bank’ of good practice policy measures to restrict the shadow economy developed by both Eurofound and the European Platform Tackling Undeclared Work (EPTUW) and also the technical reports on specific policy measures prepared by the EPTUW, resulting in science-based policy recommendations. Following the policy recommendations developed by the researchers, the plan included a number of measures, e.g.:
· an awareness-raising campaign for employees, communicating to the public the benefits of fully declared labour and the risks of insufficient payment of labour taxes;
· use of taxpayer rating in public procurements (including assessing the possibility of using rating in companies related to public procurement);
· implementation of the electronic circulation system for supporting documents (e-invoices);
· replacement of cash with digital payments by promoting the introduction of POS terminals at trading venues;
· integration of existent information systems by State and municipal authorities with the DAGR in order to start receiving data from other authorities that is necessary for the analysis and identification of the shadow economy risks in the core business processes;
· expansion of the SRS database;
· further discussions on the approach to indirect taxation. Inter alia, in respect of sectoral exceptions where there is a general agreement providing for a substantial increase in the national minimum wage or hourly rate in the sector of at least 50 per cent above the national minimum wage or hourly rate.
In the light of the aspects emphasised in science-based policy recommendations by prof. A. Sauka regarding the necessity to facilitate closer cooperation between different authorities, a measure was included in the plan to implement pilot projects on the exchange of information and data between public authorities using the Data Dissemination and Management Platform (hereinafter – the DAGR). The DAGR aims at improving information exchange and interoperability in public administration and making data available with definite access times. By connecting to the DAGR, national registers and information systems will be provided with a single, centralised data dissemination platform optimised for high performance in processing data requests. Consequently, each authority will have the possibility of significantly reducing the capacity of its data dissemination solutions, or even abandoning the development and maintenance of its data dissemination solutions altogether. Public administration will be given the opportunity to aggregate data from potentially all public authorities into a single data dissemination platform that can be used by data recipients to retrieve real-time data from the information systems of data providers. By implementing the project, a basic infrastructure will be built for the unified management of data dissemination and data access authorisations that will ensure an environment for managed data flows between businesses, population and public administration.
When considering the possibility of influencing the behaviour of taxpayers, educational and awareness-raising information campaigns are planned to raise tax morale, which is in line with the recommendations of prof. A. Sauka. It is also important to communicate with the public, explaining government decisions and raising awareness of government processes, which is an important way to stimulate greater public involvement and trust.


[bookmark: _Toc166237504]3. Aim and Courses of Action of the Plan

The aim of the plan is to implement targeted measures to reduce the shadow economy in priority sectors of the national economy and horizontal measures to improve the business environment and promote voluntary compliance with tax obligations, while focusing on the identified factors and risks affecting the shadow economy, in cooperation with sectoral ministries, social and cooperation partners.

For the achievement of the aim of the plan, the measures are structured according to the following courses of action:
1. Horizontal measures and reduction of cash in circulation.
2. Information and data exchange. 
3. Measures in the construction sector.
4. Measures in the health sector.
5. Other measures to improve business competitiveness.

[bookmark: _Hlk149214661]The resultative indicator of the plan: as a result of the implementation of the measures included in the plan in the horizontal direction and within the priority sectors of the national economy, provided that the country maintains a stable economic development, the overall scale of the shadow economy will decrease by 1 per cent of gross domestic product by 2027, bringing the shadow economy rate in Latvia closer to the European average, down from 19.9 per cent to 18.9 per cent. 

[bookmark: _Hlk149214089]Reduction of the share of the shadow economy is a priority task that is important for the development of the national economy sectors, boosting of competitiveness and social welfare, and it is therefore necessary to continue to pursue the national policy to restrict the shadow economy by fostering cooperation between public authorities. In order to ensure a high-quality and orderly business environment for entrepreneurs, promoting the development of business and enhancing competitiveness, the Shadow Economy Restriction Plan for 2024–2027 has been developed in cooperation with sectoral experts, prioritising the reduction of the shadow economy in specific sectors of the national economy and the implementation of horizontal measures. 

In order to analyse the effectiveness of the measures implemented and to track changes in the shadow economy, it is important to regularly monitor indicators of the size of the shadow economy throughout the implementation period, such as:
· the share of taxpayers with no significant tax compliance risks, e.g. the share of ‘A’ class rated companies;
· changes in the volume and use of cash;
· scientific research data, e.g. A. Sauka and T. Putniņš research “Shadow Economy Index for the Baltic Countries”, F. Schneider research on the shadow economy in European countries, etc.;
· results of sociological surveys of the population on tax morale;
· sectoral data, e.g. the ‘envelope wage’ index in the field of construction; 
· sector-specific indicators, e.g. insolvency rates of contractors in the field of construction, etc. 
· 
[bookmark: _Toc166237505]4. Shadow Economy Restriction Plan for 2024–2027

	[bookmark: _Hlk149909406][bookmark: _Hlk85540811]No. 

	Measure
	Operating result
	Resultative indicator 
	Responsible authority
	Co-
responsible authorities
	Deadline

	Course of Action 1 – Horizontal measures and reduction of cash in circulation
	Fiscal benefit: EUR 55 million

	Course of Action 1. Task 1. Strengthening of public-private partnerships: use of ratings in public procurements and public procedures. 
	Fiscal benefit: EUR 15 million

	[bookmark: _Hlk149895639]1.1.1.1.
	Use of the overall taxpayer rating for procurements specified in Section 9 of the Public Procurement Law (PPL), thus promoting the advantages of ‘A’ class rated taxpayers.
	Amendments to the regulatory framework have been drafted to give ‘A’ class rated taxpayers an advantage in small procurements. 
	The share of ‘A’ class rated taxpayers in the total number of segmentable taxpayers in the sector increases by 1 per cent.
	MoF

	IUB

	30.12.2025

	1.1.1.2.

	Use of taxpayer rating in public procurements without imposing requirements to verify tax compliance for ‘A’ class rated taxpayers.
	Amendments to the regulatory framework have been drafted regarding the use of taxpayer ratings in public procurements.
	Reduced administrative burden for ‘A’ class rated merchants.

	MoF

	IUB,
SRS,
SRDA
	30.12.2025

	1.1.1.3.
	Use of taxpayer rating in public procurements, cascading down to the companies involved.
	Proposals and, where necessary, amendments to the regulatory framework have been drafted regarding the use of taxpayer ratings in public procurements.
	Increase in voluntary tax compliance.

	MoF

	IUB

	30.12.2025

	1.1.2.
	Incentives and advantages offered to ‘A’ class rated companies in public administration procedures, including shortened deadlines for providing responses, licences, permits. 
	In order to maintain and develop the advantages of the In-depth Cooperation Programme, the regulatory framework will be amended to move towards a new approach based on publicly available ratings, so that there would be motivation for improving the ratings, and so that the rating criteria contribute to overarching economic policy objectives, including boosting exports and productivity. 
	Reduced administrative burden for ‘A’ class rated merchants.

	ministries, 
SRS

	-
	30.12.2026

	[bookmark: _Hlk153986408]1.1.3.
	[bookmark: _Hlk153986104]Provision of information on merchants in a user-friendly format for use in the process of issuing and monitoring street trading permits.
Ensuring that local authorities verify that merchants pay their taxes and create jobs before issuing permits for street trading. 
	Procedures have been established to ensure that the merchant pays taxes and creates jobs before municipal authorities issue permits for street trading. 
The SRS prepares informative material on the level of tax payment by merchants and its significance from the point of view of the risks of non-payment of taxes.
	Decrease in the number of people receiving envelope wages and employers not paying taxes.
	MoEPRD
	LALRG,
SRS
	30.12.2025

	Course of Action 1. Task 2. Restrictions on the circulation of cash.
	Fiscal benefit: EUR 18 million

	[bookmark: _Hlk150176128]1.2.1.
	[bookmark: _Hlk150349304]Determining non-cash payments as the primary method for the payment of wages. 
	[bookmark: _Hlk150174913]Improved solutions to enhance employee rights and protection in the area of remuneration, without restricting the employee’s ability to pay for consumer goods and services if this is not possible in cashless form and leaving the employee and employer the option to agree on the payment of wages in cash.
	Decrease in the number of people receiving envelope wages and employers not paying taxes.
	MoW
	MoF,
SRS
	30.12.2024

	1.2.2.
	[bookmark: _Hlk149908603]Imposing the obligation on employers to inform the SRS of the fact that an employee’s wage is paid in cash.
	Amendments to laws and regulations have been drafted, specifying the document (e.g. a RoE or a statement) by which an employer informs the SRS of a cash payment.
	Decrease in the number of people receiving envelope wages and employers not paying taxes.
	MoW
	MoF,
SRS
	30.12.2024

	1.2.3.
	Introduction of threshold declarations for cash deposits and withdrawals (reporting of cash deposits and withdrawals in ATMs).
	A regulatory framework has been developed which imposes the obligation on credit institutions to provide quarterly information to the SRS on deposits and withdrawals in ATMs or branches of credit institutions.

	Increased transparency of the circulation of cash and the ability of credit institutions to report all transactions above a certain threshold, without having to assess whether the transactions are suspicious.
	MoF
	SRS
	30.12.2024

	1.2.4.
	Further discussions on the approach to indirect taxation. Inter alia, in respect of sectoral exceptions where there is a general agreement.
	Discussions will continue on the approach to indirect taxation. Inter alia, in respect of sectoral exceptions where there is a general agreement providing for a substantial increase in the national minimum wage or hourly rate in the sector of at least 50 per cent above the national minimum wage or hourly rate.
	Promoting voluntary compliance with tax obligations.

	MoF
	SRS

	30.12.2025

	1.2.5.
	Encouraging of sectoral associations to conclude or revise general agreements in line with current wage levels in the sector (e.g. health, beauty care, construction, etc.).
	Supplementing the terms of general agreements with appropriate remuneration according to occupation and qualifications.
	Voluntary tax compliance is increasing, including labour tax revenue for the budget.
	Responsible sectoral ministries
(practical action: LBNA,
LBAS,
LBP)
	-

	30.12.2027

	1.2.6.
	Encouraging of sectoral associations to stimulate their members to conclude collective agreements.
	Promoting collective agreement initiatives. 
	Improved competitiveness of businesses, working conditions and social guarantees for employees, while reducing the involvement of subjects in the shadow economy.
	MoW responsible for the sector
(practical action: LBAS, sectoral associations)
	-
	30.12.2027

	[bookmark: _Hlk147242053]1.2.7.
	Monitoring of cash flow.
	Preparation of reports on cash flow analysis (with an emphasis on cash of unknown origin), explaining the reasons for the origin and the dynamics of cash use. 
	Annually updated reports on cash flow analysis, explaining the reasons for the origin and dynamics of cash use.
	FIU,
SRS,
(in cooperation with the BoL) 
	MoF

	30.12.2024
30.12.2025
30.12.2026
30.12.2027

	Course of Action 1. Task 3. Conceptual solution for the general principle of declaring personal income is identified.
	Fiscal benefit: EUR 7 million

	[bookmark: _Hlk153987831]1.3.1.
	[bookmark: _Hlk149908212]Assessment of whether the existing personal income declaration procedures needs to be supplemented in order to reduce the shadow economy, promote a tax-paying culture, and at the same time not increase the administrative and bureaucratic burdens.
This includes identification of a conceptual solution for the phasing-in of the general principle of declaring personal income, identifying the necessary exceptions.
	Assessment of the existing declaration solution to ensure that filing personal income tax returns is simple and convenient, including assessment of whether additions to the system are needed to reduce the shadow economy, improve tax morale, while avoiding additional administrative and bureaucratic burdens. 
This includes: 
1. Discussions with the public on the concept of declaring personal income.
2.	Identification of the data available to the SRS and the potential for the use thereof.
3. Identification of data missing for quality analytics.
	The basic principles of equality, certainty, convenience, efficiency are complied with.
Administrative burden reduced and efficiency of tax administration supervision improved.
Ensuring of communication with the public.
	MoF
	SRS
	30.12.2025

	[bookmark: _Hlk154743701]1.2.3.
	[bookmark: _Hlk145698301][bookmark: _Hlk149908232]In conjunction with measure 1.3.1, assessment of the need to require the manager of portfolio investments and similar financial instruments to withhold tax at source and report the amount of taxable income to the SRS.
	In order to reduce the possibility of income concealment and to provide the SRS with an overview of the income earned by natural persons subject to PIT and the changes thereof in relation to the transactions conducted by them and income earned during the tax year, the scope of information to be provided to natural persons should be expanded.
	The payer of income withholds PIT at source on the income from the portfolio management service or provides information to the SRS on the income from the portfolio management service.
	MoF
 
	SRS

	30.12.2025

	[bookmark: _Hlk153987487]1.2.4.
	Assessment of the profile of people of working age with no income and/or with long-term outstanding debts. 
	Assessment of the profile of working-age people with no income and/or with long-term outstanding debts (including non-payers of child maintenance who exceed 40 thousand) and a possible solution for returning them to the legal labour market.
	A solution is found to bring debtors back into the legal labour market by reducing the number of entities operating in the shadow economy.

	MoF

	MoJ,
LDDK
	30.12.2025

	Course of Action 1. Task 4. Promoting the use of non-cash transactions.
	Fiscal benefit: EUR 15 million

	[bookmark: _Hlk155694961]1.4.1.
	Implementation of the electronic circulation system for supporting documents (e-invoices).
	Introduction of a mandatory requirement for merchants operating in the B2B segment to use e-invoices in structured electronic form and provision of a technical solution for the circulation of e-invoices.
	Ensuring of the use of e-invoices in structured electronic form. Better tracking of VAT payment obligations through the introduction of real-time reporting.
	1. SRS
2. MoEPRD
	MoF
	30.12.2025

	1.4.2.
	[bookmark: _Hlk149908632]Obligation for businesses with an annual turnover exceeding EUR 50 000 to allow customers to pay also using non-cash payments.
	Reduced cash transactions in trade that will contribute to more transparent tax administration in this sector.
According to the preliminary assessment of the SRS, 779 taxpayers could be affected, whereof 177 taxpayers are active in the trade sector (NACE 46 and NACE 47).

	Reduced number of cash transactions in trade. 
	MoF
	SRS
	30.12.2024

	[bookmark: _Hlk147243476]1.4.3.
	Promotion of cashless payments.
	Encouraging the public and businesses to use more cashless payment solutions in their daily payments, including by promoting financial literacy, educating the public about the benefits of cashless solutions and their safe use, thereby changing cash use habits.

	1. Solutions are developed to promote the use of cashless payments.
2. Public financial literacy for the safe use of cashless solutions is enhanced.
3. Public interest in more frequent use of cashless solutions in everyday life is enhanced.
	MoF responsible for the sector 
(practical action: FLA)
	-
	30.12.2025

	1.4.4.
	Attribution of the statutory provision provided for in the Road Traffic Law with regard to reporting to the SRS also to the registration of the prohibition on alienation to vehicles aged between 5 and 10 years.
	Encouraging the implementation of measures to reduce tax evasion in the field of trade in used vehicles involving natural persons and preventing tax evasion.
Faster, more effective prevention of tax evasion by individuals (PIT, VAT).

	Increasing tax revenue from the trade of motor vehicles.
	MoF

	SRS,
MoT,
RTSD

	30.12.2024

	Course of Action 2 – Information and data exchange.
	Fiscal benefit: EUR 1 million

	Course of Action 2. Task 1. Introduction of e-receipts. 
	Fiscal benefit: EUR 0.3 million

	2.1.1
	Introduction of e-receipts as a mandatory requirement for the use of medical and therapeutic services and for the improvement of qualifications, the acquisition of a speciality, the acquisition of education, including interest-based education programmes for children, to be included as eligible expenses in the annual income tax return.

	Reduced time and resources spent on filing and processing annual income tax returns, facilitated exchange of data between institutions and service providers and the SRS, and also faster tax refunds for the population.
The possibility of simplifying data transfer for service providers has been assessed. Where necessary, amendments made to laws and regulations.

	Simplified processes and reduced administrative burden. 
	MoF,
SRS

	MoH,
MoES,
MoE

	30.12.2026



	Course of Action 2. Task 2. Interinstitutional information exchange and disclosure. 
	Fiscal benefit: EUR 0.7 million

	2.2.1.
	[bookmark: _Hlk149129448]Public administration and municipal authorities identify their information resources maintained outside of information systems, organise the information in the form of structured data and start publishing the datasets needed by other institutions to facilitate the exchange and use of information and data between institutions to restrict the shadow economy.
	Identification of information resources (databases and registers) maintained, structured data and improved information exchange and data use between institutions.
Data sources in the pilot project sectors: 
· commercial carriage of passengers by taxi (Taxi Drivers Register);
· SRS information from databases;
· Register of Security Guard Activities;
· Register of Educational Institutions of the State Education Information System;
· information on allowances granted by local governments;
· information from the State Environmental Service databases.
The SRS identifies information[footnoteRef:34] (structured data) that is necessary to enable automated processes based on data analysis and is available to other institutions by submitting it to the MoEPRD. [34:  Result of the assessment by 30.06.2024, sent to the MoEPRD to ensure support for the implementation of Paragraph 3 of minutes No. 34, Paragraph 51 of Cabinet sitting of 27.06.2023; https://tapportals.mk.gov.lv/meetings/protocols/ab34369d-2244-4093-9cb2-867888cfeea1] 

	Creation of a single information access point that will provide State administration institutions with data to be used in institutional data analysis solutions and core business processes to identify shadow economy risks.
Improved data exchange between public authorities.

	MoEPRD





MoT
SRS,
MoI IC,

MoES,
local governments,
SES
	-
	30.12.2025

	2.2.2.
	Integration of existent information systems by State and municipal authorities with the DAGR in order to start receiving data from other authorities that is necessary for the analysis and identification of the shadow economy risks in the core business processes.
	The technical access rights of the DAGR will be ensured in accordance with the Data Protection Regulation, in the context of the rights enshrined in the legal framework.
Improvement of supervision measures and timely identification of risks in core business processes:
· SRS;
· municipal registers (development can be ensured, including through EU funds[footnoteRef:35]). [35:  Within the scope of the EU Recovery and Resilience Mechanism Plan under component 2 “Digital transformation”, reform and investment direction 2.1 “Digital transformation of public administration, including local governments”, investment objective 2.1.2.1 “Digital transformation of local government services and modernisation and centralisation of local government support processes” or within the scope of the planned EU Cohesion Policy Programme investments for 2021–2027 under policy objective 1 “A more competitive and smarter Europe by promoting innovative and smart economic transformation and regional ICT connectivity”, measure 1.3.1.1 “Development of ICT solutions and services and creating opportunities for the private sector”.] 

	Creation of a single information access point that will provide State administration institutions with data to be used in institutional data analysis solutions and core business processes to identify shadow economy risks.
	MoEPRD




SRS
local governments
	-






	31.12.2025

	[bookmark: _Hlk154742297]2.2.3.
	The possibility to improve data exchange between the SRS and the Latvian Insurers Association assessed. 
	Possibilities to improve data exchange between the SRS and Latvian insurance companies assessed. 
Potential risks related to the processing of personal data assessed and the necessary amendments to the laws and regulations identified. 
	Solutions to improve data exchange identified.
	SRS,
MoF,
LIA

	DSI

	30.12.2025

	2.2.4.
	[bookmark: _Hlk128507814]Expansion of the SRS database.
	Amendments to the law On Taxes and Fees have been drafted, envisaging the publishing of quarterly information on the total amount of taxes paid by merchants, separately indicating the total amount of PIT and MSSIC, and also the average number of persons employed.

	Public transparency in the collection of taxes (fees) ensured, the public, cooperation and business partners informed.
	MoF
	SRS
	30.12.2025

	2.2.5.
	Communicating to the public the benefits of fully declared labour and the risks of insufficient payment of labour taxes.
	1.	Development of a visual tool to show the negative impact of not fully declaring taxes and social contributions on an individual.
2.	Youth-targeted informative campaign ‘Where is my money?’ on the importance of a tax-paying culture and compliance with labour laws, involving the SRS in various youth education activities and training for school-age children as part of ‘Ready for Life’.
3.	Informing taxpayers about how tax money is spent (infographics, press releases, etc.), improving understanding of how budgets are used for public services, raising tax morale.

	1. Improved understanding among youth of the benefits of paying taxes and the advantages of receiving public services. 
2. Number of information and educational events organised.
	SRS, 
MoF
	-
	30.12.2027

	Course of Action 3 – Measures in the construction sector. 
	Fiscal benefit: EUR 16 million

	Course of Action 3. Task 1. Strengthening of the EDLUS, VEDLUDB, CIS data analytics. 
	Fiscal benefit: EUR 7 million

	3.1.1.
	Lowering of the threshold for the EDLUS implementation 
(from EUR 350 000 to EUR 170 000).
	The use of the EDLUS on construction sites expanded. 
Mainly attributable to large and medium-sized construction sites.
	The number of the EDLUS sites and the number of hours of RoE at the VEDLUDB increase.
	MoE
	MoF,
LBP
	30.12.2024

	[bookmark: _Hlk146635321]3.1.2.
	Inclusion of the obligation in laws and regulations for the initiator of a construction plan to submit to the CIS information on the price of the construction contract, the planned price of the construction works in the case of the constructor, and also to provide for the possibility to make a selection of the costs of implementation of construction plans (price of construction works) by type of use of the structures.
	Information is provided on the price of the planned construction works according to the types of use. Mainly attributable to large and medium-sized construction sites.
	Amendments are made to the regulatory framework.
Improved CIS functionality.
	MoE
	LBP
	30.12.2025

	3.1.3.
	Improvement of data exchange between the CIS and information systems maintained by the SRS.
	Establishing of data exchange for better tax administration, setting the scope of mandatory data, including construction costs. Information is exchanged between the CIS and the SRS until the DAGR project is implemented, and after the DAGR project is implemented – using the full DAGR functionality.
Mainly attributable to large, medium-sized and small construction sites.
	Requirements and solutions for adapting information systems have been defined and also proposals have been developed for attracting the necessary additional funding. 
	SRS,
 SCCB,
SRDA 

	LBP
	30.12.2026


	3.1.4.
	Reduction of the range of reliability of the VEDLUDB data from 20 per cent to 15 per cent.
	Amendments are made to the regulatory framework.
Mainly attributable to large and medium-sized construction sites.

	The hours declared by employers and the wages and taxes declared by employees increase.
	MoE
	-
	30.12.2025

	[bookmark: _Hlk149062382]3.1.5.
	Control and monitoring of the use of the EDLUS on construction sites.
	The SRS controls and monitoring of the use of the EDLUS on construction sites.


	Prepared report to the Cabinet on the effectiveness of the use of the EDLUS and the control and monitoring measures taken.
	MoF
(SRS)

	MoE,
MoW
	01.03.2024
01.03.2026

	Course of Action 3. Task 2. Requirements for private individuals in the construction process. 
	Fiscal benefit: EUR 2 million 

	[bookmark: _Hlk146635393]3.2.1.
	In the case of the construction of a residential house, reduction of the area of the construction site where the builder can construct the house on his or her own without involving a construction contractor from 400 m3 to 170 m2.
	Amendments to the Construction Regulations of Buildings have been drafted.
Mainly attributable to small construction sites.

	Decreased amount of non-declared private sector services.

	MoE
	-
	30.12.2025

	3.2.2.
	[bookmark: _Hlk137452908]Obligation for a private individual to provide information to the CIS on the origin of the funds intended to be used for the works.
	Amendments to the regulatory framework have been drafted with regard to the provision of information by natural persons on the origin of funds.
Mainly attributable to medium-sized and small construction sites.
	Improved CIS functionality.
	MoE

	SCCB,
MoF

	30.12.2025

	[bookmark: _Hlk150447893]3.2.3.
	Imposing of the obligation that payments for services for which the client is obliged to submit documents after completion of the construction works envisaged in the project in order to put the building or civil engineering structure into operation are made only in the form of non-cash payments.
	The regulatory framework has been amended to ensure that, after completion of the construction works envisaged in the project, payments for such services as performance surveys, electrical wiring inspections, inspections of heating appliances, equipment and the technical condition of chimneys and natural ventilation ducts are made only in the form of non-cash payments.

	Decreased amount of non-declared private sector services.
	MoF
	MoE
	30.06.2024

	Course of Action 3. Task 3. Strengthening of the public-private partnership in the construction sector. 
	Fiscal benefit: EUR 7 million

	3.3.1.
	Encouraging the construction sector association to revise the general agreements in line with the current wage levels in the sector.
	Supplementing the terms of general agreements with appropriate remuneration in construction according to occupation and qualifications.
	Voluntary tax compliance has increased, including labour tax revenues to the budget.
	MoE responsible for the sector (practical action: LBNA,
LBAS) 
	MoE,
MoW,
LBP
	30.12.2027

	3.3.2.
	Supplementation of public procurement guidelines, encouraging the use of the EDLUS to determine the most economically advantageous tender where this will not be mandatory. 
	Public procurement guidelines have been supplemented.
	Increased number of the EDLUS users.
	MoE and MoF responsible for the sector (practical action: LBNA,
IUB)

	LBP
	30.06.2024

	3.3.3.
	Improvement of the legal framework and strengthening of supervision to prevent the construction of illegal engineering networks.
	1. Improved and simplified legal framework for preventing illegal construction and dismantling of illegal electronic communications networks or illegal overhead lines. 
2. Enhanced supervision to ensure that only companies registered in the in the Register of Construction Merchants carry out construction work. Administrative liability imposed for carrying out work without registration.
Municipalities have a detailed plan in place to survey, detect and dismantle (including forcibly dismantle) illegally and improperly constructed electronic communications networks within a set timeframe.
Completed assessment of the necessary solutions to ensure that municipalities, when granting immovable property tax rebates, would verify compliance with construction legislation, including legislation governing electronic communications networks. Informative material on the process of detection and dismantling of illegally constructed electronic communications networks has been developed, communication with construction authorities has been ensured and awareness and involvement of local authorities has been promoted. Communication with owners of electronic communications networks, urging them to take the steps required by the regulation to legalise their networks and informing them of the consequences of failing to do so.


	Reduction of illegal construction.

At least 50 per cent of the non-compliant electronic communications networks in five largest municipalities removed (dismantled and/or legalised) by 2027.
	1., 3. MoE, MoT
2. MoEPRD, LIKTA
	1. LIKTA
2. LALRG
	30.06.2025

	[bookmark: _Hlk140509648]Course of Action 4 – Measures in the health sector.
	Fiscal benefit: EUR 7 million

	[bookmark: _Hlk140510710]Course of Action 4. Task 1. Strengthening of data analytics in the health sector.
	Fiscal benefit: EUR 2 million 

	4.1.1.
	Provision of e-referral data and related specialist reports, laboratory referrals and results data in the patient’s electronic health records in the Unified Electronic Information System of the Health Sector (including assessment of the possibility of providing this data in a structured format).
	1. Assessment of the necessary amendments to laws and regulations.
2. Amendments have been made to Cabinet Regulation No. 265 of 4 April 2006, Procedures for Keeping Medical Documents, and Cabinet Regulation No. 134 of 11 March 2014, Regulations Regarding the Unified Electronic Information System of the Health Sector.
	Information is provided to supervisory authorities for the analysis of the volume of health services according medical treatment institutions and doctors.
	1. MoH, NHS
2. NHS, HI, SRS, MoH
	-
	1. 01.01.2025
2. 30.12.2027

	4.1.2.
	Extension of the possibilities of the SRS IS to compare the income declared by taxpayers in the health sector with the data declared in the annual income declaration of natural persons in the D4 annex.
	Completed extension of the possibilities of the SRS IS to compare the income declared by taxpayers in the health sector with the data declared in the annual income declaration of natural persons in the D4 annex. 
The necessity and possibility to separately identify dental expenses in the D4 annex of the declaration has been assessed.
Ensured in-depth risk assessment of the dental sector.
	Increased voluntary tax compliance.
	SRS, 
MoF
	-
	30.12.2024


	4.1.3. 
	Implementation of the risk framework in the NHS data storage systems and use of the results thereof in the supervision of the NHS service providers.
	Improved NHS data accumulation systems, including risk management controls.
	Risk management controls are integrated with the NHS data storage system and are used in daily work.
	NHS
	HI
	30.12.2027

	[bookmark: _Hlk140510485]Course of Action 4. Task 2. Definition of a clear legal framework in the health sector. 
	Fiscal benefit: EUR 0.25 million

	4.2.1. 
	Ensuring of the same terminology for medical treatment institution units and branches in the laws and regulations governing business and healthcare.
	1. Completed assessment of laws and regulations.
2. Amendments have been made to laws and regulations, ensuring that the terminology for medical treatment institution units and branches is the same in the laws and regulations governing business and healthcare. 
	Improved Register of Medical Treatment Institutions. 
	1. HI, MoH
2. MoH
	1. MoE, MoJ, HEA
2. MoE, MoJ, HEA

	1. 30.06.2024
2. 30.12.2024

	4.2.2.
	Considering of the possibility of separate identification of telemedicine service providers in the Register of Medical Treatment Institutions. 
	Assessment of the possibility of including telemedicine service providers in the Register of Medical Treatment Institutions.
In the event of a positive decision, amendments to laws and regulations and changes to the Register of Medical Treatment Institutions are made. 
	Information on telemedicine service providers is available in the Register of Medical Treatment Institutions.
	HI, 
MoH

	-
	30.12.2025

	4.2.3.
	[bookmark: _Hlk149930352]Linking of the recertification of dental specialities to the volume requirements for dental services.
	The scope of requirements for dental services in the recertification criteria for dental specialities set by the certifying bodies are introduced. 
	Promoted tax payments for dental services.
	MoH
(in cooperation with the LMA,
LDA) 
	-

	31.12.2024


	[bookmark: _Hlk140510193]Course of Action 4. Task 3. Strengthening of the public-private partnership in the health sector.
	Fiscal benefit: EUR 3 million

	4.3.1.
	Encouraging of sectoral associations to conclude collective agreements in sectors with a high scale of the shadow economy, including health and beauty care sectors.

	By concluding sectoral collective agreements, the minimum wage/hourly rate is determined for persons employed in the sector that will encourage the conformity of private sector wages with actual wages.
	Increase in PIT and MSSIC as a result of the monitoring of the general agreements.
	MoH
(in cooperation with the LDDK,
LVSADA,
LBAS) in respect of the health sector
	HEA,
MoE
	30.12.2024


	4.3.2.
	Conclusion of a cooperation agreement (memorandum) between the HI, CRPC, SRS, HEA and other non-governmental organisations on provision of information concerning dishonest commercial practices in the health service and beauty care sectors.
	A cooperation agreement has been signed between the HI, CRPC, SRS, HEA and other public organisations and the exchange of information on dishonest commercial practices in the health service and beauty care sectors has been ensured.
	Increased voluntary tax compliance.
	HI, 
CRPC,
SRS,
(in cooperation with the HEA,
 NGOs)
	-
	31.12.2024

	Course of Action 4. Task 4. Provision of information and public education measures in the health sector.
	Fiscal benefit: EUR 0.5 million

	4.4.1.
	Organisation of an informative campaign to inform people about the health risks of informal beauty care and equivalent services.
	Communication implemented and an informative campaign organised to inform about the health risks of informal beauty care and equivalent services (including the importance of proof of payment).
	One informative campaign organised.
	SPKC,
HI,
(in cooperation with HEA),
CRPC

	SRS
	30.12.2027

	4.4.2.
	Educating of medical practitioners on the necessity to register economic activities with the SRS or the appropriate form of entrepreneurial activity in the Enterprises Register (if systematic activities are carried out in exchange for remuneration) and the Register of Medical Treatment Institutions to prevent cases where activities are not properly registered but the service is provided in a medical treatment institution where premises are rented.
	Medical practitioners are informed of the necessity to register their economic activities with the SRS or the appropriate form of entrepreneurial activity in the Register of Enterprises and the Register of Medical Treatment Institutions.
	1. Informative material for medical treatment institutions has been prepared.
2. The informative material has been published on the websites of the HI and the professional organisations of medical practitioners.
3. Professional organisations of medical practitioners are informed of the necessity to register their economic activities with the SRS or the appropriate form of entrepreneurial activity in the Register of Enterprises and the Register of Medical Treatment Institutions.
	HI, 
SRS
	LMA
	30.12.2025 


	4.4.3. 
	Educating of the public about the Register of Medical Practitioners and Medical Treatment Support Personnel and the Register of Medical Treatment Institutions and the use thereof prior to receiving healthcare services.
	Public awareness of the importance of registers in receiving quality healthcare.
	Public awareness activities on the social networks and website of the HI, and also in the media. 
	HI
	LPOT
	30.12.2025

	Course of Action 4. Task 5. Definition of a clear legal framework in the beauty care sector. 
	Fiscal benefit: EUR 0.25 million 

	[bookmark: _Hlk153803156]4.5.1.
	Revision of the laws and regulations regarding beauty care services for the purpose of promoting safe provision of beauty care services to consumers by medical practitioners.
	1. The laws and regulations that are binding in the field of the provision of beauty care services have been revised (Cabinet Regulation No. 268 of 24 March 2009, Regulations Regarding the Competence of Medical Practitioners and Students of First Level or Second Level Professional Higher Medical Education Programmes in Medical Practice and the Scope of Theoretical and Practical Knowledge Thereof, and Cabinet Regulation No. 264 of 23 May 2017, Regulations Regarding the Classification of Professions, Basic Tasks and Basic Qualification Requirements Corresponding to the Profession, etc.).
Possibilities to impose stricter administrative liability in the event of repeated offences have been assessed.
2. Laws and regulations have been drafted in accordance with the assessment.
	Safe provision of beauty care services by medical practitioners to consumers has been promoted.
	HI,
MoH
	MoES, 
MoW, 
MoE
	1. 30.12.2024
2. 30.12.2025

	4.5.2.
	Revision of the profession standard for beauty specialists (in cosmetology) and the standard for cosmetologists in accordance with the European Standard for Aesthetic Medicine, eliminating fundamental inconsistencies.
	The inconsistencies between the profession standard for beauty specialists (in cosmetology) and the profession standard for cosmetologists have been resolved. 

	 1. The profession standard for beauty specialists (in cosmetology) has been clarified.
2. The profession standard for cosmetologists has been clarified. 
	MoH

	LKKA, LSSA, LDDK, UPOMPL,
MoW,
MoES (NCE) 
	1. 30.12.2024
2. 30.12.2024

	4.5.3.
	Restriction of the use of the word ‘clinic’ and other words that may convey the impression of the provision of medical services in the names of companies providing unrelated services. 
	Restricted use of the word ‘clinic’ and other words that may convey the impression of the provision of medical services in the names of companies. 

	The right of consumers to receive objective information about the service provider has been ensured, thereby reducing the risks of misleading choice associated with misleading names of service provision places.
	MoJ

	MoH

	30.12.2024

	Course of Action 4. Task 6. Strengthening of data exchange and analytics in the beauty care sector. 
	Fiscal benefit: EUR 1 million

	4.6.1.
	Registration of cosmetologists and beauty specialists (in cosmetology) 
in the SRS database and linking to the Single Register of Health Professionals.
	Cosmetologists and beauty specialists (in cosmetology) employed in the beauty care sector are included in the SRS database which will be linked to the new Single Register of Health Professionals. 
1. The possibility making amendments to the following laws and regulations has been assessed:
1.1. Cabinet Regulation No. 693 of 8 December 2015, Procedures by which the Beauty Treatment and Tattooing Service Providers shall Inform about the Commencement of the Economic Activity;
1.2. Cabinet Regulation No. 317 of 24 May 2016, Procedures for Establishing, Updating and Maintaining the Register of Medical Practitioners and Medical Treatment Support Personnel.
2. Changes have been made to the SRS information system and data has been exchanged with the Single Register of Health Professionals on cosmetologists and beauty specialists (in cosmetology) employed in the beauty care sector.
	The number of unregistered economic operators is decreasing.

	1. HI, MoH
2. HI, SRS

	1. MoE

	1. 30.12.2025
2. 30.12.2027

	Course of Action 5 – Other measures to improve business competitiveness. 
	Fiscal impact: EUR 41 million

	[bookmark: _Hlk150428812]Course of Action 5. Task 1. Reduction of the number of companies with long-term negative equity. 
	Fiscal benefit: EUR 8 million

	5.1.1.
	Contribution to the reduction of the number of companies with long-term negative equity.
	Based on international experience, a framework has been developed to encourage the reduction of the number of companies with long-term negative equity (e.g. the experience of Lithuania[footnoteRef:36] or Estonia[footnoteRef:37] could be used, mandatory convening of a board meeting, carrying out an assessment of the situation).  [36:  https://www.lb.lt/uploads/consultations/docs/34217_bff2383bc37f0a7222f9068e1d97b6e0.pdf]  [37:  https://www.riigiteataja.ee/en/eli/ee/509012023001/consolide ] 

	Reduced number of companies with long-term negative equity.
	MoJ
	MoF,
SRS

	30.12.2025

	[bookmark: _Hlk150428526]5.1.2.
	Improvement of simplified winding-up proceedings.
	The possibility of and, where necessary, amendments to the regulatory framework to improve and speed up the process of simplified winding-up proceedings have been assessed.
	Reduced number of companies with long-term negative equity.
	MoJ
	MoF
	30.12.2025

	5.1.3.
	In-depth risk assessment of the situation of affiliated companies (creditors) providing long-term investments to companies with negative equity and the causes thereof.
	When assessing specific cases, the risk analysis is important in answering the question why creditors are interested in providing long-term investments to companies with negative equity.
	An evaluation has been prepared. 
	MoF,
SRS
	MoE
	30.12.2025

	5.1.4.
	Educating of companies about the consequences and causes of negative equity.
	Small and medium-sized companies often lack the financial literacy to operate without negative equity. It is important to educate companies about both the consequences (more difficult attraction of capital) and the causes of negative equity.
	Reduced number of companies with long-term negative equity.
	MoE responsible for the business sector
(practical action: LCCI)
SRS
	LIAA
	30.12.2027

	Course of Action 5. Task 2. Reduction of the circulation of illegal excisable goods. 
	Fiscal benefit: EUR 33 million

	[bookmark: _Hlk149909447] 5.2.1.
	Reduction of the illegal market for excisable goods.
	1. Measures are taken to reduce the market share of illegal excisable goods (cigarettes, fuel, alcohol, etc.). 
2. In order to prevent distortions of competition, it is necessary to address the issue of increased controls on vehicles registered in Central Asian countries and Russia. Where necessary, appropriate amendments to laws and regulations have been made to restrict the import of fuel into Latvia, including through cooperation with the Baltic States.
	Increased excise duty revenue and reduced damage to the State.
 between three to five per cent as a result of measures to restrict the illegal market. Tax revenues could increase

The restrictions and control measures introduced to restrict the illegal excise market, including cigarette smuggling, have reduced the scope of damage caused to the State and the excise duty gap for cigarettes.
Consumption of fuels of undetermined origin has decreased.
	1. SRS
2. MoF,
VSIA “Road Transport Directorate”,
SRS
	1., 2.
SP, 
SBG,
MoT
	1. 30.12.2026
2. 30.12.2025





[bookmark: _Toc166237506][bookmark: _Hlk146200828][bookmark: _Hlk145705141]5. Resultative Indicators of the Plan 

Measurable resultative indicators have been developed to assess the effectiveness of the measures implemented in accordance with the plan in priority sectors and to analyse the dynamics of business tax compliance. 


Construction of buildings (NACE code 41)
	Sector
	2023
	2024
	2025
	2026
	2027
	Notes

	Share of taxpayers that are legal entities without significant tax compliance risks (‘A’ class rating) in the total number of segmented taxpayers that are legal entities at the beginning of the year, %
	7.3%
	7.8%
	8.3%
	-*
	-*
	The expected increase of not more than 0.5 per cent each year, with a maximum growth rate of 10 per cent.

	Share of taxpayers that are legal entities without significant tax compliance risks (‘B’ class rating) in the total number of segmented taxpayers that are legal entities at the beginning of the year, %
	49.2%
	48.7%
	48.2%
	-**
	-**
	The expected reduction of not more than 0.5 per cent each year, with the rate of reduction not exceeding 10 per cent.

	Share of employees with income exceeding EUR 1000 in the total number of employees in the sector (monthly average), %
	42.1%
	44.0%
	45.7%
	47.3%
	48.8%
	Forecast with autoregression, pessimistic scenario.

	Share of workplaces with income exceeding EUR 1000 in the total number of workplaces in the sector (monthly average), %
	38.8%
	40.6%
	42.2%
	43.7%
	45.0%
	Forecast with autoregression, pessimistic scenario.



Civil engineering (NACE code 42)
	Sector
	2023
	2024
	2025
	2026
	2027
	Notes

	Share of taxpayers that are legal entities without significant tax compliance risks (‘A’ class rating) in the total number of segmented taxpayers that are legal entities at the beginning of the year, %
	14.3%
	14.8%
	15.3%
	-*
	-*
	The expected increase of not more than 0.5 per cent each year, with a maximum growth rate of 10 per cent.

	Share of taxpayers that are legal entities without significant tax compliance risks (‘B’ class rating) in the total number of segmented taxpayers that are legal entities at the beginning of the year, %
	53.0%
	52.5%
	52.0%
	-**
	-**
	The expected reduction of not more than 0.5 per cent each year, with the rate of reduction not exceeding 10 per cent.

	Share of employees with income exceeding EUR 1000 in the total number of employees in the sector (monthly average), %
	63.1%
	64.3%
	65.4%
	66.4%
	67.3%
	Forecast with autoregression, pessimistic scenario.

	Share of workplaces with income exceeding EUR 1000 in the total number of workplaces in the sector (monthly average), %
	61.1%
	62.3%
	63.3%
	64.3%
	65.1%
	Forecast with autoregression, pessimistic scenario.









Specialised construction activities (NACE code 43)
	Sector
	2023
	2024
	2025
	2026
	2027
	Notes

	Share of taxpayers that are legal entities without significant tax compliance risks (‘A’ class rating) in the total number of segmented taxpayers that are legal entities at the beginning of the year, %
	7.9%
	8.4%
	8.9%
	-*
	-*
	The expected increase of not more than 0.5 per cent each year, with a maximum growth rate of 10 per cent.

	Share of taxpayers that are legal entities without significant tax compliance risks (‘B’ class rating) in the total number of segmented taxpayers that are legal entities at the beginning of the year, %
	51.1%
	50.6%
	50.1%
	-**
	-**
	The expected reduction of not more than 0.5 per cent each year, with the rate of reduction not exceeding 10 per cent.

	Share of employees with income exceeding EUR 1000 in the total number of employees in the sector (monthly average), %
	34.5%
	36.2%
	37.7%
	39.0%
	40.3%
	Forecast with autoregression, pessimistic scenario.

	Share of workplaces with income exceeding EUR 1000 in the total number of workplaces in the sector (monthly average), %
	32.3%
	33.9%
	35.3%
	36.6%
	37.8%
	Forecast with autoregression, pessimistic scenario.



Wholesale trade, except of motor vehicles and motorcycles (NACE code 46)
	Sector
	2023
	2024
	2025
	2026
	2027
	Notes

	Share of taxpayers that are legal entities without significant tax compliance risks (‘A’ class rating) in the total number of segmented taxpayers that are legal entities at the beginning of the year, %
	14.2%
	14.7%
	15.2%
	-*
	-*
	The expected increase of not more than 0.5 per cent each year, with a maximum growth rate of 10 per cent.

	Share of taxpayers that are legal entities without significant tax compliance risks (‘B’ class rating) in the total number of segmented taxpayers that are legal entities at the beginning of the year, %
	49.9%
	49.4%
	48.9%
	-**
	-**
	The expected reduction of not more than 0.5 per cent each year, with the rate of reduction not exceeding 10 per cent.

	Share of employees with income exceeding EUR 1000 in the total number of employees in the sector (monthly average), %
	53.0%
	54.0%
	56.0%
	57.8%
	59.3%
	Forecast with autoregression, pessimistic scenario.

	Share of workplaces with income exceeding EUR 1000 in the total number of workplaces in the sector (monthly average), %
	51.0%
	52.0%
	53.8%
	55.4%
	56.8%
	Forecast with autoregression, pessimistic scenario.



Retail trade, except of motor vehicles and motorcycles (NACE code 47)
	Sector
	2023
	2024
	2025
	2026
	2027
	Notes

	Share of taxpayers that are legal entities without significant tax compliance risks (‘A’ class rating) in the total number of segmented taxpayers that are legal entities at the beginning of the year, %
	9.6%
	10.1%
	10.6%
	-*
	-*
	The expected increase of not more than 0.5 per cent each year, with a maximum growth rate of 10 per cent.

	Share of taxpayers that are legal entities without significant tax compliance risks (‘B’ class rating) in the total number of segmented taxpayers that are legal entities at the beginning of the year, %
	49.6%
	49.1%
	48.6%
	-**
	-**
	The expected reduction of not more than 0.5 per cent each year, with the rate of reduction not exceeding 10 per cent.

	Share of employees with income exceeding EUR 1000 in the total number of employees in the sector (monthly average), %
	28.9%
	29.5%
	31.1%
	32.8%
	34.3%
	Forecast with autoregression, pessimistic scenario.

	Share of workplaces with income exceeding EUR 1000 in the total number of workplaces in the sector (monthly average), %
	27.8%
	28.5%
	30.1%
	31.7%
	33.2%
	Forecast with autoregression, pessimistic scenario.



Human health activities (NACE code 86)
	Sector
	2023
	2024
	2025
	2026
	2027
	Notes

	Share of taxpayers that are legal entities without significant tax compliance risks (‘A’ class rating) in the total number of segmented taxpayers that are legal entities at the beginning of the year, %
	30.9%
	31.4%
	31.9%
	-*
	-*
	The expected increase of not more than 0.5 per cent each year, with a maximum growth rate of 10 per cent.

	Share of taxpayers that are legal entities without significant tax compliance risks (‘B’ class rating) in the total number of segmented taxpayers that are legal entities at the beginning of the year, %
	51.6%
	51.1%
	50.6%
	-**
	-**
	The expected reduction of not more than 0.5 per cent each year, with the rate of reduction not exceeding 10 per cent.

	Share of employees with income exceeding EUR 1000 in the total number of employees in the sector (monthly average), %
	64.0%
	68.0%
	70.0%
	73.0%
	75.2%
	Forecast with autoregression, pessimistic scenario.

	Share of workplaces with income exceeding EUR 1000 in the total number of workplaces in the sector (monthly average), %
	55.0%
	58.0%
	60.0%
	63.0%
	65.3%
	Forecast with autoregression, pessimistic scenario.



Hairdressing and other beauty treatment (NACE code 96.02)
	Sector
	2023
	2024
	2025
	2026
	2027
	Notes

	Share of taxpayers that are legal entities without significant tax compliance risks (‘A’ class rating) in the total number of segmented taxpayers that are legal entities at the beginning of the year, %
	4.9%
	5.3%
	5.7%
	-*
	-*
	The expected increase of not more than 0.5 per cent each year, with a maximum growth rate of 10 per cent.

	Share of taxpayers that are legal entities without significant tax compliance risks (‘B’ class rating) in the total number of segmented taxpayers that are legal entities at the beginning of the year, %
	49.9%
	49.5%
	49.1%
	-**
	-**
	The expected reduction of not more than 0.5 per cent each year, with the rate of reduction not exceeding 10 per cent.

	Share of employees with income exceeding EUR 1000 in the total number of employees in the sector (monthly average), %
	6.4%
	7.0%
	7.6%
	8.1%
	8.4%
	Forecast with autoregression, pessimistic scenario.

	Share of workplaces with income exceeding EUR 1000 in the total number of workplaces in the sector (monthly average), %
	5.6%
	6.1%
	6.6%
	7.0%
	7.3%
	Forecast with autoregression, pessimistic scenario.


The sectoral wage indicators are projected on the basis of autoregressive models. The projected values essentially represent a pessimistic scenario for sectoral wage developments.
The indicators for the distribution of taxpayers in the sector by tax compliance will be revised as necessary.

* The value of the indicator cannot be predicted, but an upward trend is expected.
** The value of the indicator cannot be predicted, but a downward trend is expected.










Summary of State and municipality budget funding required to implement the measures included in the plan

EUR
	Task
	Measure
	Budget programme (sub-
programme) code and name
	Funding planned in the Medium-term Budget Framework Law
	Additional funding required
	Year of implementation of the measure (if the implementation of the measure is time-limited)2

	
	
	
	2024
	2025
	2026
	2024
	2025
	2026
	in the following period until the completion of the measure (if the implementation of the measure is time-limited)
	annually thereafter (if the implementation of the measure is not time-limited)
	

	Total funding for the implementation of the plan, including:
	Amendments have been made to the regulatory framework in respect of the introduction of general annual personal income declaration, envisaging that the population must declare all income earned during the tax year, including income that they do not currently declare, including:
	33.00.00 “Provision of State Revenue and Customs Policy”
	413 995
	331 400
	31 400
	
	
	
	
	31 400
	

	
	· introduction of the necessary changes to the SRS information systems
	
	313 995
	31 400
	31 400
	
	
	
	
	31 400
	

	
	· organisation of a communication campaign on general declaration
	
	100 000
	300 000
	-
	
	
	
	
	-
	

	
	Implementation of the electronic circulation system for supporting documents (e-invoices)
	74.06.00 “Projects and Measures under the Recovery and Resilience Mechanism Plan”
	-
	-
	-
	633 923
	1 398 877
	-
	
	-
	2025

	
	
	33.00.00 “Provision of State Revenue and Customs Policy”
	-
	-
	-
	
	
	933 754
	
	349 368
	





The responsible and participating ministries will ensure the implementation of the measures included in the plan within the existing funding by requesting from the programme 80.00.00 “Undivided Financing for the Implementation of Projects and Measures Co-financed from European Union Policy Instruments and Other Foreign Financial Assistance” of the budget unit “74. Funding to be Reallocated in the Process of Implementation of the Annual State Budget” or, where necessary, through fiscally neutral proposals during the preparation of the current annual budget.



Summary of estimated tax revenue from the measures included in the plan 
mln. EUR
	Course of action of the plan
	Total
	Projected revenue 

	
	
	2024
	2025
	2026
	2027

	Course of Action 1 Horizontal measures and reduction of cash in circulation.
	55.00
	6.00
	22.00
	46.00
	55.00

	1.1. Strengthening of public-private partnerships: use of ratings in public procurements and public procedures. 
	15.00
	-
	4.31
	10.00
	15.00

	1.2. Restrictions on the circulation of cash. 
	18.00
	4.00
	9.00
	18.00
	18.00

	1.3. Conceptual solution for the general principle of declaring personal income is identified.
	7.00
	-
	0.69
	7.00
	7.00

	1.4. Promoting the use of non-cash transactions. 
	15.00
	2.00
	8.00
	11.00
	15.00

	Course of Action 2 Information and data exchange.
	1.00
	0.00
	0.30
	0.75
	1.00

	2.1.  Introduction of e-receipts. 
	0.30
	-
	-
	0.25
	0.30

	2.2.  Interinstitutional information exchange and disclosure.
	0.70
	-
	0.30
	0.50
	0.70

	Course of Action 3 Measures in the construction sector.
	16.00
	5.00
	11.00
	13.50
	16.00

	1.1. Strengthening of the EDLUS, VEDLUDB, CIS data analytics. 
	7.00
	2.00
	5.00
	6.00
	7.00

	1.2. Requirements for private individuals in the construction process. 
	2.00
	-
	1.00
	1.50
	2.00

	1.3. Strengthening of the public-private partnership in the construction sector. 
	7.00
	3.00
	5.00
	6.00
	7.00

	Course of Action 4 Measures in the health sector. 
	7.00
	0.50
	2.30
	4.75
	7.00

	4.1.  Strengthening of data analytics in the health sector.
	2.00
	0.50
	1.00
	1.50
	2.00

	4.2.  Definition of a clear legal framework in the health sector.
	0.25
	-
	0.15
	0.20
	0.25

	4.3.  Strengthening of the public-private partnership in the health sector.
	3.00
	-
	1.00
	2.00
	3.00

	4.4.  Provision of information and public education measures in the health sector.
	0.50
	-
	-
	0.35
	0.50

	4.5.  Definition of a clear legal framework in the beauty care sector.
	0.25
	-
	0.15
	0.20
	0.25

	4.6.  Strengthening of data exchange and analytics in the beauty care sector. 
	1.00
	-
	-
	0.50
	1.00

	Course of Action 5 Other measures to improve business competitiveness. 
	41.00
	0.50
	4.40
	15.00
	41.00

	1.1. Reduction of the number of companies with long-term negative equity.
	8.00
	-
	-
	5.00
	8.00

	1.2. Reduction of the circulation of illegal excisable goods. 
	33.00
	0.50
	4.40
	10.00
	33.00

	Total 
	120.00
	12.00
	40.00
	80.00
	120.00





Total projected tax revenues from the implementation of the measures in 2027 amount to EUR 120 million, including: PIT revenue in the amount of EUR 17.20 million, followed by MSSIC revenue in the amount of EUR 33.40 million, VAT revenue in the amount of EUR 36.41 million and excise duty revenue in the amount of EUR 33.3 million.



Assessment of the Administrative Burden 

Administrative burden is the obligation imposed on a natural or legal person to comply with the legal framework by receiving, processing, providing (transmitting) or storing information (e.g. collecting and recording of data, reporting, updating of data upon request of an authority) that the person would not have done unless required by the legal framework. In view of the above, it is not possible to accurately determine or forecast the potential administrative costs at the stage of drafting the plan. Much depends on the aspects that will be revealed when drafting the laws and regulations during the implementation of the measures of the plan, including the range of persons affected. Thus, the administrative burden for the measures included in the plan is descriptive, using a logical-constructive approach.

1.2.2. Imposing the obligation on employers to inform the SRS of the fact that an employee’s wage is paid in cash.
Time – given that employees and employers do not often change the method of the payment of wages, changes on the employers’ declaration will only be required if the method of the payment of wages in the previous month was different from the method of the payment of wages in the current month. In the first month when this obligation enters into force, a non-cash payment of the wage will be recorded automatically that will be required to be changed accordingly in the case of the payment of the wage in cash. The time taken depends on the proportion of employees in the company who choose the payment of the wage in cash. The relevant data are currently unknown.
Frequency – the tax return will be submitted on a monthly basis.
Number of persons involved – the number of persons involved corresponds to the number of legal entities with workplaces. At the same time, changes to the report of employer will only be required if the method of the payment of wages in the previous month was different from the method of the payment of wages in the current month. It is assumed that the administrative burden is likely to be minimal as it concerns a small number of employees and the information is intended to be received through the report of employer, making an additional note in the appropriate field on the employee in the report that the wages have been paid in cash. The target audience of the measure could be employers employing up to five employees. According to the submitted reports of employers, 76.9 per cent or 63 463 employers have up to five employees in August 2023 (77.5 per cent in 2022, an increase of 1.2 percentage points compared to 2021). Significant risks of ‘envelope wages’ have been identified to 55.0 per cent of the abovementioned employers. Provision of information to the SRS on the payment of wages in cash will not impose a high administrative burden on employers of small companies, although they represent the majority of employers. 
Costs – at this stage, it is not possible to estimate the administrative costs for legal entities as the frequency of reporting and the number of persons involved may vary. 
The measure does not create an administrative burden as the non-cash wage payment will be automatically recorded in the reports of employers that will be required to be changed accordingly if the payment of wages will be made in cash and if such information differs from the information provided previously (the previous option will be maintained, subsequently reducing the administrative burden).

1.2.3. Introduction of threshold declarations for cash deposits and withdrawals (reporting of cash deposits and withdrawals in ATMs).
Time – reporting on cash deposits will be ensured automatically. 
Frequency – the tax return will be submitted on a quarterly basis.
Number of persons involved – legal entities operating a network of ATMs in the territory of Latvia. 
Costs – at this stage, it is not possible to estimate precisely the administrative costs for legal entities as they depend on the current reporting algorithm. A transitional period will be provided for the implementation of the regulation to allow commercial banks to make the necessary changes to their reporting algorithms as part of the planned improvements.
1.3.1. Assessment of whether the existing personal income declaration procedures needs to be supplemented in order to reduce the shadow economy, promote a tax-paying culture, and at the same time not increase the administrative and bureaucratic burdens. This includes identification of a conceptual solution for the phasing-in of the general principle of declaring personal income, identifying the necessary exceptions. 
Time – the measure does not currently represent a burden. In the future, when developing the general personal income declaration concept, it is envisaged that the tax return will be generated automatically. Thus, a person will only be required to provide additional data if the tax return does not reflect all the information at his or her disposal. The latter will not create a new tax liability for the person. At the same time, the information available to the State about a person’s income will be used to help prevent situations where the tax obligation is not complied with for whatever reason. Deliberate or unintentional non-compliance with tax obligations leads to late payment penalties (possibly, fines). Consequently the person will require less time to get an idea of the information available to the State on income earned and taxes paid, thus minimising the risks of non-payment of taxes and the corresponding negative consequences.
Frequency – currently the measure does not impose a burden. In the future, when developing the general personal income declaration concept, it is envisaged that the tax return will be submitted once a year.
Number of persons concerned – currently the measure does not impose a burden. In the future, when developing the general personal income declaration concept, it is envisaged that the tax return will be submitted by the population over 18 years of age, taking into account the relevant statutory exceptions (population of 1.5 million in 2022 from 18 years of age) The administrative burden will only be borne by those persons who need to enter additional data, the number of which cannot be determined at the moment.
Costs – there will be a negative effect, but given that the obligation to update data depends on the actions and activities of each person, it is not possible to provide specific estimates at this stage. The positive effect is that the person will be provided with a statement that will allow him or her to fulfil the statutory obligation to declare his or her income on time and pay taxes (i.e. compliance with the requirements already laid down in the legislation). The positive effect is to reduce the risk of deliberate or unintentional failure by a person to comply with the tax obligations, leading to the accrual of late payment penalties (possibly, fines).
A solution will be sought within the scope of the implementation of the measure to ensure convenient and automated personal income declaration, including organisation of discussions and identification of the SRS data for qualitative analytics. The basic principles of equality, certainty, convenience, efficiency will be complied with. At present, the measure does not impose any additional administrative burden. 

1.3.2. In conjunction with measure 1.3.1, assessment of the need to require the manager of portfolio investments and similar financial instruments to withhold tax at source and report the amount of taxable income to the SRS. 
Time – the measure does not currently represent a burden. In the future, when developing the general personal income declaration concept, it is envisaged that data will be provided by financial instrument managers and financial institutions. The time required to prepare the information is not determinable. 
Frequency – information will be provided on a regular basis.
Number of persons involved – according to the information included in the statements on amounts paid to natural persons (with income type code 1019 ‘Interest’ and payer NACE Rev. 2 code 64 ‘Financial service activities, except insurance and pension funding’), 181 337 natural persons received interest income disbursed by 106 financial service providers in the first nine months of 2023.
Costs – at this stage, it is not possible to estimate precisely the administrative costs as the amount of withholdings from the management of investment portfolios and similar financial instruments is unknown. 

1.4.1. Implementation of the electronic circulation system for supporting documents (e-invoices).
Time – the introduction of e-invoices will reduce manual work, reduce the risk of invoice errors and ensure that invoices reach the accounting and tax administrations more quickly. Consequently, the implementation of the measure is expected to have a positive effect in terms of reducing the administrative burden (savings in time) that cannot be quantified precisely at present as it depends on the technical details of the solution to be developed.
Frequency – depending on the number of concluded transactions that is currently undefinable.
Number of persons involved – all companies and economic operators concluding transactions (B2B, B2G).
Costs – possible costs will be specified during the introduction of e-invoices. Costs are expected to decrease due to abandonment of the use of paper format invoices and transition to digital invoices and also the reduction of the risk of invoice errors and faster arrival of invoices in accounting and tax administration, alongside reduction in labour costs. 
The concept of e-invoices is currently at an early stage of preparation and the interinstitutional working group is deciding on detailed solutions, so the administrative burden is not quantifiable at this stage. 

1.4.2. Obligation for businesses with an annual turnover exceeding EUR 50 000 to allow customers to pay also using non-cash payments.
Time – the introduction of non-cash payments will ensure savings on drawing up of payment documents. 
Frequency – regularly, when a transaction takes place.
Number of persons involved – entrepreneurs with a turnover of more than EUR 50 000 per year without any non-cash payment solution. According to the SRS, 779 taxpayers could be affected by this regulation, whereof 177 taxpayers are active in the trade sector (NACE 46 and NACE 47).
Costs – will increase for businesses when introducing the non-cash payment solution and settling payments for business transactions. Based on a calculation of commercial costs, non-cash payment solution pays off at an annual turnover above EUR 35 000. At the same time, the administrative burden will be reduced for customers who do not have cash at the time of purchase and are currently forced to withdraw cash from an ATM to make the transaction. It is not possible to make specific calculations of the administrative burden because information on active traders and the number of transactions is constantly changing, making it difficult to calculate the administrative burden accurately. 
There are a wide variety of technological POS solutions for non-cash payments, e.g. stationary, mobile, embedded, portable, phone terminals, mini terminals, etc. The total terminal fee is comprised of two items: the terminal subscription fee and a per-transaction fee. The subscription fee per terminal ranges from EUR 14 to EUR 25 per month, depending on the type of equipment. Fixed terminals are the cheapest, while mobile terminals cost from EUR 18 to EUR 25 per month. Additional costs may be incurred if there is no internet connection at the point of sale.[footnoteRef:38] Given that there is a wide variety of technological solutions for POS terminals and that their costs are influenced not only by the type of terminal but also by the number of transactions and the type of payment card, the administrative burden cannot be accurately determined.  [38:  https://www.swedbank.lv/business/cash/cashflow/cardservice?language=LAT&cid=allyear_S-daily-banking-DailyDigital-corporate-uzturosa_search_pos-terminali_lv_lat&s_kwcid=AL!12017!3!648773434013!p!!g!!pos&gclid=EAIaIQobChMItpTblbyggwMV0QqiAx1b8QAmEAAYBCAAEgJ3A_D_BwE] 


3.1.1. Lowering of the threshold for the EDLUS implementation (from EUR 350 000 to EUR 170 000).
Time – the implementation of the system is a one-off event and requires special IT equipment for day-to-day functionality. The time will be fixed automatically, whereas administrative supervision is ensured by a company employee. It is not possible to calculate the exact time, as the actual time depends on the size of the site and the number of employees on site. 
Frequency – the system will be used on site during construction work.
[bookmark: _Hlk154041668]Number of persons involved – all merchants with a construction site value from EUR 170 000 to EUR 350 000. According to the IUB data, 88 construction work procurements with a value of EUR 170 to EUR 350 thousand were announced by 24 October 2023. Assuming that public procurements account for about half of the construction works contracts, we can estimate that measure 3.1.1 of the plan will cover approximately 200 construction projects. The exact number of the affected entities cannot be determined at this stage.
Costs – estimated costs of setting up the IT system, provision of the necessary technical solutions on the construction site could vary from EUR 200 to EUR 300 per month per construction site.
There are several solutions on the Latvian market that offer the installation and functionality of the EDLUS on construction sites. The EDLUS is the most effective tool for monitoring the presence of workers on construction site and therefore it helps to identify the number of hours worked on site. 

3.1.2. Inclusion of the obligation in laws and regulations for the initiator of a construction plan to submit to the CIS information on the price of the construction contract, the planned price of the construction works in the case of the constructor, and also to provide for the possibility to make a selection of the costs of implementation of construction plans (price of construction works) by type of use of the structures.
Time – no additional time required (up to a few minutes for completing an additional column). The measure is planned as a technical solution in the CIS functionality. This proposal concerns a preliminary assessment of construction costs and does not provide for the submission of additional documents.
Frequency – information on the price of the planned construction works during the construction process shall be submitted once in the CIS.
Number of persons involved – legal and natural persons starting the construction process. 
Costs – the measure will not cause any additional costs for legal and natural persons and will not increase the administrative burden.
The SCCB will make the necessary improvements to the CIS functionality to enable the selection of the costs (price of construction works) for construction projects by type of use. This measure will improve the analytics of the CIS data and will be implemented through improvements to the CIS functionality. The possibility to select the CIS data by type of use of structures will allow a better analysis of the situation in the sector and to keep track of changes in construction costs. 

3.2.2. Obligation for a private individual to provide information to the CIS on the origin of the funds intended to be used for the works.
Time – no additional time required (up to a few minutes for completing an additional column). The measure is planned as a technical solution in the CIS functionality where a private individual, when starting the construction, will indicate the source of the planned funding, e.g. a loan, savings, ticking a box in the CIS structured data that would confirm the veracity of that statement and the submission of additional documents is not required.
Frequency – information on the origin of the funding planned for the construction works is provided once during the construction process.
Number of persons involved – natural persons starting the construction process. 
Costs – the measure will not cause any additional costs for natural persons and will not increase the administrative burden.

Financial institutions have the obligation to report the balance of the current debt and borrowed funds (regardless of their legal form) exceeding 20 minimum wages. 
Also, as part of the measures to restrict the shadow economy, the Amendments to the Law on the Credit Register entered into force on 16 November 2023, thus clarifying and supplementing the right of the SRS under Section 19 of the Law on the Credit Register to receive information from the Credit Register on liabilities of natural persons (residents) that meet a certain limit of the balance of liabilities.
The Law is designed to reduce the administrative burden for taxpayers and aims to provide the SRS with the information necessary but currently lacking for data analysis, tax administration activities and tax administration inspections, and also for inspections of tax returns submitted by public officials.
Law:
- clarifies the existing regulatory framework by stipulating that the SRS has the right to receive information from the Credit Register on the basis of a separate request for the purpose of assessing and carrying out an examination of the usefulness of tax administration activities and tax administration if during the tax administration process there are grounds to believe that the expenses of a natural person (resident) could exceed his or her income;
- the right of the SRS to receive information from the Credit Register without a separate request is supplemented by stipulating that the Credit Register will inform the SRS once a year of the liabilities of natural persons (residents) with a total balance of at least 20 minimum monthly wages;
- supplements the right of the SRS to obtain information from the Credit Register for the purpose of verifying the tax returns submitted by public officials.
The amount of information to be included in the Credit Register will be analogous to the amount that the SRS is already entitled to receive from the Credit Register on the basis of an individual request for the purpose of analysing the necessity of a tax audit if, prior to the commencement of the tax audit, the SRS has grounds to believe that the expenses of a natural person (resident) could exceed his or her income.
According to Section 22.3 of the law On Taxes and Fees, credit institutions and payment service providers submit information to the SRS only on the turnover of accounts, while the Credit Register is supposed to provide information on the amount of liabilities, thus the new legal provision will provide additional information for the assessment of the received data.

	


	Minister for Finance
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Kāds izvairās no nodokļu maksāšanas nemaksājot vai tikai daļēji maksājot par to valstī noteiktos nodokļus	Uzņēmums nolīgst darbā privātpersonu, bet visa vai daļa algas tiek maksāta aploksnē	Kāds saņem sociālā pabalsta (bezdarbnieka pabalsts, slimības pabalsts utml.) maksājumus, slēpjot patiesos apstākļus, kas liegtu saņemt šos pabalsta maksājumus	Privātpersona ir nolīgta darbā privātā mājsaimniecībā un viņš (viņa) par saņemto atalgojumu neinformē nodokļu vai sociālās apdrošināšanas institūcijas, lai gan par to būtu jāziņo	Kāds uzņēmums sniedz savus pakalpojumus privātai mājsaimniecībai, bet par saņemto samaksu neinformē nodokļu vai sociālās apdrošināšanas institūcijas	Kāds uzņēmums sniedz savus pakalpojumus citam uzņēmumam, bet par savām darbībām neinformē nodokļu vai sociālās apdrošināšanas institūcijas	7.5435903322599085E-2	5.2449305373974291E-2	6.8769414223352601E-2	7.6877079261201423E-2	9.0575233321882026E-2	0.1038478805787231	



What do you think are the two main reasons for people to work or provide services without paying all or part of their taxes? 

People working in the shadow economy	
Insufficient control by the authorities	Penalties for tax evasion are too weak	People seek opportunities to earn extra money at the expense of other citizens	Public ignorance about tax payment matters	People receiving social benefits that restrict their ability to work need to earn extra money	No other alternatives in certain sectors or regions	Too complex bureaucracy relating to declaring income	No action by the State for the benefit of people, so why should they pay taxes	Lack of permanent jobs	Taxes and/or social security contributions are too high	5.0327981018981019E-2	5.9174405694305689E-2	0.11443431268731268	0.13657614985014985	0.15253755844155845	0.16301227522477524	0.21230793406593407	0.22419143646353648	0.24369751248751251	0.54833282717282716	


IKP uz vienu iedzīvotāju, euro	
2014	2015	2016	2017	2018	2019	2020	2021	2022	10270	10760	11110	11590	12140	12540	12330	12980	13320	Formālās ekonomikas daļa, % no IKP	75.3	76.400000000000006	77.099999999999994	78.7	79.760000000000005	80.16	79.09	79.78	80.099999999999994	





18.087980000000002	19.763839999999998	21.924454999999998	22.749009999999998	23.625802	24.572126000000001	25.371324000000001	26.984432999999999	29.153555999999998	30.678644999999999	30.265089	33.616534999999999	0.32799999999999996	0.29799999999999999	0.25700000000000001	0.26600000000000001	0.221	0.20299999999999999	0.16999999999999998	0.16799999999999998	0.122	9.7000000000000003E-2	8.199999999999999E-2	0.10300000000000001	GDP, mln. EUR


VAT gap, %




19.763839999999998	21.924454999999998	22.749009999999998	23.625802	24.572126000000001	25.371324000000001	26.984432999999999	29.153555999999998	30.678644999999999	0.27482656230342506	0.28538600523873947	0.2342080139097589	0.2134356126274092	0.19208254824812415	0.16126959276688024	0.13690556186645447	0.13516265292059157	0.12769492057533727	GDP, mln. EUR


PIT gap, %




19.763839999999998	21.924454999999998	22.749009999999998	23.625802	24.572126000000001	25.371324000000001	26.984432999999999	29.153555999999998	30.678644999999999	0.28242005760127364	0.29461418479887597	0.24126751592368156	0.22015679806220395	0.19567535529886956	0.16295052352929215	0.1380078005148635	0.14517126049612272	0.1228937183099017	GDP, mln. EUR


MSSIC gap, %



Ēnu ekonomikas īpatsvars 2022.gadā, % no IKP, F.Šneidera dati	LU, [Y VALUE]
IE, [Y VALUE]
NO, [Y VALUE]
CH, [Y VALUE]
DK, [Y VALUE]
SE, [Y VALUE]
NL, [Y VALUE]
AT, [Y VALUE]
FI, [Y VALUE]
BE, [Y VALUE]
DE, [Y VALUE]
FR, [Y VALUE]
ES, [Y VALUE]
PT, [Y VALUE]
CZ, [Y VALUE]
SC, [Y VALUE]
EE, [Y VALUE]
LT, [Y VALUE]
PL, [Y VALUE]
HR, [Y VALUE]
HU, [Y VALUE]
LV, [Y VALUE]
RO, [Y VALUE]
BG, [Y VALUE]

83940	77430	72820	62820	51660	46250	43800	38340	37780	36860	35870	33180	24580	19290	18460	16300	16250	14970	14600	14540	14370	13320	10110	7250	8.3000000000000007	10.1	10.4	5.6	9.6999999999999993	10.8	8.1999999999999993	6.6	10.8	16	8.8000000000000007	14.2	15.8	15.7	13.5	13.1	22.7	22.4	21.9	29.7	25.4	19.899999999999999	29	33.1	Luksemburga	Īrija	Norvēģija	Šveice	Dānija	Zviedrija	Nīderlande	Austrija	Somija	Beļģija	Vācija	Francija	Spāinija	Portugāle	Čehija	Slovākija 	Igaunija	Lietuva	Polija	Horvātija	Ungārija	Latvija	Rumānija	Bulgārija	GDP per capita in 2022, EUR


Share of the shadow economy in 2022, % of GDP, F. Schneider data



HU; [Y VALUE]
EE; [Y VALUE]
LT; [Y VALUE]
SI; [Y VALUE]
PL; [Y VALUE]
GR; [Y VALUE]
IT; [Y VALUE]
LV; [Y VALUE]
BE; [Y VALUE]
ES; [Y VALUE]
PT; [Y VALUE]
FR; [Y VALUE]
CZ; [Y VALUE]
SK; [Y VALUE]
AI; [Y VALUE]

SE; [Y VALUE]
FI; [Y VALUE]
NO; [Y VALUE]
IE; [Y VALUE]
DK; [Y VALUE]
DE; [Y VALUE]
LU; [Y VALUE]
NL; [Y VALUE]
AT; [Y VALUE]
CH; [Y VALUE]

2.7112135176651302	2.8839082064888517	3.5167341618954522	3.469022017409114	3.1620350975189688	2.6735092864125121	3.9566168598426668	2.3486012195689616	4.6243541404831729	3.8027742866452545	3.2923707117255501	4.4411860540892798	3.2837592515011869	3.0479914350882091	4.9383233254201002	4.3771819578271192	4.1730670762928828	4.8221849834753066	4.2824558953591216	3.9021551924777729	5.2062095610482704	7.1845179909696046	4.2787320206675048	5.0898384769352507	10	25.4	22.7	22.4	22.1	21.9	20.93	20.3	19.899999999999999	16	15.8	15.7	14.2	13.5	13.1	10.9	10.8	10.8	10.4	10.1	9.6999999999999993	8.8000000000000007	8.3000000000000007	8.1999999999999993	6.6	5.6	Ungārija	Igaunija	Lietuva	Slovēnija	Polija	Grieķija	Itālija	Latvija	Beļģija	Spāinija	Portugāle	Francija	Čehija	Slovākija 	Apvienotā Karaliste	Zviedrija	Somija	Norvēģija	Īrija	Dānija	Vācija	Lukemburga	Nīderlande	Austrija	Šveice	Satisfaction rating (0 to 10 rating scale)


Share of the shadow economy, % of GDP, F. Schneider data



[CELLRANGE]; [Y VALUE]
[CELLRANGE]; [Y VALUE]
[CELLRANGE]; [Y VALUE]
[CELLRANGE]; [Y VALUE]
[CELLRANGE]; [Y VALUE]
[CELLRANGE]; [Y VALUE]
[CELLRANGE]; [Y VALUE]
[CELLRANGE]; [Y VALUE]
[CELLRANGE]; [Y VALUE]
[CELLRANGE]; [Y VALUE]
[CELLRANGE]; [Y VALUE]
[CELLRANGE]; [Y VALUE]
[CELLRANGE]; [Y VALUE]
[CELLRANGE]; [Y VALUE]
[CELLRANGE]; [Y VALUE]
[CELLRANGE]; [Y VALUE]
[CELLRANGE]; [Y VALUE]
[CELLRANGE]; [Y VALUE]
[CELLRANGE]; [Y VALUE]
[CELLRANGE]; [Y VALUE]
[CELLRANGE]; [Y VALUE]
[CELLRANGE]; [Y VALUE]

[CELLRANGE]; [Y VALUE]
[CELLRANGE]; [Y VALUE]
[CELLRANGE]; [Y VALUE]

25.4	22.7	22.4	22.1	21.9	20.93	20.3	19.899999999999999	16	15.8	15.7	14.2	13.5	13.1	10.9	10.8	10.8	10.4	10.1	9.6999999999999993	8.8000000000000007	8.3000000000000007	8.1999999999999993	6.6	5.6	42	74	62	56	55	52	56	59	73	60	62	72	56	53	73	83	87	84	77	90	79	77	80	71	82	HU	EE	LT	SI	PL	GR	IT	LV	BE	ES	PT	FR	CZ	SK	GB	SE	FI	NO	IE	DK	DE	LU	NL	AT	CH	Share of the shadow economy, % of GDP, F. Schneider data


Corruption Perceptions Index (CPI), points



Latvija	
2009	2010	2011	2012	2013	2014	2015	2016	2017	2018	2019	2020	2021	2022	27.1	27.3	26.5	26.1	25.5	24.7	23.6	22.9	21.3	20.239999999999998	19.84	20.9	20.2	19.899999999999999	Lietuva	
2009	2010	2011	2012	2013	2014	2015	2016	2017	2018	2019	2020	2021	2022	29.6	29.7	29	28.5	28	27.1	25.8	24.9	23.8	22.96	21.92	23.1	22.9	22.4	Igaunija	
2009	2010	2011	2012	2013	2014	2015	2016	2017	2018	2019	2020	2021	2022	29.6	29.3	28.6	28.2	27.6	27.1	26.2	25.4	24.6	23.2	22.06	23.6	23.1	22.7	


Latvija	
2009	2010	2011	2012	2013	2014	2015	2016	2017	2018	2019	2020	2021	2022	36.6	38.1	30.2	21.1	23.8	23.5	21.3	20.7	22	24.2	23.9	25.5	26.6	26.5	Lietuva	
2009	2010	2011	2012	2013	2014	2015	2016	2017	2018	2019	2020	2021	2022	17.7	18.2	17.100000000000001	18.2	15.3	12.5	15	16.5	18.2	18.7	18.2	20.399999999999999	23.1	25.8	Igaunija	
2009	2010	2011	2012	2013	2014	2015	2016	2017	2018	2019	2020	2021	2022	20.2	19.399999999999999	18.899999999999999	19.2	15.7	13.2	14.9	15.4	18.2	16.7	14.3	16.5	19	18	



Bulgaria	Turkey	Croatia	Romania	Hungary	South Cyprus	Malta	Estonia	Lithuania	Slovenia	Poland	Greece	Italy	Latvia	AVERAGE	Belgium	Spain	Portugal	France	Czech Republic	Slovakia	United Kingdom	Sweden	Finland	Norway	Ireland	Denmark	Germany	Luxembourg	Netherlands	Austria	Switzerland	33.1	32.9	29.7	29	25.01	23.9	23.4	22.7	22.4	22.1	21.9	20.93	20.3	19.899999999999999	17.2	16.010000000000002	15.8	15.7	14.2	13.5	13.1	10.9	10.8	10.8	10.4	10.1	9.6999999999999993	8.8000000000000007	8.3000000000000007	8.1999999999999993	6.6	5.6	

Latvijā	
2015	2016	2017	2018	2019	2020	2021	2022	21.3	20.7	22	24.2	23.9	25.5	26.6	26.5	Būvniecības nozarē	
2015	2016	2017	2018	2019	2020	2021	2022	40	38.5	35.200000000000003	34.1	30.7	28.7	31.2	34.5	
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1. RV - Horizontalie pasakumi un
skaidras naudas aprites mazinasana

1.Izmantot publiskajos iepirkumos nodok|u maksataju
kopvértéjumu (reitingu)

2.Turpinat diskusijas par netiesa nodok|u aprékina pieeju, tostarp
attieciba uz iznémumu nozarém, kuras ir noslégta
generalvienosanas

3.Veicinat nozaru asocidcijas parakstit generalvienosanas
atbilstosi aktualajam darba samaksas limenim nozaré

4.leviest e-rékinu elektroniskas aprites sistému

5.1zvértét, vai esosajai iedzivotaju ienakumu deklarésanas kartibai ir
nepiecieSsami papildindjumi, kas mazinatu énu ekonomiku,
veicinatu nodok|u nomaksas kultdru, bet vienlaikus nepalielinatu
administrativo un birokratisko slogu. Apzinats konceptualais
risindjums par visparégja iedzivotdju ienakumu deklarésanas
principa pakapenisko ieviesanu

6. Noteikt par primaro darba algas izmaksas veidu bezskaidras
naudas maksajumus

7.Noteikt zinoSanu par skaidras naudas iemaksam un izmaksam
bankomatos

8. Noteikt pienakumu komersantiem ar apgrozijumu virs 50 000
euro gada nodrosinat iesp&ju klientiem norékinaties ari
bezskaidra nauda

9.Veicinat bezskaidras naudas norékinus (POS terminali)

16

MEUR

3. RV - Buvniecibas nozares pasakumi

1.Pazeminat EDLUS ieviesanas slieksni no 350 000 lidz 170 000 euro

2. Veicinat bavniecibas nozares asociacijas parakstit generalvienosanas
atbilstosi aktualajam darba samaksas limenim nozaré

3. Paredzé&t normativajos aktos pienakumu iesniegt BIS informaciju par
bavdarbu liguma ieklautajiem datiem

4.Paredzét pienakumu privatpersonai sniegt BIS
bavdarbiem planota finanséjuma izcelsmi

5. Samazinat bivobjekta platibu, kad bivétajs var biivét pasa spékiem,
no 400 m3 uz 170 m?

6. Noteikt pienakumu, ka norékini par pakalpojumiem, par kuriem
pasutitajam obligati jaiesniedz dokumenti péc projekta paredzéto
blvdarbu pabeigsanas, notiek bezskaidras nauda

informaciju par

2. RV - Informacijas un datu apmaina

1.Ieviest e-kviti ka obligatu par medicinas pakalpojumiem, lai varétu
gada ienakumu deklaracija ieklaut ka attaisnotos izdevumus

2. Apzinat datubazes un registrus, datu strukturésanai izplatisanai
DAGR, lai veicindtu nepiecieSsamas informacijas apmainu un datu
izmantosanu starp iestadém

3. Paplasinat VID publiskojamas datubazes, reizi ceturksni publicgjot

4. RV - Veselibas nozares pasakumi

1. Nodro$inat e-nosutijumu un ar tiem saistito specialistu izmekl&jumu
slédzienu, laboratorijas nosttijumu, rezultatu datus pacienta e-
veselibas karté Vienotaja veselibas nozares elektroniskas IS

2. Ieviest riska sistému Nacionala veselibas dienesta datu uzkrasanas
sistémas

3.Normativo aktu un standartu parskati$ana un uzraudziba

4. Atseviski izdalit telemedicinas pakalpojumu sniedz&jus Arstniecibas
iestaZu registra

informaciju par samaksato nodoklu kopsummam

5. RV - Uzpémumu konkurétspéjas
uzlabosanai

1. Mazinat nelegalo akcizes preéu tirgus ipatsvaru
2.Ierobezot uznémumu skaitu ar ilgstoso negativu pasu kapitalu,

pilnveidot uznémumu vienkarsotas likvidacijas procesu, uzpémumu
izglitosana
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