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Within the literature on business cycles featuring underground activities, there is an
approach based on the arguable premise that these are countercyclical. This paper develops
a real business cycle model without such an assumption. Preferences are additively
separable in formal and underground labor. Further, leisure time is spent on irregular work
and non-market activities. Simulations permit examining how the model performs and
comparing the results with related findings. Also, computational experiments allow analyzing
the effects of taxes, enforcement and tastes for underground labor on aggregate fluctuations.
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These experiments offer a comprehensive view of the cyclical implications of the shadow
economy.


