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THE CORONAVIRUS PANDEMIC AND EUROPE’S UNDECLARED
ECONOMY: IMPACTS AND A POLICY PROPOSAL
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Abstract

The coronavirus pandemic has led to a loss of revenues for enterprises and workers due to workplace closures
and restrictions on movement to ‘flatten the curve’ In response, governments have made available tempo-
rary financial support to enterprises and workers affected. This paper evaluates a group currently excluded
from this support, namely enterprises and workers in the undeclared economy, and a possible government
policy response. To identify those involved, a 2019 Eurobarometer survey of undeclared work in Europe is
reported. This reveals that one in every 132 European citizens relies wholly on undeclared earnings and the
sectors and population groups involved. Given their reduced revenues and inability to access the temporary
financial support, a voluntary disclosure initiative is recommended which brings undeclared enterprises and
workers into the declared economy and onto the radar of state authorities by offering access to this tempo-

rary financial support if they disclose their previous undeclared work.
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1. INTRODUCTION

In early 2020, a new strain of coronavirus
(SARS-CoV-2) producing a new respiratory disease
(COVID-19) began to spread across the world. The
World Health Organisation declared a global health
emergency on the 30th January and a pandemic on
11th March. By April 2020, and at the time of writing,
81% of the world’s workforce are affected by the full or
partial closure of their workplaces to restrict the move-
ment of people in order to reduce the rate at which
the virus spreads (International Labour Organisation
2020b). This has had a profound impact on the in-
comes of businesses and workers. Governments have
responded by offering temporary financial support to
protect the enterprises and workers affected (for a re-
view, see International Monetary Fund 2020).

This paper evaluates those in the undeclared econ-
omy, a group excluded from this financial support to
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enterprises and workers (although the workers can
sometimes access the social protection available for
citizens). Mirroring the consensus of practitioners
and academics, the undeclared economy here refers
to paid activities not declared to the authorities for
the purpose of evading tax and social security con-
tributions and/or labour laws (Aliyev 2015; European
Commission 2016; Hodosi 2015; OECD 2017; Williams
2019a; Williams and Windebank 1998; World Bank
2019). The rationales for here discussing the exclu-
sion of enterprises and workers in the undeclared
economy from this temporary financial support, is
three-fold. Firstly, they are a large proportion of the
world’s workers and enterprises. Some 61% of work-
ers globally have their main employment in this sec-
tor (International Labour Organisation 2018) and over
two-thirds of all businesses start-up their venture un-
registered and operating in the undeclared economy
(Autio and Fu 2015). Secondly, the current media is
awash with articles on how undeclared workers have
fallen through the safety net, are without money and
there is growing social unrest, manifested for exam-
ple in raids on grocery stores to acquire food (Follain
2020; He 2020; Johnson and Ghiglione 2020; Lynch
2020; Reuters 2020; Speak 2020). Third and finally, if
undeclared workers and enterprises are not support-
ed, those able to do so may out of economic neces-
sity work, even whilst infected, thus exacerbating the
spread of the virus (Ebata et al. 2020). In consequence,
the aim of this paper is to evaluate the sectors and
workers involved, and what governments might do
about these enterprises and workers so far excluded
from the temporary financial support schemes.

To achieve this, the next section reviews the exist-
ing literature on the prevalence and characteristics of
the undeclared economy in Europe, which at the time
of writing is one of the main epicentres of the coro-
navirus pandemic. To provide an up-to-date evalu-
ation of the range of sectors and workers affected,
section 3 then introduces the data and methods here
used, namely a probit regression analysis of a special
Eurobarometer survey of undeclared work involv-
ing 27,565 interviews conducted in September 2019.
Section 4 reveals the industries in which undeclared
work is prevalent and the socio-demographic, socio-
economic and spatial characteristics of the unde-
clared labour force. This is then followed in section 5
by some conclusions and a discussion of the implica-
tions for policy and way forward for European national
governments.
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2. CORONAVIRUS AND ITS IMPACTS ON THE
UNDECLARED ECONOMY

With the shift towards a more globalised world,
the rate at which new viruses can spread has signifi-
cantly increased. In 1970, for instance, the number of
air transport passengers was 310 million but by 2018
numbers were 14 times greater at 4.2 billion (World
Bank, 2020). It is therefore unsurprising that following
reports in January 2020 of a new strain of coronavirus
(SARS-CoV-2) spreading in Wuhan, China resulting in
a new disease (COVID-19), this very quickly became a
global issue, with the World Health Organisation de-
claring a global health emergency on the 30th January
and a global pandemic on 11th March.

Following this declaration of a pandemic by the
World Health Organisation, governments across the
world have put in place rules to restrict the movement
of their citizens and closed non-essential businesses.
Overnight, many enterprises have lost their revenues
and workers their incomes. The International Labour
Organisation (2020a) have called for a response that
protects workers, stimulates the economy and em-
ployment, and supports jobs and incomes. The meas-
ures recommended include extending social protec-
tion to those affected by the pandemic, supporting
employment retention (e.g., paid leave), and financial
and tax relief for the enterprises affected.

In Europe, which at the time of writing is one of
the main epicentres of this pandemic, the European
Commission (2020) has sought to achieve this
through its Support to mitigate Unemployment Risks
in an Emergency (SURE) programme. This provides
loans of up to €100 billion to Member States to fund
short-term schemes to protect jobs, employees and
the self-employed against the risk of dismissal and
loss of income (see International Monetary Fund 2020
and ITUC 2020 for details of national financial support
schemes). With this funding, businesses can tempo-
rarily reduce the hours of employees or suspend their
employment altogether, with government funding
provided for the hours not worked, and the self-em-
ployed are able to receive temporary income replace-
ment from governments for their lost revenues. This
temporary financial support therefore protects jobs
and workers deleteriously affected by the coronavirus
pandemic, stimulates the economy and supports jobs
and incomes. Therefore, these support measures pro-
tect businesses from their temporary loss of revenue
and workers (both dependent employees and the
self-employed) who would have otherwise lost their
incomes. In the UK, for example, to keep employees
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on the payroll, businesses can claim 80% of their em-
ployees’ wages up to maximum of £2,500 per em-
ployee each month from the UK government, and a
taxable grant is available for the self-employed from
the UK government worth 80% of their trading profits
up to a maximum of £2,500 per month along with the
deferral of payment of direct and indirect taxes owed
(International Monetary Fund 2020).

However, the problem for some enterprises and
workers is that they either do not operate in the de-
clared economy or only partially do so. These en-
terprises and workers will be unable to access these
temporary financial support schemes. Such workers
and businesses are not some small minority exist-
ing in the margins of the economic landscape. Some
two billion workers globally, representing 61.2% of
the world employed population, have their main em-
ployment in the undeclared economy (International
Labour Organisation 2018). Similarly, two-thirds of all
businesses globally are not registered at the start-up
of operations and this is the case not only in devel-
oping countries and transition economies but also in
OECD nations (Autio and Fu 2015), and at least half of
all businesses worldwide operate on an unregistered
basis (Acs et al. 2013). If one adds the unknown pro-
portion of registered enterprises that conduct a por-
tion of their transactions in the undeclared economy,
the share of enterprises in the undeclared economy is
much higher (OECD 2017; Williams 2017; World Bank
2019). Most workers and enterprises across the globe
will be therefore unable to fully or in many cases even
partially receive temporary financial support from the
current schemes to offset the impacts of the pandem-
ic on their livelihoods.

It might be assumed that only a small minority of
businesses and workers operate in the undeclared
economy in Europe so this issue of exclusion from tem-
porary financial support is not a major issue. However,
Williams and Schneider (2016) estimate that the unde-
clared economy is the equivalent of 15.8% of GDP in
the EU, whilst Williams et al. (2017a) calculate that in
the EU, 11.6% of all labour input in the private sector is
undeclared. A sizeable share of European workers and
enterprises will be therefore excluded in full or in part
from the temporary financial support being provided
by governments to businesses and workers.

This becomes apparent when one examines the
various types of enterprise and worker in the unde-
clared economy. Two types of enterprise operate in
the undeclared economy. Firstly, there are unregis-
tered enterprises, which in the main are comprised
of sole traders operating on a self-employed basis
and micro-enterprises (Williams 2017; Williams et
al. 2017b). Often referred to as ‘ghosts’ since they are
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hidden from, and their trade unrecorded by, the tax
authorities, these unregistered enterprises will be
wholly excluded from accessing financial support.
Secondly, there are registered businesses that de-
clare only a portion of their work and revenue. These
can only access financial support to offset the short-
falls in their declared turnover and for their declared
employees.

Turning to undeclared workers, three types exist.
Firstly, there are unregistered employees, where the
employees are wholly undeclared and have no writ-
ten contract of employment (Gashi and Williams 2019;
Krasniki and Williams 2017). A 2013 EU-wide survey
finds that one in 20 (5 per cent) in employment re-
ported not having a written contract of employment.
Extrapolating from this, 10.6 million of the 212 million
employees in 2013 in the EU-28 were therefore work-
ing wholly undeclared with no written contract or
terms of employment (Williams and Kayaoglu 2017).
These workers will be excluded from the current short-
term financial support for employees. Depending
on the system of social insurance in countries, they
will perhaps also excluded from welfare benefits, al-
though many governments have bolstered their wel-
fare ‘safety net; such as by introducing the temporary
enhancement of unemployment insurance benefits
and relaxing eligibility rules for benefits (Gaspar and
Mauro 2020; International Monetary Fund 2020).

Secondly, there are under-declared employees
(Williams 2012; Williams and Bezeredi 2018a). These
employees have a declared job but receive two wages:
an official declared wage (often paid at the minimum
wage rate) and an additional undeclared ‘envelope
wage’ In 2013, one in 33 declared employees in the
EU28 received envelope wages amounting on average
to 25% of their gross salary (Williams and Horodnic
2017b, 2017c). These under-declared employees, de-
pending on the social insurance system, may receive
lower welfare benefits than if their full wage had been
declared.

Thirdly, there are the bogus self-employed. These
workers are registered as self-employed but operate
under the same working conditions as direct employ-
ees and/or they depend on a single employer for a
large share or all their income. In the EU, 4.3% of all
employment is bogus self-employment (Williams and
Lapeyre 2017, 2020; Williams and Horodnic 2019a).
These misclassified workers will be excluded from the
financial support for employees but able to access fi-
nancial support for the self-employed.

Examining the sectors and activities where unde-
clared work prevails in the EU, a 2013 Eurobarometer
survey finds that those conducting undeclared work
most commonly mentioned that they provide home
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repair or renovation services (19% of all undeclared
workers), 14% provide gardening services, 13% house-
hold cleaning and ironing, 12% childcare, 11% were
waiters or waitresses, 7% provided IT support servic-
es, 7% home removal services, 7% tutoring and 3%
assistance to an elderly or dependent person. Many
of these activities have totally ceased due to the clo-
sure of non-essential businesses (e.g., waiting staff).
Meanwhile, many of the undeclared workers involved
in the provision of undeclared personal services (e.g.,
elder care, childcare, domestic cleaning, tutoring) will
have lost their jobs either due to customers not want-
ing them in their homes (during the current period
of self-isolation) or due to the undeclared workers no
longer being able to travel to undertake this work. A
concern is that if some of these undeclared workers
are continuing to work, due to their lack of alternative
financial support, then this may exacerbate the rate of
infections, often with dire consequences for their cli-
ents who are among the most physically vulnerable in
relation to elder care.

This argument that undeclared workers, lacking
alternative financial support, might continue to work
is further reinforced when one examines who partici-
pates in the undeclared economy. In previous studies,
a ‘marginalisation’ thesis has been partially validated
which asserts that groups marginalised from the de-
clared economy are more likely to be in the unde-
clared workforce. Undeclared work is found to be
more prevalent in countries with a lower GDP per cap-
ita (Schneider and Williams 2013; Williams 2015), less
affluent regions (Kesteloot and Meert 1999; Williams
and Windebank 2001) and rural areas (Williams 2004).
Similarly, the unemployed disproportionately engage
in undeclared work (Ahmad and Nobil 2008; Castree
et al. 2004; Surdej and Slezak 2009), those with less
time in full-time education (Slavnic 2010), and poorer
groups (Katungi et al. 2006; Williams 2004). In an in-
depth analysis of the 2013 Eurobarometer survey of
undeclared work, Williams and Horodnic (2017a) find
that that the unemployed and those with difficulties
paying the household bills are more likely to engage
in undeclared work, but not those with less full-time
education, living in rural areas and European regions
with lower GDP per capita. There is also recent evi-
dence that international migration is associated with
increasing participation in undeclared work. This is
not solely due to migrant groups being more likely to
engage in undeclared work in their host country, but
also because those who have been abroad and then
return to their home country are significantly more
likely to engage in undeclared work than non-mi-
grant groups (Williams and Efendic, forthcoming). The
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implication is that the recent return of these migrants
to their home country, having lost their jobs abroad
due to the pandemic, might lead to an upsurge in un-
declared work.

Examining the reasons for engaging in undeclared
work, the view in the marginalisation thesis is that
populations marginalised from the declared economy
do so out of economic necessity as a survival tactic
due to the absence of alternative means of livelihood
(Slavnic 2010). Put another way, engagement in un-
declared work is portrayed to result from participants
‘exclusion’ from the declared economy (Davis 2006;
Gallin 2001; ILO 2018). Nevertheless, other literature
portrays undeclared work to result from a decision
to voluntarily ‘exit’ the declared economy, such as
because of high taxes and over-burdensome regula-
tions (De Soto 1989, 2001; Maloney 2004) or discon-
tent with government (Horodnic 2018; Williams 2017).
Yet other literature portrays a dual undeclared labour
market composed of an exclusion-driven ‘lower tier’
and an exit-driven ‘upper tier’ of undeclared work-
ers (Fields 1990, 2005; Williams and Bezeredi 2018b;
Williams et al. 2017¢).

Reporting an EU-wide 2013 survey, Williams et al.
(2017¢) identify that 24% of undeclared workers are
purely exclusion driven, 45% purely exit driven and
31% display mixed reasons. Thus, the number in the
exclusion-driven lower tier are half those in the exit-
driven upper tier. This, however, varies across EU re-
gions. In Southern Europe, there is a 2:1 ratio between
purely exclusion-driven and purely exit-driven unde-
clared workers, whilst in Nordic nations and Western
Europe, it is the inverse, with a 6.8:1 ratio and 3.6:1
ratio between exit-driven and exclusion-driven un-
declared workers. Across the EU, the exclusion-driven
‘lower tier’ is significantly more populated by unem-
ployed persons and those living in Central and East
European countries whilst the exit-driven ‘upper tier’
by people with few financial difficulties and those
living in Nordic countries. From this perspective, it is
therefore those in the lower tier who perhaps have
having difficulties during the current coronavirus pan-
demic if they are excluded from accessing the finan-
cial support offered to enterprises and workers.

Having reviewed the existing evidence on the prev-
alence and characteristics of the undeclared economy
in Europe, it is apparent that no up-to-date EU-wide
analysis exists of enterprises and workers participat-
ing in undeclared work who will have been affect-
ed by the coronavirus pandemic. Here, therefore, a
Eurobarometer survey on undeclared work conducted
in September 2019, just before the onset of the pan-
demic, and made public in March 2020, is reported.
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3. METHODOLOGY

To evaluate who participates in undeclared work
and will have been affected by the workplace clo-
sures and restrictions on movement resulting from
the coronavirus pandemic, data is reported from
Eurobarometer special survey 92.1 on undeclared
work, which involved 27,565 interviews being con-
ducted in September 2019 in 28 European countries
(the 27 EU member states and the UK). All interviews
were in the national language with adults aged 15
years and older. A multi-stage random (probability)
sampling methodology was used, which ensured that
on the issues of gender, age, region and locality size,
both the national and each level of the sample is rep-
resentative in proportion to its population size.

To analyse participation in undeclared work, the
dependent variable with value 1 for respondents an-
swering ‘yes’ to the question of ‘Apart from a regular
employment, have you yourself carried out any unde-
clared paid activities in the last 12 months?; and value
0 otherwise. Similar to previous analyses of the 2007
and 2013 Eurobarometer surveys of undeclared work
(Williams and Horodnic 2016, 2017a), the control vari-
ables selected include a range of socio-demographic,
socio-economic and spatial variables (see Table 1).

Probit regression analysis is used in the empirical
analysis because our dependent variable is a binary
variable. The maximum likelihood method is used to
estimate the objective function. The log-likelihood
function for the probit model is:

Table 1. Control variables used: definitions

Variables
Gender

Age

Marital status

Household type

Number of
children under
10 years old

Stopped full-
time education

Labour market
status

Difficulties pay-
ing bills

Urban/rural

Southern
Europe

Western Europe
East-Central

Europe

Nordic nations

84

Definition
A dummy variable with value 0 for females and 1 for males

A categorical variable indicating the age interval of a respondent with value one for those aged 15-24,
value 2 for aged 25 to 39, value 3 for aged 40 to 54, and value 5 for those who are aged 55 or above.

A categorical variable for the marital status of respondents with value 1 for (re)married, value 2 for
single living with a partner, value 3 for single, value 4 for divorced or separated, value 5 for widow, and
value 6 for others.

A categorical variable for the household situation with value 1 for single household without children,
value 2 for single household with children, value 3 for multiple household without children, and value
4 for household with children.

This is a truncated variable for the number of children in households who are younger than 10 years
old. If there is no children aged below 10 in a household than it is equal to 0 which is the first category
whereas it is always equal to value 5 if there are more than and equal to 4 children below age 10 in a
household.

A categorical variable for the education level of respondents. It is equal to 1 if s/he stopped full-time
education below age 15, value 2 if stopped between 16-19, value 3 if stopped at an age older than 19,
value 4 if s/he still studies, and value 5 if s/he does not have any full-time education.

A categorical variable grouping respondent by their socio-professional category with value 1 for self-
employed, value 2 for managers, value 3 for other white collars, value 4 for manual workers, value 5 for
house person, value 6 for unemployed, value 7 for retired, and value 8 for students.

A categorical variable for the respondents’difficulties in paying bills with value 1 for almost never/never,
value 2 for occasionally, and value 3 for having difficulties most of the time.

A categorical variable for the area where the respondent lives with value 1 for rural area or village, value
2 for small or middle-sized town, and value 3 for large town.

A dummy variable equals to 1 if the respondent is from Greece, Spain, Portugal, Cyprus, Italy or Malta

A dummy variable equals to 1 if the respondent is from Belgium, Luxembourg, the Netherlands, Austria,
Ireland, the United Kingdom, France or Germany

A dummy variable equals to 1 if the respondent is from Latvia, Croatia, Romania, Slovakia, Bulgaria,
Hungary, Lithuania, Czech Republic, Estonia, Poland or Slovenia.

A dummy variable equals to 1 if the respondent is from Denmark, Finland or Sweden.

South East European Journal of Economics and Business, Volume 15 (1) 2020
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InL;(B) = yilog{d(xiB)} + (1 — ynlog{l — $(xif)}

where ¢ is the standard cumulative normal distribu-
tion function which is numerically maximized with re-
spect to 8. Using probit analysis, the following model
is adopted:

Pr(y; > 0lx) = ¢(x:B)

The dependent variable of the model (¥;) is a latent
variable, which represents engagement in undeclared
work and is linearly related to a set of factors x and a
disturbance process €. Control variables are described
inTable 1.

4. RESULTS

As Table 2 reveals, 3.6% of the European citizens
surveyed (one in 28) had engaged in undeclared
work in the year prior to the survey undertaken in
September 2019. Of those participating in undeclared
work, their work was concentrated in particular sec-
tors: 27% engaged in undeclared work in the per-
sonal services sector (e.g., childcare, care for the
elderly, cleaning services); 19% conducted their
undeclared work in the construction sector; 17%
in the hospitality sector; 10% in the retail or repair
services sector; 8% in education, health and social
work services; 6% in agriculture; 5% in transport, and
4% in industry and manufacturing.

When questioned about the more precise activities
they conduct: 21% of those engaging in undeclared
work undertake home repair or renovation services;
14% babysitting; 14% undeclared work as a waitress
or waiter; 12% domestic cleaning or ironing; 12%
gardening services; 10% provide assistance to a de-
pendent or elderly person; 10% tutoring services; 6%
household removal services; 5% professional services
(e.g., accounting, consulting, project management);
5% writing or translation services; 5% creative, multi-
media and software services (e.g., design, marketing
support, wen or software development); 4% IT assis-
tance or administrative and clerical tasks, and 3% pas-
senger transport services.

Many of these sectors and activities have been se-
verely affected by the current pandemic. The 14% of
the undeclared workforce employed as waiters and
waitresses are now without this source of income
because of the closure of bars, restaurants and ca-
fes, as are the 6% providing house removal services
because of the temporary cessation of people mov-
ing house, and the 3% providing passenger services
have witnessed a severe downturn in trade because of
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restrictions on movement. Many providing personal
services in others’ households (e.g.,, domestic clean-
ing and ironing, babysitting, assistance to dependent
or elderly people) will also have witnessed major re-
ductions in earnings as households self-isolate (and
cancel such services fearing infection) and even if de-
mand persists, travel restrictions will have made it dif-
ficult to provide such undeclared services.

Analysing the employment relationships of these
one in 28 European citizens who undertaken un-
declared work, 50% work on an own-account self-
employed basis, 16% engage in undeclared waged
employment for an employer, 11% both undeclared
own-account work and waged employment, 8%
work for a partner or family businesses (e.g., in fam-
ily-owned businesses), whilst 15% either refused to
answer or did not know. Furthermore, analysing how
their undeclared activities fit into their wider portfolio
of work, 21% of those engaging in undeclared work
(0.8% of all European citizens surveyed, or one in
every 132) depend purely on undeclared work for all
their income. In consequence, a significant minority of
European citizens are currently wholly excluded from
the temporary financial support offered to declared
employees and the self-employed in response to the
coronavirus pandemic. These undeclared workers re-
lying wholly on undeclared earnings are concentrated
in Southern Europe, where they constitute 27% of all
undeclared workers.

Who, therefore, engages in undeclared work in
Europe? The descriptive statistics in Table 2 reveals
men are more likely than women, as are younger age
groups more likely than older age groups. Single peo-
ple and single people living with a partner are also
over-represented among undeclared workers, as are
single person households. Although the years spent in
full-time education makes little difference to partici-
pation, students are over-represented, as are the self-
employed, manual workers and unemployed. Those
having difficulty paying the bills most of the time are
also over-represented, and although few variations
exist between urban and rural areas, those in Western
Europe and the Nordic nations are more likely to en-
gage in undeclared work than those in East-Central
Europe and Southern Europe.

To examine whether these descriptive findings re-
main valid when other variables are introduced and
held constant, Table 3 reports the marginal effects of
the probit regression analysis. Model 1 considers only
the socio-demographic characteristics of participants,
model 2 adds their socio-economic characteristics
and model 3 (the full specification model) adds their
spatial characteristics. Reporting the results of the full
specification model, the finding after controlling for
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Table 2. Descriptive statistics of participation in undeclared work in Europe, 2019

Variable % of all surveyed % of all undeclared workers
Number 26,565 9261
All (%) 100.0 3.6
Socio-demographic variables
Gender
Male 453 59.3
Female 54.7 40.7
Age
15-24 8.7 17.6
25-39 20.1 30.0
40-54 23.8 274
55+ 47.4 25.0
Marital status
(Re)Married 524 36.7
Single living with partner 12.1 20.8
Single 16.9 27.9
Divorced or separated 8.0 10.0
Widow 10.1 3.6
Other 0.5 1.0
Household type
Single household without children 29.9 346
Single household with children 53 7.4
Multiple household without children 35.6 29.2
Household with children 29.5 28.8
Number of children below age 10
0 83.0 80.3
1 10.2 124
2 5.6 5.6
3 0.9 0.8
4+ 0.3 0.8

Socio-economic variables
Stopped full-time education

15- 13.5 8.5
16-19 439 42.7
20+ 355 35.0
Still studying 6.2 12.6
No full-time education 0.9 1.2
Labour market status
Self-employed 6.9 11.9
Managers 10.6 8.0
Other white collars 12.8 11.5
Manual workers 20.1 26.5
House person 53 3.8
Unemployed 4.9 13.3
Retired 33.1 12.8
Students 6.1 12.3
Difficulties paying bills
Almost never/never 68.4 534
From time to time 24.0 285
Most of time 7.7 18.1
Spatial characteristics
Urban/rural
Rural area or village 343 339
Small or medium sized town 37.2 39.6
Large town 28.5 26.5
EU region
Southern 184 14.9
Western 30.1 33.2
East-Central 40.3 38.7
Nordic nations 11.2 13.2

Source: authors’ calculations based on the 2019 Eurobarometer 92.1 survey
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Table 3. Marginal effects of the probit regression models of the likelihood of participating in undeclared work in Europe, 2019

Model 1 Model 2 Model 3
dy/dx p-value se dy/dx p-value se dy/dx p-value se
Socio-demographic variables
Gender (Reference Category (RC): Women)
Men .019 **% 002 .019 **% 002 .018 **% 002
Age (Ref. category: 15-24)
25-39 -.005 .004 -.002 .005 -.002 .004
40-54 -013 *** 004 -.009 * 005 -.0M11 ** 005
55+ -.035 *¥** 004 -019 ¥*% 006 -.021 **% 006
Marital status (RC: (Re)Married)
Single living with partner .021 *** 003 .018 *** 003 .017 *** 003
Single .022 *** 007 .013 * 007 .012 * .,007
Divorced or separated .026 **x 007 017 ¥ 007 .015 ** 007
Widow - - - - - -
Household Type (RC: Single Household without children)
Single Household with children .013 ** 005 011 ** 005 .010 * 005
Multiple Household without children .005 .006 .002 .007  .002 .007
Household with children .009 .007 .003 .007 .003 .007
Number of Children below age 10 (RC: 0)
1 -.004 .004 -.005 .004 -.006 .004
2 -010 * 006 -.009 * 005 -.012 ** 006
3 -.015 .013  -.019 .013  -.022 * 013
4+ .036 *** 013 .031 ** 012 .029 ** 012
Socio-Economic Variables
Stopped Full-time Education (RC: 15-)
16-19 .005 .004 .003 .004
20+ .010 ** 004 .006 .005
Still studying .001 .007  -.005 .007
No full-time education .029 ** 011 .021 * 012
Labour Market Status (RC: Self-employed)
Managers -.027 ¥** 005 -.029 ¥** 005
Other white collars -.022 *#** 005 -.023 *** 005
Manual workers -.012 *** 004 -014 ***% 004
House person -.019 *** 007 -.020 **x 007
Unemployed .008 ¥ .005 .005 .005
Retired -.035 *** 005 -.039 *** 005
Students - - - - - -
Difficulties paying bills (RC: Almost never/never)
From time to time .009 **% 002 .013 **% 003
Most of time .035 *** 003 .040 *** 003
Spatial characteristics
Urban/rural (RC: Rural area or village)
Small or medium sized town -.001 .003
Large town -.007 ** 003
EU region (RC: East-Central)
Southern -419 ** 184
Western 141 .207
Nordic nations 412 .283
N 26,253 26,253 26,253
Pseudo R2 0.0497 0.0807 0.0868
X2 379.15 666.86 731.86
p> 0.0000 0.0000 0.0000

Notes:

Statistically significant at *** p<0.01, ** p<0.05, * p<0.1 (robust standard errors in parentheses). All coefficients are compared to the
reference category, shown in brackets. We kept in the analysis the individuals for which data on each and every independent vari-
ableis available. When the models are regressed with clustering the individuals by country, the direction of the associations and the
significances do not change for the independent variables discussed in the paper. (with p<0.05 or p <0.01).

Source: authors’ calculations based on the 2019 Eurobarometer 92.1 survey
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other variables is that men have a 1.8% significantly
higher probability of participating in undeclared work
than women, whilst older age groups have a signifi-
cantly lower probability of engaging in undeclared
work than younger age groups. Single person house-
holds, single people living with a partner and the di-
vorced or separated all have a significantly higher
likelihood of engaging in undeclared work than (re)
married people, whilst those with two or three chil-
dren have a significantly lower probability than those
without children, although those with four or more
children have a greater likelihood of engaging in un-
declared work than those without children. The age
at which full-time education stopped makes no sig-
nificant difference to the likelihood of participation,
except for those who have had no full-time education
who are more likely to engage than those who fin-
ished full-time education at 15 years old or younger.
Self-employed individuals are significantly more like-
ly to engage in undeclared work than all employee
groups and the retired. Those having difficulty paying
their household bills most of the time have a 4% high-
er probability of engaging in undeclared work than
those who never or almost never have difficulties, and
those who from time to time have difficulties have a
1.3% higher probability. Citizens living in large urban
areas are significantly less likely to engage in unde-
clared work than those living in a rural area or village.
Those living in Southern Europe have a 41.9% lower
probability of participating in undeclared work than
those in East-Central European countries.

5. DISCUSSION AND CONCLUSIONS

The problem that has been addressed in this pa-
per is that the short-term financial support being pro-
vided to workers and businesses in response to the
coronavirus pandemic only substitutes for the loss of
declared revenues of enterprises, employees and the
self-employed. There is no support available for enter-
prises, employees and the self-employed operating in
the undeclared economy who have lost revenue, ex-
cept for any welfare benefits available. This has been
here shown to affect 3.6% (one in 28) of all European
citizens who report in the 2019 Eurobarometer survey
that they participated in undeclared work, and espe-
cially the 21% of those engaged in undeclared work
who depend solely on undeclared work for all their
income (0.8%, or one in every 132, of all European citi-
zens). These undeclared workers are now largely un-
able to earn a livelihood. Analysing the industries and
workers involved, undeclared work has been shown to
be particularly prevalent in the personal service (e.g.,
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childcare, eldercare, cleaning services), construction,
hospitality and retail sectors, and the undeclared
workforce disproportionately composed of men,
younger age groups, single person households, single
people living with a partner and the divorced or sepa-
rated, the self-employed, those having difficulties pay-
ing their household bills most of the time, those living
in a rural area or village, and in East-Central European
countries.

What is to be done about those enterprises and
workers who were working in the undeclared econ-
omy prior to the pandemic? Before the current cri-
sis, the goal of European governments was to trans-
form undeclared work into declared work (European
Commission, 2016). To achieve this, the policy ap-
proach was based on the view that enterprises and
workers engaged in undeclared work when the ex-
pected costs (i.e., the likelihood of being caught
and punished) were lower than the benefits of do-
ing so (Allingham and Sandmo 1972; Grabiner 2000;
Hasseldine and Li 1999; OECD 2017; Richardson and
Sawyer 2001; Williams and Franic 2016; World Bank
2019). To change this cost/benefit ratio to make de-
clared work a rational choice, European governments
focused upon raising the costs of participating in un-
declared work. This was achieved by increasing the
sanctions and probability of detection and doing
this was widely accepted by European governments
as the most important and effective way of trans-
forming undeclared work into undeclared work (see
Williams 2019). The result was that scholars and gov-
ernments paid little attention to increasing the ben-
efits of declared work to change the cost/benefit ratio.
Nevertheless, with the pandemic, increasing the pen-
alties and risk of detection has become obsolete since
most undeclared work has now ceased. However,
increasing the benefits of declared work to pull en-
terprises and workers into the declared economy re-
mains an option. The current temporary financial sup-
port available to those in declared work provides an
opportunity to attract these undeclared enterprises
and workers out of the shadows and to bring them
onto the radar of the state authorities to facilitate
compliant behaviour in future by these workers and
enterprises.

This could be achieved using a voluntary disclosure
initiative. These schemes enable those voluntarily dis-
closing to the authorities their past undeclared work
to have the penalties waived that would have applied,
if they are compliant in the future (see Williams 2014,
2017). Voluntary disclosure schemes thus traditionally
encourage enterprises and workers to come out of
the shadows by threatening them with high fines af-
ter the voluntary disclosure period. In the present-day,
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these schemes could instead offer an incentive. Their
current loss of revenue provides a push for these en-
terprises and workers to seize the opportunity to vol-
untarily disclose. If given access to the temporary fi-
nancial support being offered to declared enterprises
and workers, in return for voluntarily disclosing their
previous undeclared work, this would provide a pow-
erful incentive for them to make use of any voluntary
disclosure scheme introduced in the current pandem-
ic period.

Voluntary disclosure schemes are a tried and test-
ed method for tackling undeclared work. In the UK,
a VAT short-term incentive scheme in 2003 offered
businesses the opportunity to regularise their VAT
situation without penalty. It cost the tax authorities
£500,000 in marketing costs and £2.7 million in pen-
alties foregone. They received 3,000 registrations rais-
ing £11.4 million in tax and an additional £2.5 million
in fines applied to those not continuing to comply,
with a resultant return-to-cost ratio of 23:1 (National
Audit Office 2008). In 2001 in Italy, a voluntary dis-
closure scheme to encourage undeclared enterprises
and workers to formalise either by fully formalising
straight away or doing so gradually over a three-year
period, produced 1,794 declarations from enterprises
and 3,854 new declared workers, although there was
also a larger ‘silent’ formalisation in that 385,000 extra
declared workers were registered that year during a
time of economic stagnation (Meldolesi 2003).

In consequence, introducing a voluntary disclosure
scheme to encourage undeclared enterprises and
workers to declare their past undeclared work (which
can be either with or without penalty) and in return,
providing them with access to the temporary financial
support being provided to declared enterprises and
workers, could be an effective approach for transform-
ing undeclared workers and enterprises into compli-
ant workers and businesses. On the one hand, this
would provide enterprises and workers in the unde-
clared economy with the temporary financial support
needed. On the other hand, and more importantly,
this scheme would attract them out of the shadows
and into the declared economy. This initiative, of
course, may well not be feasible in the developing
world where different approaches will be needed to
provide support to those in the undeclared economy.

This paper has confined itself to the impacts of
COVID-19 on those working in the undeclared econ-
omy prior to the pandemic and how to bring them
into the declared economy in the aftermath. However,
there is also a question of whether there will be a
growth of undeclared work after the lockdown period.
Firstly, the prevalence of undeclared work after the
lockdown in the recovery period will depend on the
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effectiveness of the national rescue packages, as well
as how their effectiveness varies across different in-
dustries. If ineffective, then the undeclared economy
may fill the gaps left by the demise of declared enter-
prises. Secondly, the prevalence of undeclared work in
the recovery period will depend on whether govern-
ments withdraw the financial support offered in the
lockdown phase in a way that enables businesses and
jobs to survive. Thirdly, it depends on synchronising
the timing between sectors recommencing trade and
the demand of citizens and other businesses for their
products and services. Smoothing the transition from
the lockdown phase, through the recovery phase, to
the fully operational phase is therefore perhaps the
key to preventing greater dependency on the unde-
clared economy. This will require an unparalleled level
of, and capacity for, economic management by na-
tional governments. Fourth and finally, its prevalence
afterwards will in part depend on the success of the
above voluntary disclosure scheme in bringing unde-
clared workers and enterprises out of the shadows and
transforming them into compliant workers and busi-
nesses who are on the radar of the state authorities.

In conclusion, if this paper stimulates European
governments to recognise the problems being wit-
nessed by enterprises and workers in the undeclared
economy and helps identify their prevalence (with the
caveat that direct surveys such as this Eurobarometer
survey under-estimate the level of participation in
undeclared work) and sectors and population groups
involved, then one of its intentions will have been
achieved. If the paper also leads governments to rec-
ognise that action is needed, and encourages the fea-
sibility of a voluntary disclosure initiative to be con-
sidered which uses the temporary financial support
being provided to declared enterprises and workers
as an incentive to bring undeclared enterprises and
workers out of the shadows, then it will have achieved
its fuller intention.
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