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Abstract  

Purpose: The purpose is to investigate the size of the shadow economy within the EU, by studying 

undeclared work, bribery and tax evasion in 28 Member States in 2013, and answer the question 

how to better combat shadow economy. 

 

Research design: The study is a quantitative research as it uses data from existing surveys and a 

report. The collected data is analyzed by multiplying the number of respondents with the 

percentage of the issue in each Member State. Calculating all three issues for 28 Member States 

presents the size of the shadow economy in the EU in 2013. 

 

Findings: Research has found that shadow economy is present within the EU. The study shows 

that the size of shadow economy in 2013 is 17,6 %. Amongst the three issues, tax evasion was 

more extensive than the other two issues. Besides regulation, there are other considerable factors 

that contribute to the gap in the shadow economy. The findings show that EU has taken measures 

to combat these issues. However, the study finds other measures to be needed to combat shadow 

economy.  

Contribution: This study contributes to the research of shadow economy within the EU by 

focusing on three issues: undeclared work, bribery and tax evasion. The study is supposed to raise 

awareness to not neglect the issues but rather combat them in a cross-border effort as shadow 

economy is not only affecting each Member States at national level but also at EU-level. 
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1. Introduction 

_____________________________________________________________________________________ 

This chapter gives the reader an introduction of the topic, which is presented through a background and 

problem discussion. The chapter ends with a purpose and thesis outline. 

______________________________________________________________________ 

 Background 

Research about the size and development of the shadow economy within EU has increased. 

Studies within the field show different methods and estimates, making it difficult to judge 

the reliability of the methods. Shadow economy can have several definitions (Schneider, 

2014). Researches define it as currently unregistered economic activities, which are provided 

to the officially estimated Gross National Product (GDP) (Schneider, 2014; Dreher, 

Kotsogiannis & Mccorriston, 2009). There are several determinants of shadow economy like: 

tax, justice system, moral aspects and values. The problem however is the invisible 

characteristics of shadow economy, which makes it hard to measure (Bayar, 2016).  

 

Issues within the EU affecting the Member States at both national and EU-level are amongst 

others: undeclared work, bribery and tax evasion (European Commission EC, 2016b; EC, 

2014b; EC, 2017). Tax evasion and undeclared work are issues that are increasing as 

regulations get tighter. The underlying reasons to why these issues arise varies and depends 

on both the morale and compliance of the taxpayer (Dell’Anno, 2009). Undeclared work, 

bribery and tax evasion have no boarders and need to be solved in a joint effort. The EU has 

therefore worked to solve this problem by promoting tax recovery assistance and adopting 

new EU rules that work to hinder revenue losses that occur from these three issues (EC, 

2017). Therefore, the issues included within the scope of shadow economy presented in this 

study are: undeclared work, bribery and tax evasion. 

 

Undeclared work, bribery and tax evasion are issues that affect the society. They affect 

authorities, organizations and individuals. There are formal institutions with legal rules and 

informal institutions with socially unwritten rules (Williams & Horodnic, 2016a). Even if 

there are rules and regulations to follow, shadow economy is present with the uncertainty of 

knowing where the line is drawn between an illegal act and what is socially or culturally 

accepted. This uncertainty needs to be clarified.   
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 Problem Discussion 

Undeclared work, bribery and tax evasion are problems that affect European citizens. 

According to the European Commission (EC) (2017), it is estimated that a loss of three 

trillion Euros occur every year. The EU has therefore worked to solve this problem by 

promoting tax recovery assistance and adopting new EU rules that work to hinder these 

losses (EC, 2017).  

 

These three issues affect the losses in the Member States in different ways. Undeclared work 

leads to revenue losses for the authorities, but also to poorer working conditions, lower 

pension rights, and possible breach of employment rights (European Council, 2016). When 

bribing to win over a contract, losses arise due to poor choice of investment and derailed 

development programs (Organisation for Economic Co-operation and 

Development OECD, 2016). Tax evasion hinders the Member States to pursue their 

economy policy and leads to revenue losses (EC, 2013a). Taxation affects income equalities 

and social cohesion, and is therefore an important tool to combat these inequalities (EC, 

2016a). Across the EU, it is estimated that tax evasion costs billions of euros per year. The 

issue challenges the businesses by fair taxation and hinders fair competition. The EC’s top 

political priority is therefore to combat tax evasion. Member States are fighting tax evasion 

by tightening their tax systems and by recollecting the revenues lost to tax evaders (Center 

for Social and Economic Research CASE, 2016). 

 

Recent studies within this field show that there is a need to answer the question of how to 

combat issues falling under the scope of shadow economy. Schneider, Buehn, and 

Montenegro (2010), Schneider (2014) and Schneider, Raczkowski and Mróz (2015) have 

done extensive research within the field of shadow economy. Their studies have focused on 

the size and development of shadow economy. Schneider et al. (2015) discussed the shadow 

economy and tax evasion in the EU and highlighted driving forces of the shadow economy. 

However, the authors wonder what driving forces there are within the shadow economy, 

what issues fall under the scope of shadow economy and the reason behind the extensive 

losses within the EU. These questions lead to the purpose with two underlying research 

questions. Thus, the study will investigate the size of the shadow economy within the EU, 

by studying undeclared work, bribery and tax evasion in 28 Member States in 2013, and 

answer the question how to better combat shadow economy. The year 2013 was chosen to 
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get consistent information since the most recent surveys and a report from the EU and the 

EC used to highlight these issues are from the year 2013.  

 

 Purpose  

The purpose is to investigate the size of the shadow economy within the EU, by studying 

undeclared work, bribery and tax evasion in 28 Member States in 2013, and answer the 

question how to better combat shadow economy. 

 

 Thesis Outline  

The thesis consists of seven chapters. The second chapter, provides the theoretical 

background, the European legal framework, and introduces the problem discussion through 

the three issues; undeclared work, bribery and tax evasion. The institutional theory and tax 

morale are presented as it is important to grasp the essence of each issue and put these in the 

aspect of a social structure. The European legal framework is presented through existing 

legislation, directives and proposals from the EC to give the reader a broad perspective of 

what has been done to combat the three issues. Lastly, undeclared work, bribery and tax 

evasion are introduced through various researches to highlight the problem discussion.  

 

The third chapter presents the methodology of the study. This chapter explains the thoughts 

and reasons behind collecting data and research. The intention is also to give the reader a 

perception of the reliability and validity, and the strengths and weaknesses of the study. 

 

The fourth chapter includes the empirical study where statistics from the EU and the EC are 

presented. The chapter also contains explanations of calculations and tables showing how 

the data was collected.  

 

The fifth chapter presents a discussion and analysis of the study. The reader will follow the 

problem discussion based on the purpose as the aim is to connect the empirical findings with 

the frame of reference to fulfill the purpose. 

 

The sixth chapter entails conclusion and contribution. The reader will here get concluding 

thoughts based on the analysis.  
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The seventh and last chapter ends the study with suggestions for further research. The aim 

is to give the reader a concluding view of the study with a future aspect as it is important to 

further investigate shadow economy within the EU. 
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2. The Shadow Economy 

______________________________________________________________________ 

This chapter entails the literature review. The institutional theory and tax morale are presented followed by 

the European legal framework and several researches presenting undeclared work, bribery and tax evasion. 

The intention is to highlight the problem discussion and facilitate the understanding of the topic to later connect 

it to the empirical study and analysis. 

______________________________________________________________________ 

 Theoretical Anchoring 

2.1.1 Institutional Theory  

Different issues within shadow economy can have diverse aspects that are valid to research 

according to different theories and studies. Some theories and studies are more appropriate 

to one issue than another one. They can vary from an economical and financial view to an 

ethical and behavioral point of view (Schneider et al., 2015).  

 

Institutional theory incorporates the institutional environment, the influence on societal 

beliefs and practices that have an influence on numerous actors within society (Mallin, 2016). 

It is a theoretical framework for analyzing social phenomena. The theory views the social 

world as comprised of institutions, which endure rules, practices, and structures that set 

conditions on action. Institutions are built into the social order, direct the flow of social life 

and determine the rules of variation (Donsbach, 2008). 

 

Scholars talk about different aspects of institutionalism. Williams and Horodnic (2016a) state 

that institutions represent “the rules of the game”. The society is built on formal institutions 

that define law and regulations, but also on informal institutions, where the socially and 

unwritten rules are included. The unofficial economy will be largely absent when there is 

symmetry between formal and informal institutions. This might occur due to the lack of trust 

in the government (Williams & Horodnic, 2016a). 

 

Williams and Horodnic (2016a) found that when institutional asymmetry is higher, the 

prospect of involvement in the informal economy is larger.  This finding confirms the 

institutional theory within the unofficial economy, which states that the prospect of 

participating in the unofficial economy will be greater in populations where tax morale is 
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lower. To reduce participation in the unofficial economy, there is a need for a policy shift. 

This policy will need to shift from the use of disincentives that detect and punish those 

involved in unofficial economy, to instead involve a high trust high-commitment culture. 

This shift could align societal morality with government morality. Still, other improvements 

are required, like improvements in tax morale. This could be done by education and raising 

awareness regarding the benefits of paying taxes. Formal institutions could develop a service-

oriented approach, treating taxpayers as clients and pursuing greater procedural justice and 

fairness (Williams & Horodnic, 2016a). 

 

Some employers evade their full tax and social payment liabilities and reduce their labor costs 

by paying their employees two wages: an official declared salary and an undeclared envelope 

wage (Williams & Horodnic, 2015a). Williams and Horodnic (2015a) express that greater 

asymmetry between the formal and informal institutions gives a greater level of envelope 

wages.  

 

2.1.2 Tax Morale 

Tax morale can be defined as the intrinsic motivation to pay taxes. Tax morale is viewed 

though institutional theory “as a measure of the gap that exists between the codified laws 

and regulations of formal institutions (state morality) and the unwritten socially shared rules 

of informal institutions (civic morality)” (Williams & Horodnic, 2015b, p. 82). The lower the 

tax morale is, the greater the likelihood to participate in the shadow economy, which was 

confirmed in a study by Williams and Horodnic (2015b) at individual, population group and 

country level. On the other hand, Konrad and Qari (2012) discuss studies that show tax 

morale to be a parallel between the nationalism question and tax morale. They find to some 

extent a relationship between citizen’s patriotism and the willingness to pay taxes. Thus, 

patriotic citizens are more likely to comply with their tax obligations (Konrad & Qari, 2012). 

 

There are three factors considered as indicators for shaping tax morale: moral rules, fairness 

and the relationship between tax payers and the government. The willingness to comply with 

tax rules was affected by the individual perception of the effectiveness of the government in 

keeping low unemployment and inflation rates, hence taxpayers systematically adjust their 

evasion levels according to different factors. Some of these factors might be: the satisfaction 

levels with public policy, processes of collective decision-making and the quality of the 
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relationship with the authorities. Consequently, tax compliance increases when social stigma 

rises and social stigma rises when taxpayers perceive the role of the government as fair and 

effective (Dell’Anno, 2009). 

 

 Definition of Shadow Economy 

Scholars define shadow economy as paid activities, which are not declared to the authorities 

for tax, social security and/or labor law purposes (Williams & Horodnic, 2015b). Other 

researches define it as currently unregistered economic activities, which are provided to the 

officially estimated GDP (Schneider, 2014; Dreher et al., 2009). Shadow economy involves 

all the unrecorded transactions in various forms (Schneider et al., 2010). Studies have shown 

that there are some major determinants of shadow economy as: constitutional aspects, tax, 

social security and administrative burden, quality of public administration, economic 

institutions and justice system, moral aspects and values. It is the invisible characteristics of 

shadow economy that makes it hard to measure. Shadow economy is a common problem 

for all countries and the countries individually implement policies to combat the shadow 

economy (Bayar, 2016).  

 

 Undeclared Work 

2.3.1 At EU-level 

Undeclared work is at EU level defined as "any paid activities that are lawful as regards their 

nature but not declared to public authorities, taking account differences in the regulatory 

systems of the Member States" (EC, 2016b). Only legal activities are included within the 

definition. Illegal activities such as corruption and drug trafficking are not included within 

the definition. Undeclared work is present in all kind of economic sectors, within countries 

and across borders (EC, 2016b). 

 

The responsibility for combating undeclared work lies at national authorities, such as labor 

inspectorates, social security inspectorates and tax authorities. Labor inspectorates’ addresses 

abusive behavior when it comes to working conditions, health, and safety norms. Social 

security inspectorates fight frauds within social insurance contributions. Lastly, tax 

authorities deal with tax evasion. In some Member States, other partners are involved such 

as customs authorities, the police, migration bodies and the public prosecutor’s office. In 
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order to fight undeclared work different measures have been taken into actions. Some of 

them work to influence people’s behavior by using stricter sanctions or by using inspections 

that are more effective. Member States also use amnesties, tax incentives and awareness 

raising in addition to fight undeclared work (EC, 2016b).  

 

The European Parliament and the Council decided in 2016 to establish a platform to fight 

undeclared work. The platform “The European Platform Tackling undeclared work” works 

with enhancing the collaboration between the Member States relevant authorities and other 

actors. The prime objective of the Platform is to develop the Member States capacities to 

fight undeclared work. The objective is to fight various form undeclared work can arise as, 

such as bogus self-employment, and work towards a change at a national level to promote 

better standards when it comes to working conditions and formal employment. In addition 

to this, the Platform helps different actors by providing a forum at an EU level in order to 

develop knowledge and evidence, exchange information and practices, learning experience, 

and engage in cross-border activities (European Council, 2016). 

 

2.3.2 Previous Studies 

The phenomenon of illegal work can have different terms such as black labor, non-declared 

work, informal economy or parallel economy (Vinković & Dudaš, 2015). Undeclared work 

has various characteristics beside low-paid employment under low conditions. Undeclared 

work can be well-paid undeclared waged work or an “envelope wage”, where one employee 

can receive one declared wage and another undeclared wage. Undeclared work can also be 

conducted on an own-account or self-employed basis, meaning that work is done for the 

purposes of redistribution and helping rather than for pure financial reasons. Examples of 

such situations might be when a person helps neighbors, friends or even acquaintances with 

some tasks in form of work without charging the nice gesture (Williams & Nadin, 2012a). 

Undeclared work at an international level can include workers failing to report temporary 

positions while receiving unemployment benefits from another country. Workers that do not 

have work permits in the new country, also falls under the scope of undeclared work 

(Williams & Nadin, 2012b). 

 
According to Williams, Nadin and Baric (2011), there have been few studies evaluating self-

employment in regard to undeclared work. Participation of self-employed in undeclared work 

is higher in Nordic countries compared to Southern Europe. The self-employed engaging in 
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undeclared work in Southern and East-Central Europe, are more likely to be necessity-driven 

when comparing this group to self-employed working undeclared in Nordic countries and 

Continental Europe (Williams, Nadin & Baric, 2011). The first group consists of e.g. lower-

income groups, women, older workers and poorly educated while the second group consists 

of e.g. higher-income groups, men, younger workers and well-educated. (Williams et al., 

2011; Williams & Horodnic, 2016b; Williams & Horodnic, 2015c).  

 

The subject of fighting undeclared work has increased within the EU. Undeclared work leads 

to unjust competition and hinders the attainment of goals such as better job quality and social 

solidity (Williams, 2009). Studies have shown that people work for more hours during the 

day than the tax authorities know of. The areas of undeclared work differ between the 

countries (Bojarski, 2007). Common areas are for example doctors and teachers but also 

short-term employment where firms use the advantages of hiring labor at “net of tax” wage 

rates, like painting houses and repairing cars (Bojarski, 2007; Sandmo, 2005). According to 

Williams (2009) undeclared work is existing in the EU and in certain countries it is more 

prevalent, causing a geographical variation when it comes to the sphere of undeclared work. 

In most of the Member States only a limited range of polices measures are used, which is 

why a broader recognition of the nature of undeclared work is needed (Williams, 2009). For 

example, the result in a study by Williams and Nadin (2012b) showed that 22 % was waged 

employment and 78 % undertaken on a self-employed basis. In the South East of Europe, 

undeclared work has been found to be waged employment being conducted by small groups 

out of need in comparison to other EU regions. However, just like other EU regions, 

undeclared work is mostly done on an own-account basis as opposed to waged employment, 

but also done by the individuals’ own choice rather than necessity (Williams, 2010). 

 

There are various reasons for undeclared work. It can be to hide from tax, social security or 

labor law (Williams & Nadin, 2012a). Undeclared work is not always done for financial gains, 

but shortcomings regarding reliability, availability and quality are also reasons to consider. 

The social rationales for purchasing undeclared work are doing it as a favor or helping 

someone in need. In the South East of Europe, the motives behind undeclared work are 

likely to be rational compared to the rest of EU (Williams, 2010).  

 

When researching the size of undeclared work, incorrect data from surveys affects the 

truthful view of the size. The underlying reason for this is according to Sørensen (2011) the 
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social trust that may affect the willingness to provide truthful answers. Sørensen (2011) 

explains that social trust is related to positive societal outcomes, like national economic 

growth rates and lower corruption levels. The study of Sørensen (2011) found a negative 

relationship between social trust and undeclared work morale, hence there is also a negative 

impact of social trust. To simplify, people who believe others can be trusted are more willing 

to engage in undeclared work with others. Therefore, if the verbal contract is not fulfilled, it 

is not possible to sue the other party (Sørensen, 2011).   

 

Undeclared work and other types of illegal activities are blooming in the EU northern belt 

and has become more widespread than one previously thought. Authorities have often tried 

to target the unemployed in the shadow economy but there is no strong evidence of a 

correlation between receiving benefits and having a work on the side (Bojarski 2007). Even 

so, undeclared work has an impact on the economy and social cohesion. The effect can be 

reduction in fiscal revenues and social contributions, hence threatening the finance of social 

provisions and public services. The state would therefore have to raise the taxes to provide 

the same level of social security and welfare. Raising taxes would lead to more illegal work 

since the employers would try to avoid paying higher taxes. In European countries where 

there is universal social coverage, illegal work does not affect rights like healthcare or 

pensions. However, non-declared workers are deprived of benefits such as training, pay rises 

and other advantages that come with a formal work contract (Vinković & Dudaš, 2015).  

 

 Bribery 

2.4.1 At EU-level 

Bribery is the act of purposely promising, offering, or giving any unwarranted pecuniary or 

other advantage to a decision maker or an official to intentionally affect their way to act or 

refraining from taking an action (OECD, 2013). 

 

The Organisation for Economic Co-operation and Development (OECD) adopted in 1997 

the convention on combating Bribery of Foreign Public Officials in International Business 

Transactions. The convention consists of 17 articles. Article 1 of the convention states the 

offences by bribing another part. It forces the Member States to take measures against the 

criminal act of bribing to get an advantage. It stipulates that each party must take measures 

in order to establish bribing as a criminal act. Article 3 of the convention states the sanctions 
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to be taken if bribery is conducted. Each Party, according to article 4, must take necessary 

measures to establish their jurisdiction when the act of bribery is committed. Furthermore, 

each party must also prosecute their citizens if they commit a crime abroad and take measures 

to establish their jurisdiction according to the convention. According to article 5, each Party 

must not get affected by national economic interests, relations, or the legal person’s identity. 

An important tool to combat bribery is accounting and is therefore stated in article 8. Parties 

must take the necessary measures within their regulations and laws to maintain records and 

books, accounting and auditing standards, and financial statement disclosures. Falsifications 

of the books shall lead to penalties by each party. Article 14 states that the convention “...is 

subject to acceptance, approval or ratification by the Signatories, in accordance with their 

respective laws” (OECD, 2011). The Member States must therefore implement them with 

their laws (OECD, 2011).     

  

2.4.2 Previous Studies 

A bribe is to give the briber an unfair advantage over others that are in the same process 

(Baldock, 2016). The consequence of bribery is deficit spending since the contracts are not 

given to the bidder with the lowest price and leads to clauses in contracts that inflate the 

costs of the project. It also misrepresents relative prices and causes unnecessary quantity of 

money to go into government without it increasing the output. Bribery does not only effect 

the output of taxes; it also affects the price outflow i.e. making it less meaningful (Pacini, 

Swingen & Rogers, 2002b).  

 

Bribery does have a negative effect on allocations of resources and distributions. Costs are 

inflated, both for the one receiving the bribe and for the one giving the bribe. Another risk 

concerning bribery is the risk of default since the act of bribing is secret and none of the 

parties are able to appeal the contract. The consequence of not fulfilling a contract is doing 

other illegal activities to get their way. Another consequence of bribery is that it reduces both 

investment and economic growth (Pacini et al., 2002a).  

 

There are various reasons as to why a firm might choose to bribe to get an advantage. Firms 

might choose the level of bribery according to their environments and the benefits and costs 

may differ depending on what type of bribery it is. It might also be to manage resource 

dependence on the government (Zhou & Peng, 2012). When the businesses within the 
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Member States start to comply with the law and stops offering bribes in order to win 

advantage, it will lead to firms changing their practices and reject bribe-giving as a part of 

their organizational culture (Samanta & Sanyal, 2016).  

 

Zhou and Peng (2012) believe that if dependence is successfully managed it might lead to a 

positive performance influence. In Central and Eastern Europe, good connections with 

government officials is described as corruption, which gives firms advantages. While one 

group emphasizes on the benefits through political connections, the other group values high 

cost of managing dependence on the government when market-supporting institutions are 

poor. Therefore, Zhou and Peng (2012) argue that firms choose their level of bribery in 

accordance with the institutional environment they are surrounded by. Hence, the benefits 

and costs of bribery may fluctuate for different firms. Large firms are more likely to engage 

in strategic bribery contrary to small firms, which are forced to engage in bribery. Thus, 

bribery may be unfavorable to small firms and favorable to large firms. Factors that 

contribute to increase a firm’s level of bribery are poor financial market, high policy 

uncertainty and weak legal system. Consequently, bribery hurts the growth of small firms but 

not the large firms (Zhou & Peng, 2012).  

 

The problem of corruption affects economic, social and political situations in different 

countries. Bribery is seen as the most common form of corruption. Corruption also leads to 

further development of shadow economy and consequently supports tax evasion. According 

to analysts’ bribery is more harmful for a country than tax evasion (Demidova & Im Gym, 

2011). Ahlin and Bose (2007) discuss the model of bribery as an example of getting a license. 

There are two groups of individuals: one group with those who are ready to buy the license 

and the other group with those who look for the honest representatives of authorities. 

Demidova and Im Gym (2011) question the honesty of authorities as it is necessary to 

improve the monitoring of authorities in countries to make it harder for individuals to give 

bribes. 

 

Demidova and Im Gym (2011) presume that rich people, religious people, and the state 

employees are more inclined to bribery. A research by Demidova Im Gym (2011) showed 

categories of people who are less inclined to bribery and tax evasion. Some of these are: older 

people, women, individuals with higher education and people in leadership positions. The 

research also showed which categories are more likely to accept bribes. Some of these are: 
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people with higher income level, individual with higher self-esteem, and representatives of 

private business. Consequently, since there is a significant difference between the countries 

it is impossible to identify common patterns for all countries (Demidova & Im Gym, 2011). 

International corporate bribery contains both legal corporations operating in legal markets 

but also illegal activities that are dependent on the “grey” markets where much transnational 

commerce is led. Some of these so-called “grey” markets may be culturally acceptable, but 

are not legally acceptable. A reason to why the offender is willing to break the law, is the 

offenders’ self-reliance of not getting caught (Lord, 2013). 

 
An alternative of how to reduce bribes by foreign investors is by introducing laws against 

bribery abroad in countries. This may be effective as the largest foreign investors come from 

countries with low corruption and have effective judicial systems. But also, since only a few 

countries have laws against bribery abroad (Cuervo-Cazurra, 2008).  

 

The first step of reducing bribery is having laws that criminalize bribery abroad. However, 

these laws also need to be enforced. The results in the research of Cuervo-Cazurra (2008) 

showed that anti-bribery laws are effective. The empirical analysis showed that investors, 

from countries that implemented the OECD Anti-Bribery Convention, invested less in 

corrupt countries. Therefore, laws against bribery abroad need to be harmonized across 

multiple countries to be effective. This emphasizes the benefits of cooperation between the 

countries and the value-added provided by international institutions (Cuervo-Cazurra, 2008). 

 

 Tax Evasion 

2.5.1 At EU-level 

Tax evasion is an illegal act where taxable income production or consumption are not being 

declared (European Parliament, 2015). Meaning, illegal arrangements are ignored or hidden, 

i.e. the tax payer hides information or income to pay less taxes than he is obligated (EC, 

2012). 

 

The collection of tax revenues is one of the biggest problem that the Member State faces 

(Raczkowski, 2015). Member States are limited by tax evasion since it limits their capacity to 

raise revenue and exercise their economy policy (EC, 2013a). Tax evasion leads to revenue 

losses but also contributes to existing gaps expanding such as the value-added tax (VAT) 
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Gap (CESifo, 2015). VAT is also a source considered to be moderately stable and important 

for public budgets (Zídková & Pavel, 2016). The VAT is for the Member States considered 

to be one of the focal sources of revenue. Therefore, by fighting against VAT fraud and 

evasion, you are also addressing a critical part of tax evasion (CASE, 2015). By removing 

mismatches that enables tax planning and removing loopholes, you will be able to tackle tax 

evasion to secure tax revenue when it comes to education, public investment, healthcare, but 

also to lower the tax for sincere taxpayers. Tackling tax evasion can be done through a better 

cross-border cooperation and transparency (EC, 2016a). 

 

In 2012, the EC ordered to develop an action plan to combat tax evasion and tax fraud. The 

EC thought it to be needed to increase the effectiveness and efficiency of collecting tax. 

According to the EC (2012), there are three levels to fight tax evasion. The first one being 

the collection of taxes within the Member States must be improved. Secondly, there must be 

an enhancement when it comes to cooperation between the Member States tax 

administration. Lastly, the EU needs to have a coherent and clear policy to promote their 

standards when it comes to third countries. In order to identify trends and schemes when it 

comes to tax evasion, it is important to share and develop tools to hinder this crime. The EC 

will therefore work with extending EUROFISC and their Early Warning System to detect 

tax evasion, but also working on developing Risk Management techniques. To tackle tax 

planning, the EC aims to develop a strategy (EC, 2012). An analysis by the EC (2012) 

revealed that substantial problems of tax evasion for many Member States was sometimes 

linked to poor administrative capability. Therefore, reinforcing the fight against tax evasion 

will lead to an increase to tax revenue and support needed structural reforms (EC, 2012).   

 

Other reasons to why the EU has increased their efforts to fight tax evasion are the desires 

to have a more fair and efficient tax system. Combating tax evasion, does not only reduce 

the tax gap, it also enables the tax authorities to fulfill two important objectives. Firstly, it 

makes the collection of tax more efficient and secondly, for the taxpayer it reduces their 

compliance burden. Poor quality of tax administration and non-compliance with tax 

legislation are linked (EC, 2014c).  
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2.5.2 Previous Studies 

An essential part of a long-term functioning government and redistribution of social welfare 

are taxes. A threat against a functioning government is tax avoidance and evasion, and calls 

for tools to combat behavior of noncompliance (Pukeliene & Kazemekaityte, 2016). 

Misreporting tax can have different reasons. One reason could be unintentional errors such 

as not understanding tax law or ignorance, or also noncompliance. Tax evasion is not only 

one sided, it can take different forms. An item of income might be unreported or a deduction 

might be overstated. By not reporting income or over reporting credits leading to 

unwarranted exemptions or deductions, are examples of tax evasion (Ceccatol & Benson, 

2016). There appears also to be a free-rider problem, when considering the situation with tax 

payment. People do evade tax payment because they hope that this behavior will go unseen 

in a large group of taxpayers (Ferrer, 2010). 

 

Tax avoidance, in a cross-border context, can be accomplished by a network of stakeholder. 

Therefore, their actions are harder to determine as being illegal or legal out of an outsider’s 

point of view. In the European countries, tax morale varies with political attitudes, socio-

demographic characteristics and tax arrangements. Age has also an impact on tax morale, 

since it increases the older the individual gets (Ceccatol & Benson, 2016). However, 

implementing legislation does not mean that tax duties will be fulfilled and respected. In the 

EU, tax noncompliance is a persistent matter. By not reporting full tax liabilities, leads to a 

loss of revenue and damages social welfare policies. To explain the issue of tax behavior, 

different measures have been used. Tax behavior describes how an individual’s attitude is 

towards tax compliance. Tax compliance defines the individuals’ willingness to follow tax 

duties. Tax behavior is connected to psychological issues since it alters the choice of the 

individual and affects the individual’s behavior and their actions (Pukeliene & Kazemekaityte, 

2016). 

 

Tax authorities can change the image of a tax system as something complex to a more 

positive image by providing a service that helps the individuals to understand the system. By 

doing this the individual will also perceive tax authorities as being more transparent and fair. 

When combating tax evasion, it is also important to consider the behavior of other taxpayers 

as well as existing social norms. Taxpayers might feel it is okay to evade tax if others are 

doing so or if they feel it is an action to take against the government. Cultural influences are 

also reflected in the individuals’ norms and values, affecting their attitude towards tax 
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compliance (Pukeliene & Kazemekaityte, 2016). Gerxhani and Chram (2006) also found 

differences in tax payer’s behavior across countries and cultures.  

 
In 2006, the Swedish government introduced a new tax reform named Rot/Rut avdrag, which 

means that when hiring workers for specific kind of work, the ones hiring could deduct a 

certain amount of tax (Ceccatol & Benson, 2016). The tax reform covered specific type of 

work such as conversion, extensions and repairs, but also laundry, cleaning and maintenance. 

According to surveys and calculations, the existing tax gap started to decrease in the late 2000 

(Ceccatol & Benson, 2016). In 2007, a year after the tax reform, there was drop in the tax 

gap. In 2016, there was another tax reform but instead of decreasing the taxes it increased 

and made the labor cost more expensive (Ceccatol & Benson, 2016). Ceccatol and Benson 

(2016) argue that these reforms affect individuals and the effects of tax evasion. The 

importance of harmonizing national fiscal system with the requirements of the EU is of great 

importance.  

 

The process of reducing tax is associated with a stricter legislation measures that are designed 

to hinder cross-country profit shifting. The idea with a more tightening anti-avoidance 

legislation is to create tax revenue. However, by doing this, in theory, it will cause companies 

investments to become more sensitive and lead to tax evasion since cross country profit will 

be limited (Schratzenstaller, Becker, Fuest et al., 2007) 

 

Sandmo (2005) questioned whether the existence of tax evasion is an argument for a lower 

marginal tax rate. Since the optimal tax analysis does not offer any clear conclusion to this 

matter, Sandmo (2005) believed that the choice of the marginal tax rate should be overseen 

by the additional standard efficiency and equity concerns as long as tax evasion is not an 

overwhelming social problem. Tax evasion should be controlled otherwise it may become 

more socially acceptable. If tax evasion becomes more widespread, the lower is the subjective 

probability of it being detected. An idea here would be relaxing policy measures which may 

lead to a lower level of tax compliance (Sandmo, 2005). 
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3. Method 

_____________________________________________________________________________________ 

This chapter explains the method used and how the data has been collected. The intention is to give the reader 

a description of what choices have been made and how these might affect this study. Here, the reader can also 

make a perception of the reliability and validity, and the strengths and weaknesses of the study. 

______________________________________________________________________ 

 Research Design 

Quantitative research is a research strategy that emphasizes on the quantification of the 

collection and analysis of data. This research strategy is used in the study since it is reliable 

and objective as the measurement emphasizes on numbers. Considering that the data 

collection is from surveys and a report, this method is appropriate to help generalize findings 

in this study (Bryman, A. 2016). 

 

 Data Collection 

The data collected for the study consists of two surveys from the EC and two reports 

commissioned by the EC. The EC public opinion page was used to find relevant surveys for 

each issue within the year of 2013 and thereby using all available surveys for the year 2013.  

 

The last surveys showing statistics of the Member States was a field work from 2013 and the 

work was published in 2014. The study focuses on the year 2013 and data from this year is 

used to highlight these three issues. In the survey “Undeclared work in the European Union” 

27 Member States participated with total respondents of 26 563. Croatia was included in the 

survey, with 1000 respondents, since they recently finished the negotiation of entering the 

EU. However, Croatia was only included separately but not in the total sum representing the 

overall data at EU-level. Calculating the total sum of the respondents for 28 Member States 

are 27 563 respondents.  

 

The survey “Businesses attitudes towards corruption in the EU” is used for statistical data 

regarding bribery. This survey with 7 842 businesses as respondents concerns corruption but 

the focus is only in the areas regarding bribery. Also in this survey, 27 Member States and 

Croatia participated.  
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Regarding the statistical data about tax evasion, the reports “Study to quantify and analyze 

the VAT Gap in the EU Member States 2015 Report” and “Study and Reports on the VAT 

Gap in the EU-28 Member States: 2016 Final Report”, from the EC is used. The first report 

uses data from 2009-2013 and the latter one uses data from 2010-2014, but the study only 

collects data from the year 2013 in both cases.   

 

 Data Analysis 

The study focuses on collecting the variables undeclared work, bribery and tax evasion in 28 

Member States in 2013. To calculate the size of shadow economy in the EU in 2013, the data 

from each issue is first individually comprised and calculated. Calculations are based on the 

number of respondents for each Member State multiplied by the percentage of each issue. 

The number of respondents is then divided by the total number of respondents of the survey 

in order to get the total share for each Member State.  

 

Data from the report “Study to quantify and analyze the VAT Gap in the EU Member States 

2015 Report”, is taken directly from the report and is not calculated as the data is already 

presented at country level. The report includes the own calculations from the CASE of the 

VAT Gap of each Member State in the year 2013.  

 

To calculate the size of the shadow economy in 2013, a compiled number of all the 

respondents of each Member State and all three issues are comprised to get a total number. 

Thereafter, the total number for each issue and Member State are added, and an average 

number is calculated to get an average number of the shadow economy in the EU in 2013.  

The collected data is analyzed through the rates per Member State in order to get the 

estimation of whether the shadow economy is high or low. Two figures in chapter 4 present 

this clearly. Figure 1.3 “Size of shadow economy in 2013” shows the overall view of shadow 

economy with an average size. The other figure, 1.4 “Undeclared Work, Bribery and Tax 

Evasion for Member States in 2013”, shows the rate per issue for each Member State. The 

latter figure shows the distinction between the three issues in the EU. Overviewing the rates 

of high vs. low level of an issue in a Member State, helps analyze how to better combat 

shadow economy at national and at EU-level.  
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 Reliability and Validity  

The social research in the study is based on two criteria for the evaluation, which are reliability 

and validity. These criteria are important to get a good overview of the topic and to engage 

into a deeper discussion and analysis in the end of the study. 

 
Reliability will help verify whether a case or research is of value to the purpose (Bryman, 

2016). The collection of secondary data has been chosen strictly on the topic and the three 

issues. To get a better view as a reader, the research included in the literature review has been 

at both national as at EU-level. This to verify for the reader that each case is meaningful to 

the purpose, hence keeping the trustworthiness. 

 

Validity means getting the important conclusions from the different researches that may have 

an impact on the purpose. Having an extensive literature review regarding a broad topic helps 

to narrow the field to a pattern. If more than one researcher finds the same conclusion 

regarding one issue, it means that the researches are of value (Bryman, 2016). However, it is 

rare to find the same conclusions from different researches even in the same topic. There 

are various reasons for this, such as: the year the research is based on, the specific topic or 

issue it focuses on and the country investigated. Conclusions might be similar or leaning 

towards the same direction, but will not be the same. That is why an extensive literature 

review can collect diverse conclusions from important researches, which will have an impact 

on the purpose, hence validity.  

 

 Strengths and Weaknesses  

To analyze the empirical findings secondary data, European legal framework and two 

theories, institutional theory and tax morale, are used to conclude the purpose of the study. 

The European legal framework is relevant to understand the urgency of this matter as it 

explains the issues undeclared work, bribery and tax evasion at EU-level. Information from 

the EC was collected from 2012-2017. One reason is, the difficulties that have arisen when 

collecting information from 2013 at EU-level, as the information from 2013 was limited. 

Another reason for including information from the EC after the year 2013 is to emphasize 

on the urgency and the awareness the EU already has within this field. Concepts and theories 

are essential to give aspects of the social world (Bryman, A. 2016). Research articles highlight 

previous research and emphasize the underlying problem. The literature review takes the 
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form of narrative review, meaning it is a critical interpretation of the literature in this area. 

The authors study what is already known in this field in line with the purpose (Bryman, 2016).  

 

A critique regarding the chosen method that can affect the data analysis concerns the data 

collection of 28 Member States in year 2013. There might be some critiques about the small 

timeframe. However, considering the timeframe for this study, the authors found the data 

collected to be sufficiently enough since it includes data from 28 Member States regarding 

three different issues during one year. 
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4. The Empirical Study 

_____________________________________________________________________________________ 

This chapter presents the collected data of the issues undeclared work, bribery, and tax evasion. The empirical 

study, along with the frame of reference, will be used in the next chapter to draw conclusions and provide 

suggestions for further research. 

______________________________________________________________________ 

 Statistical data from the EC 

4.1.1 Undeclared Work 

The outcome of the survey “Undeclared work in the European Union” was firstly analyzed 

at EU-level and secondly at country level or country grouping level in cases where the base 

size was not big enough to be used in the analysis. Different demographic and social groups 

took part of the survey through face-to-face interviews in their own language. The survey 

covered the general populations’ occurrences when it comes to undeclared work. It also 

investigated if the respondent knew anyone that was working and not declaring their income 

to social security or tax institutions. Further on, it also studied the reason to why the 

respondent would have bought undeclared services or goods. When it came to dependent 

employees, the focus was on the respondent, if he was paid in cash and did not declare it. 

Only 5 % of the respondents admitted performing undeclared work during the last 12 

months. (EC, 2014a).  

 

The number of respondents refusing to answer general questions regarding their own 

personal involvement when it came to undeclared work, was in most cases rather low. 

However, when it came to the refusal rate in questions asking for a specific amount of earned 

money from undeclared work and envelope wages, the rate was somewhat higher.  The 

survey limited activities that are illegal, such as drug dealing, smuggling or other criminal acts, 

to be included in the scope of undeclared work. Work carried out as favors or of kindness 

do fall under the scope of undeclared work but was not included in the survey. The survey 

focused on paid work to get a quantified value of the income that is gained by undeclared 

work (EC, 2014a). 

 

According to the outcome of the survey “Undeclared work in the European Union” the 

amount of participation in undeclared work in the 27 Member States were rather low, with 
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11 % of the respondent admitting of having purchased undeclared work in form of goods 

or service.  In Southern Europe, it was more common than the rest of the country groups 

having undeclared work being done by healthcare providers. Whereas in Continental Europe, 

acquaintances, friends and colleagues played a bigger role when it came to undeclared work. 

In the Nordic countries, it was more common to spend money on undeclared services or 

goods but comparing that amount of money earned, it represented a small amount in 

comparison to the yearly income (EC, 2014a).   

 

The following countries had the highest percentages of respondents that had bought 

undeclared services or goods: Greece 30 %, the Netherlands 29 %, Latvia 28 %, Denmark 

and Malta 23 % and Slovenia 22 %. The countries with the lowest percentages: UK and Spain 

8 %, Germany 7 % and Poland 5 %. In Denmark and the Netherlands, it was more common 

with cleaning and gardening as undeclared work. Whilst in Slovenia, Latvia, Malta and Greece 

it was more common with healthcare and other goods (EC, 2014a). However, when 

calculating on the total amount of the respondents (27 563) the percentage for each country 

is considerable lower. For example, Greece at national level shows 30 % of paid undeclared 

work but at EU-level it shows only 1,09 %. See table 1 in the appendix for calculations. 
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Figure 1.1 – Undeclared Work 

 

However, when it comes to carrying out any undeclared paid activities in the last 12 months, 

there was a slight difference. Latvia, the Netherlands, Estonia, and Denmark had the highest 

percentage amongst the 28 Member States. In comparison to those countries who bought 

undeclared services or goods, Malta and Greece had the lowest percentage (EC, 2014a). 

 

When looking at a country group level, respondents with more likelihood of undertaking 

undeclared paid work were those in Central and Eastern Europe and in the Nordic region. 

Respondents from Southern Europe are least likely to carry out undeclared paid activities 

(EC, 2014a).  
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There was a difference between the country groups when it came to the reason why 

undeclared work was carried out. In Southern Europe, the main reason of doing undeclared 

work was not because both parties benefited from it but because the respondent could not 

find a regular job. While in the Nordic countries the main reason was because it benefited 

both parties with 65 % and secondly because the respondent could not find a regular job. 

The conclusion of the survey “Undeclared work in the European Union” was among other 

things that the risk of getting detected was low and that there are not enough controls when 

it comes to undeclared work. It was also concluded that there are difficulties of obtaining the 

right size of the undeclared part since it is hard cover undeclared work (EC, 2014a).  

 

4.1.2 Bribery  

According to the survey “Businesses attitudes towards corruption in the EU” 69 % of the 

respondents thought that the two easiest ways of getting public services, such as getting a 

permit or usage of other services, was by connections and bribery. 73 % of the respondents 

agreed with bribery being extensive amongst politicians, senior officials at national level or 

party representatives. 70 % thought the same about the officials at a local or regional level. 

When it comes to gifts, services or money, the threshold of what is considered to be a bribe 

is low. 13 % of the respondents considered any gift to be a bribe, whilst 50 % of the 

respondents considered items valued between 1 and 100 euros to be a bribe (EC, 2014b).   

 

Firms in the construction sector were more likely to say bribery is more extent amongst 

politicians compared to those operating in the IT sector and financial services. When looking 

at a country level, 9 out of 10 firms in the Southern Europe, i.e. Italy, Greece and Portugal, 

considered bribery to be extensive in their company (EC, 2014b). 

 

46 % of the respondents had contacted public authorities to get a permit or to use their 

services. But, when it came to experiencing bribery in those cases, the percentage was 

extremely low with 1-2 %. However, construction firms are more likely to have one of their 

employees being expected or asked to pay a bribe, 6 % of the companies within construction 

compared to companies in healthcare or energy sector with 2 % (EC, 2014b). When looking 

at the total percentage of the 27 Member States, it showed that approximately 2,6 % of all 

the respondents had been asked or expected to pay a bribe for building permits. The other 

permits showed similar numbers apart from environmental permits including waste and 
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water treatment with a percentage of 0,75 %.  When looking at 28 Member States, including 

Croatia, the numbers are similar. Combining all categories gives the number of the total share 

of bribery in the EU, which is 8,5 % for 28 Member States. The number 7,91 % is calculated 

by excluding Croatia, as shown in table 1.1 Bribery. The number for 27 Member States is 

higher than 28 Member States since Croatia had 0 to 3 % respondents being asked or 

expected to pay. See table 2 bribery in the appendix. 

 

Table 1.1 – Bribery 

  Building 
permits 

License 
plates or 
permits 
related 
to 
vehicles 

Busines
s 
permits 

Environmen
tal permits 
including 
waste and 
water 
treatment 

State 
aid 
and 
social, 
struct
ural 
funds 

Change of 
land use 

Total EU 
27  

201,54 170,48 50,56 89,35 82,01 47,05 

Total EU 
27 
percentage 

0,02672589
8 

0,022607
081 

0,006704
681 

0,011848561 0,0108
75215 

0,00623922
6 

Total EU 
28  

201,54 170,48 59,59 59,59 82,01 47,05 

Total EU 
28 
percentage 

0,02570007
7 

0,021739
352 

0,007598
827 

0,007598827 0,0104
57791 

0,00599974
5 

 

 

 

Table 1.2 – Total share of Bribery  

Total share in percentage EU 27 0,085000663 

Total share in percentage EU 28 0,079094619 
 

 

At a country level, the occurrence of bribery is very low in each area. Although in some areas 

there are some differences. Firms in Ireland, Bulgaria, and Greece are more likely to have 

been expected or asked to pay a bribe to get building permits. However, Bulgarian and 

Slovakian firms are more likely to say this about vehicle permits or license plates. Polish firms 

are more likely to have been expected or asked to pay a bribe when it comes to environmental 

permits (EC, 2014b). See table 2 in the appendix for response from the 28 Member States. 
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4.1.3 Tax Evasion  

One of the biggest tax gap threat for the EU is the value-added tax, which leads to huge 

losses of revenues. The report estimated the VAT Gap for 2013. The VAT Gap is used as 

an indication of the efficiency of VAT compliance and enforcement. It also provides the data 

by calculating the Value Added Total Tax Liability (VTTL) for each country through 

mapping information, exemptions and reduced rates on available data for consumption, and 

by using gross fixed capital information. The VAT Gap estimation accuracy depends on the 

quality of the data it is given. In 2013, there was an unfavorable economic environment since 

the GDP of the EU was very stagnant. This lead to a slowdown in the area of final 

consumption and other economic groups that builds the base of VAT. In six of the Member 

States changes to standard or reduced rates were made. The changes did affect the VAT rate 

structure (CASE, 2015).   

 

In 2013, the VTTL increased with approximately 1,2 %, which lead to an increase in VAT 

revenues with 1,1 %. This contributed to an increase in the VAT Gap with 2.8 billion Euros. 

However, the overall VAT Gap remained consistently at 15,2 %. The range of VAT Gap 

amongst the Member States differs from being 4 % in Finland, Sweden, and the Netherlands 

whilst being the highest in Romania with 46 %. 15 of the Member States reduced their VAT 

Gap, with Latvia, Slovakia and Malta at the top. The VAT increased in 11 of the Member 

States, with Italy and Estonia having the highest increase (EC, 2015). According to CASE 

(2016), the median VAT Gap for the 28 Member States amounted to 13,81 %.  
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Figure 1.2 – VAT Gap in 2013 

 

 

 The Shadow Economy  

Figure 1.3 “Size of Shadow Economy in 2013” shows the size of shadow economy in the 

EU in 2013. The figure shows both the size in each Member State but also the average rate.  

Adding all three issues for each Member State and dividing it with the total respondents, 

shows the average rate of 17,60 %. The figure ranks the lowest level to the highest level of 

size of shadow economy. Among the three lowest ranked are Cyprus 0,47 %, Croatia 1,10 % 

and Sweden 2,08 %. Among the three highest ranked are Malta 40,54 %, Lithuania 39,74 % 

and Romania 35,78 %. The gap between the highest ranked country, Malta, and the lowest 

ranked country, Cyprus, is 40,07 %.  
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Figure 1.3 – Size of Shadow Economy in 2013 

 
 

Figure 1.4 “Undeclared work, Bribery and Tax Evasion for Member States in 2013” presents 

a clearer picture regarding the definition of shadow economy and what issue is more 

dominant. The issue tax evasion is more prominent than the other two issues. Undeclared 

work shows low numbers and there are small differences between each Member State. 

Regarding the rate of bribery, the numbers are very low compared to the other two issues. 

All Member State showed rates under 1 % regarding bribery, except Bulgaria that showed a 

rate of 1,42 %.  
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Figure 1.3 shows the overall view of shadow economy within the EU while figure 1.4 gives 

the clear picture of the size of each issue embedded within the definition of shadow 

economy. For example, Cyprus shows 0,47 % in figure 1.3 and shows 0 % tax evasion, 0,14 

% bribery and 0,33 % undeclared work in figure 1.4.  Malta shows 40,54 % in figure 1.3 and 

shows 39,20 % tax evasion, 0,25 % bribery and 1,09 % undeclared work in figure 1.4. See 

table 3 in the appendix for a compiled picture of the three issues. 

 

Figure 1.4 – Undeclared Work, Bribery and Tax Evasion for Member States in 2013 
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5. Analysis 

_____________________________________________________________________________________ 

This chapter presents an analysis of the study. The reader will here follow the problem discussion based on the 

purpose. The aim is to connect the empirical findings with the frame of reference to answer the purpose. 

______________________________________________________________________ 

 The Shadow Economy 

5.1.1 Undeclared Work  

There are various reasons to why there is a high level of illegal work within the EU. One 

possible answer is that people are trying to avoid paying taxes. High level of illegal work leads 

to an increase in taxes to compensate for the losses. This is then followed by more people 

searching for illegal work to avoid paying taxes (Vinković & Dudaš, 2015). It seems to be an 

ongoing vicious circle. Thus, it is important to research the size of undeclared work in the 

EU and explore what measures can be utilized to limit or end the vicious circle.  

 

The survey “Undeclared work in the European Union” showed that 11 % of respondents 

admitted of having purchased undeclared work in form of goods or service. Countries with 

the highest percentages were Greece 30 %, the Netherlands 29 %, Latvia 28 %, Denmark 

and Malta 23% and Slovenia 22 %. The countries with the lowest percentages where UK and 

Spain 8 %, Germany 7 % and Poland 5 % (EC, 2014a). When reflecting on which Member 

States are perceived as having low rate regarding undeclared work it is not the ones one 

would expect. One automatically thinks Western countries have a more stable economy and 

authorities in contrast to Eastern countries. Amongst the six Member States with the highest 

percentage in undeclared work, was Denmark and the Netherlands. Member States one 

presume to have an efficient control to hinder undeclared work. An underlying factor for 

this could be the tax rate in the Member States. One wonders if a high tax rate affects the 

rate of undeclared work, as individuals might e.g. work off the books to avoid paying taxes.  

 

Another fact that needs to be considered when evaluating the data covered from the survey 

of undeclared work is the simple fact that undeclared work is an illegal activity, thus 

respondents in the survey may not give an accurate number of undeclared work. The 

estimated number of unknown cases might be bigger than we think. The social trust affecting 

people’s choices could be an underlying reason for not revealing the real answers. As 
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Sørensen (2011) stated, people think that most people can be trusted and engage in 

undeclared work with others. A consequence people do not carefully consider is that when 

the verbal contract is not fulfilled, you cannot sue the other party. Hence, the weaker party 

will be stuck in this vicious circle, unable to get out.  

 

According to Williams (2010) in the South East and East Central Europe, a high number of 

undeclared work consisted of waged employment while in the Continental and Nordic part 

of Europe it consisted of self-employment. Researchers have shown different forms of 

undeclared work. A study by Williams and Nadin (2012b) showed that 22 % was waged 

employment while 78 % were on a self-employment basis. While examining the different 

studies, it seems that it is more common for self-employment to incline to undeclared work. 

Also, considering that men, younger workers, well-educated, higher-income groups are more 

likely to engage in undeclared work puts this in perspective of the social aspect and morale 

(Williams et al., 2011; Williams & Horodnic, 2016b; Williams & Horodnic, 2015c). Williams, 

Nadin and Baric (2011) talked about the necessity-driven factors vs. the willing participation. 

Considering whether you have a choice or you are forced by necessity to commit a crime, it 

is clear that the first group has more power than the latter one. With power comes also the 

typical grouping of young and well-educated amongst others. There is a huge gap that the 

society need to fill. Therefore, there is a need of further development in the education of 

undeclared work in order to minimize the gap. 

 

The survey on undeclared work by the EC stated the number one reason why Europeans 

did undeclared work was that it benefited the parties taking part of the deal. Other reasons 

included: not finding a job, taxes were too high, and the respondent did not have other means 

of income (EC, 2014a). Researchers give various reasons for undeclared work such as: hide 

from tax, social security or labor law. Other reasons include helping rather than for pure 

financial reasons. There can be different situations and different individuals you might be 

able to help, such as neighbors, friends or acquaintances with work tasks that you do not 

charge for (Williams & Nadin, 2012a). Other studies show that people work for more hours 

than the tax authorities know of (Bojarski, 2007). This means that the worker does not 

declare the right amount of work, hence intentionally breaking the law. However, there is a 

small room reserved for false declared hours. If the worker repeatedly does the same mistake, 

it is obvious that it is not a mistake but rather the question of not wanting to declare the right 

amount of work. Some researches argue that there is a demand for short-term employment 
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including painting houses and repairing cars. Here firms’ use the advantage of hiring services 

at “net of tax” wage rates (Sandmo, 2005). The reason behind this seems straight forward, 

the employer needs this kind of work done quite frequent and saves money on “only” paying 

net of tax wage rates. It benefits both parties as one party gets paid for doing a work task 

and the other party saves money on not paying taxes.  

 

The European Parliament created the platform to fight against undeclared work, which is 

good cooperation between the Member States and shows how a joint effort can be used to 

combat undeclared work (European Council, 2016). By having a platform that works 

consistently with promoting better standards and working conditions, there will always be a 

development and discussion about the issue. This will enable the Member States to find 

plausible solutions to their issues. Even though the laws and regulations are the Member 

State’s responsibility, the platform will hopefully lead to an increase between the cooperation 

within the Member States. If they all follow the same standards, they will have a united front 

against those not declaring their work.  

 

Undeclared work raises several societal and ethical issues. One issue can be when 

intentionally offering someone work with poor working conditions and taking advantage of 

their necessity. Considering the fact that the employer gives the employee a job with poor 

working conditions, the employer might see it as a “good deed” for giving someone a work 

opportunity, but on the other hand the employer is the one benefiting from this action. While 

the employee suffers, can it still be considered ethically right? Another ethical issue is cheap 

labor vs. safety, where one should consider if the safety of the worker is less worthy than the 

cost of the labor. How much is the safety of one worker worth in comparison to saving 

money? Ethically viewed, the employer should put the safety of the worker first. However, 

this might not always be the case. 

 

Societal issues arise as the society views undeclared work differently. Researchers argue that 

all societies do not only have formal institutions with the legal rules, but also informal 

institutions with the socially shared, unwritten rules (Williams & Horodnic, 2016a). In some 

cases, it might be socially acceptable to work undeclared. In certain sectors, it might be more 

common with undeclared work leading more people to find it normal, hence raising the rate 

of undeclared work. In these cases, people will not disapprove of undeclared work as it will 

be more socially acceptable, leading to encouraging others to pursue the same. People who 
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socially accept this will therefore most likely not report it to authorities, which will lead to 

more work for the authorities to keep track of. Thus, creating a problem in the long run for 

the Member States. Problems that can occur are losses when collecting revenue from work 

and poorer working conditions for future employees. This in turn hinders each Member 

State’s economic and social progress.  

 

5.1.2 Bribery 

Bribery is a problem that affects the society negatively and leads to derailed development 

programs. Bribery leads to inflated costs and poor choice of investments as the bribe taker 

only looks at what is beneficial (OECD, 2016). Bribery leads to money going into the 

government but it does not increase the output (Pacini et al., 2002b). This is a serious issue 

as it affects the spending of governmental money. If the government decides to take a bribe, 

and invest in a bad contract, which does not increase the output then the ones losing will be 

the citizens of the Member State. Further on, this has an impact on the citizens as they cannot 

influence the bribe taker. What can a citizen do to prevent the act of bribery if the purpose 

of the transaction is to hide it from the public to get an advantage? The answer is hard to 

determine, as the issue is present and needs to be controlled. However, measures to combat 

bribery have been taken and one of them is the convention against bribery by the OECD. 

Hence, it is important to research the size of bribery in the EU and explore what other 

measures can combat bribery. 

 

The OECD’s convention regarding bribery, is a good direction towards a society without 

bribery. The convention could be seen both as a future warning for those committing the 

crime and a preventative measure for the Member States. However, the convention itself is 

not enough to prevent bribery. Plausible solutions to hinder bribery is by working with 

detecting the crime and trying to change the mentality of those committing the crime. One 

issue with the convention is that even though the bribe giver is committing a crime, the 

OECD does not have the right to impose a fine (OECD, 2011). This indicates the 

importance of the Member State of actually implementing the convention and fully 

committing to it. By incorporating the convention to their legislation and implementing fines 

against those committing the crime, is a huge step towards eliminating the act of bribery. 

Also, important to mention is that the convention does not act in a way to fully eliminate 
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bribery but it is a measure towards eliminating it. Other measures are therefore in need to be 

developed to abolish bribery. 

 

Reasons behind engaging in the act of bribery varies, but contributing factors are high policy 

uncertainty, poor financial market, and weak legal system (Zhou & Peng, 2012).   Therefore, 

when trying to combat bribery it is important to find a stable balance between the three 

factors. If the financial market is good and there is a low policy uncertainty but the legal 

system is weak, then the outcome will most likely be the same. If the perpetrators see a weak 

legal system, they will use it to their advantage. If the financial market is bad but there is a 

strong legal system and low policy uncertainty, they will still be able to commit the crime 

(Zhou & Peng, 2012).  In order for the perpetrators to get a better position on the bad 

financial market, they might use measures to gain advantages. Measures such as bribing could 

be a consequence of trying to get a better position on the bad financial market.  

 

The survey “Businesses attitudes towards corruption in the EU” showed that 69 % of the 

respondents believed bribery and the usage of connections where the two easiest ways of 

getting public services. Furthermore, 73 % of the respondents believed bribery to be 

extensive amongst politicians (EC, 2014b). This is an indicator of where the problem lies. If 

the citizens have no trust for the politicians in their country and believe that bribery is 

common among them, then the citizens will find it easier to bribe in order to get what they 

want. Measures against bribery must therefore start within the government and is needed to 

be shown as a non-acceptable act. The responsibility lies therefore within the Member States 

to implement the articles from the OECD convention to consistently work towards a 

legislation in their own country that prevents the act of bribery. The Member States must 

work efficiently to eliminate the image as a bribe taker in order to change the attitude in their 

citizens. The EU could however assist with new directives which forces the Member States 

to act on bribery occurring cross-borders. 

 

According to Lord (2013) there is a market called the “grey” market, where illegal activities 

are being led. In these “grey” markets, some of them are not legally accepted but they are 

culturally accepted, which means that the cultural mindset in the citizens does affect their 

behavior (Lord, 2013). If they find it to be normal in their cultural to pay a small bribe, they 

might find it acceptable at a larger scale. Therefore, to attack the problem, one might need 

to start with the citizens of the Member States. By educating the citizens and changing their 
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mindset towards bribery, the cultural view of bribery might possibly change, thus making the 

act non-acceptable.  

 

Viewing bribery from the aspect of the institutional theory, puts the act of bribery into a 

questionable context regarding the influence the act has on social practices, beliefs, and the 

institutional environment. Williams and Horodnic (2016a) have talked about the asymmetry 

between the societal and governmental morality, which leads to having a larger unofficial 

economy. The asymmetry could be a result of lack of trust for governmental institutes 

(Williams & Horodnic, 2016a). Bribery is therefore an issue that must be dealt with directly 

when it arises to not affect the society. The structure of bribery is similar to the structure of 

institutional theory as both set conditions on action. However, the problem is that bribery 

does not follow the legal rules, rather than bending the rules. There are certain rules to follow 

and consider if you are a player. Here is the problem for authorities. As bribery in most cases 

is structured and off the books it is hard to track and hard to charge someone for committing 

bribery with no evidence. The unwritten rules that are socially or even culturally acceptable 

in some areas of Europe, makes it harder to fight bribery. The society needs to set boundaries 

and not accept bribery. Bribery does not only give rise to societal issues but also ethical issues. 

In a business transaction, the line between gifts vs. bribery can be quite unclear. A gift can 

be something of value without the expectation of getting something in return while a bribe 

is the same thing but with the expectation of a benefit. Hence, accepting a gift for false 

reasons may lead to a serious breach of business ethics and even violation of the law.  

 

The act of bribery itself is not as dangerous as the outcome of the act. The bribe giver is 

getting an advantage because of the benefit it can give to the bribe taker (Baldock, 2016). 

The bribe giver could have the financial possibilities to offer what the bribe taker wants, but 

the question is if the bribe giver has the knowledge to wisely use the advantage he has gained. 

According to the survey by the EC (2014b), bribery was thought to be more extent in the 

construction sector. This could possibly be more dangerous as for example a contractor 

could give a bribe to have someone to oversee safety issues to save money. Disregarding 

safety issues could lead to poorer working conditions, hence having workers not fulfilling 

their work tasks properly since they do not have the right equipment. This in turn could lead 

to poorer construction, affecting the future residents of the buildings. 
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A possible solution to combat bribery could be by increasing the citizens’ knowledge in the 

Member States of the consequences of bribery. The citizens must be aware that bribery does 

not only affect each party in the transaction, it also affects them.  

 

5.1.3 Tax Evasion 

Tax evasion is an issue that leads to losses for the Member States and affects the social 

welfare since less money is being contributed as a result of not being declared (Pukeliene and 

Kazemekaityte, 2016). To fight tax evasion one must consider the reasons to why taxes are 

being hidden or ignored. According to Ceccatol and Benson (2016), age is a factor when it 

comes to tax morale. The older the individual gets, the more willing they are to pay taxes. 

The attitude in young people could therefore be an underlying factor for tax evaders 

accepting to hide their income. It is of interest to study the different factors, as it is important 

to research the size of tax evasion in the EU in order to investigate how to combat tax 

evasion. 

 

Pukeliene and Kazemekaityte (2016) discuss the importance of helping the tax payer to 

understand the tax system in order to get a better image of it. This could be one solution to 

improve the tax compliance, thus minimizing tax evasion. If tax payers have more knowledge 

of their countries existing tax system and how taxation affects the social welfare, one might 

change their view on accepting tax evasion. Money coming from taxation does not only go 

to the government, but it is allocated to different parts of the society to improve the citizen’s 

well-being.  

 

Sandmo (2005), questioned whether tax evasion is truly an issue, as long it is not an 

overwhelming problem in the society. According to Sandmo (2005) tax evasion should be 

controlled in order to stop it from becoming socially accepted. A suggestion was to have a 

more relaxing policy measure. Instead of having a more aggressive attitude towards tax 

evasion, one might need to overlook the aggression and try to conclude a more relaxing 

policy (Sandmo, 2005). However, the definition of a “more” relaxing policy is hard to define. 

Is it a lower tax rate with low penalties or is it having less restrictions for cross-country 

profits? It is hard to determine what will be suitable enough to hinder these tax evaders. 

There are some gaps within the existing regulation and it is therefore important to consider 

suggestions that takes different parts into account, such as relaxing policies.  
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The report “Study and Reports on the VAT Gap in the EU-28 Member States: 2016 Final 

Report” showed that the average percentage in the EU of VAT Gap in 2013 amounted to 

13,86 % (CASE, 2016). The VAT Gap is estimated on the 28 Member States. The number 

of the VAT Gap is high in comparison with the other issues. This could mean that evading 

tax is not seen as something immoral and therefore seen as acceptable. The EC must find 

ways to lower this percentage as revenues are being lost when the perpetrators are evading 

tax. Further on, the report showed that Sweden, Finland and the Netherlands had the lowest 

number of VAT Gap (CASE, 2016). Member States with low numbers of VAT Gap could 

possibly help improve the collection of tax in Member States with high number of VAT Gap, 

by using similar tax system.  

 

The EC works with an action plan to fight tax evasion as efficient and effective as possible.  

The EC has stated that the work against tax evasion requires a joint effort. Therefore, a 

convention might be needed to stipulate how the Member States should act against tax 

evaders, similar to the convention on bribery. The EC has announced different ways to fight 

tax evasion (EC, 2012). According to the EC (2012) one way is to improve the ways of 

collecting tax within the Member State. This is a plausible solution in the fight against tax 

evasion. If the Member State can close the loopholes and find better and improved ways of 

collecting tax, then tax evasion might be less of a problem. The EC also finds it necessary to 

increase the cooperation between the Member States (EC, 2012). By having an open flow of 

information between the Member States, the tax evaders might think twice before 

committing the crime.   

 

Currently, the EC works with trying to detect tax evasion with their Early Warning System, 

but also with Risk Management techniques (EC, 2012). This clearly shows that the EU is 

working towards a more preventive way of work, as they aim to detect the tax evaders before 

they commit the crime. This will also help them with identifying trends and schemes. The 

preventive measures they are taking will be helpful in taxation. Even though it is not a 

convention such as the convention against bribery, it is still a measure that works with 

fighting tax evasion. The methods might enable the EC to see what might be the tax evaders’ 

next step and find possible tax evaders. However, this system is not legislative, but it is still 

a measure that could lead to upcoming directives that work to stop tax evaders.  
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Viewing tax evasion out of the perspective of institutional theory, influences and practices 

are considered that affect different actors within the society. Therefore, when it comes to 

combating tax evasion one might first need to determine the different influences and 

practices that effects the individuals tax compliance. William and Horodnic (2015b) viewed 

tax morale “as a measure of the gap that exists between the codified laws and regulations of 

formal institutions (state morality) and the unwritten socially shared rules of informal 

institutions (civic morality)” (Williams & Horodnic, 2015b, p. 82). Tax morale could help to 

define the problem with tax evasion. At an individual level, it is important to study the reason 

why an individual finds it acceptable to not pay the taxes. It is therefore important to find 

the link between tax evasion and tax morale. Thus, by discovering the underlying reasons 

one might find what will incentivize the tax evader to start paying taxes.  

 

Regarding tax morale, there are three factors to consider: moral rules, fairness and the 

relationship between the tax payers and the government (Dell’Anno, 2009). Does the tax 

evader follow moral rules or fairness when committing the crime? The study of Dell’Anno 

(2009) showed that the willingness to comply with tax rules was affected by the individual’s 

perception of the effectiveness of the government in keeping low unemployment and 

inflation rates. This means that taxpayers systematically adjust their evasion levels according 

to different factors, such as satisfactory levels with public policy, processes of collective 

decision-making and the quality of the relationship with the authorities (Dell’Anno, 2009). 

Even so, these three factors do not justify why tax evaders do not comply with tax law. The 

conclusion of this is, when social stigma rises the tax compliance increases. The question is 

then, how does the government increase the social stigma? The government needs to show 

that they are fair and effective. If the government increases the awareness of where the tax 

money goes, maybe the tax compliance will rise. 

 

To combat tax evasion, what needs to be considered are the unwritten shared rules to 

eliminate negative attitude towards taxation. Institutional theory helps to understand how 

the society works at large and by aligning the societal morality with the government morality 

(Williams & Horodnic, 2016a), the tax evaders will have a greater understanding of the tax 

system and its benefits. Therefore, a plausible solution to combat tax evasion is a better 

understanding of the system. The “unwritten rules” must be changed to adjust the mentality 

of the citizens. The EC and the Member States must also work together with enforcing 

legislation and systems that are sufficiently enough to hinder tax evaders to commit the crime. 
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As stated before, the current legislation is not enough as tax evasion is an ongoing issue that 

leads to huge losses for the EU. Member States ought to work together and individually by 

enforcing the directives but also consider their national legislation.  

 

Tax evasion affects the social welfare as less money is being distributed. One might say that 

not everyone is paying their fair share, hence effecting the distribution of the economical 

aspect. Out of an ethical point of view, evading tax only benefits the tax evader since they 

are getting the benefits from taxes for free in contrary to others that do pay their taxes. 

Money from taxation that could lead to investments in the society, such as education or 

infrastructure, are therefore being lost.  

 

 The Shadow Economy in the EU in 2013 

Shadow economy is defined by undeclared work, bribery and tax evasion since all three are 

illegal acts. Reflecting on the losses that occur every year within the EU and the amount of 

field work the EU does to research different issues every year, raised the authors curiosity of 

studying if the losses are hidden in the shadow economy. Even if it is difficult to get the 

actual numbers of the size of shadow economy, since the respondents who would openly 

admit of committing such crimes is low, it is still of value for the Member States to get a 

notion of what the size of the shadow economy is and how to combat it. 

 

Previous field works within the EU have shown that these issues are extensive and affect 

every Member State. Undeclared work, bribery and tax evasion do not only affect the society 

but also individuals. Individuals are deprived of the revenues that may come from these 

issues, which are meant to contribute to a better society. Undeclared work contributes to 

lower working standards (European Council, 2016), bribery leads to poor choice of 

investments (OECD, 2016), and tax evasion hinders the Member States to pursue their 

economy polices (EC, 2013a). These three issues lead to tremendous losses for the Member 

States (EC, 2017). It hinders the economic development for the Member States as they are 

not able to gain the correct amount of revenue that would have been used to develop other 

areas within the society.   

 

Reflecting on the figures shown in chapter 4, the total percentage regarding paying for 

undeclared work for 28 Member States is 14,85 %. Excluding Croatia, gives the number of 
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14,76 %. However, the percentage when carrying out undeclared work differs in comparison 

to paying for undeclared work. The result showed that 4,94 % within the 27 Member States 

and 5,02 % within the 28 Member States had admitted to carrying out undeclared work. One 

might wonder why there is a considerable difference between paying for undeclared work 

and carrying out undeclared work. A possible reason for why the number of paying for 

undeclared work is slightly higher, is the fact that people might reveal more in this category 

than in the category of carrying out undeclared work. This in fact does not give the accurate 

picture of the level of undeclared work within each Member State, hence giving incorrect 

information when evaluating and deciding how to combat this issue.  

 

Bribery showed 7,91 % within 28 Member States and tax evasion showed 13,81 % within 28 

Member States. Tax evasion within 28 Member States show a higher number than bribery, 

yet a lower number than paid undeclared work. One might react to the low percentage of 

experienced bribery compared to undeclared work and tax evasion. An underlying factor for 

this as well is that only few answered the survey regarding bribery. Having less data to collect 

from will affect the truthful picture of the amount of bribery present within each Member 

State. Another factor is who is participating in the surveys. In the surveys regarding 

undeclared work, there were 26 563 respondents while in the survey regarding bribery the 

responding businesses were 7 842. There might be a difference how a business acts and 

responds comparing to an individual. The businesses have more to lose than individuals, 

hence businesses choose to not reveal as much as individuals may do. A third factor is social 

trust. As social trust may affect the willingness to provide truthful answers (Sørensen, 2011), 

the surveys may show incorrect numbers. One or two of these issues might be more delicate 

than the other one, hence showing more incorrect numbers. For example, bribery could be 

seen as a more serious crime than undeclared work, thus the respondents might not want to 

admit of committing such a crime.  

 

As shown in the table 1.2 “Total share of bribery the percentage” of bribery in the EU in 

2013 amounted to 7,91 % for 28 Member States. The research showed that big companies 

or governments are the ones to take part in bribery. Thus, the risk is higher here since there 

is more at stake for big companies compared to an individual. When the respondents of the 

survey answered the question “why they carried out or paid for undeclared work”, their 

answer was that the risk of getting caught is low (EC, 2014a). This could be an underlying 

reason to why the percentage of bribery is low. Legislation has become stricter, meaning 
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more transparency between business transactions. One might say the consequences of 

bribery are more inconvenient for the company, as it affects the image towards their 

consumers and affiliates.  

As stated above, the average percentage of VAT Gap amounted to 13,81 %. In comparison 

to undeclared work at 14,85 %, the numbers are similar. The underlying factors for this could 

be that the two issues affect each other, hence leading to comparable numbers. If individuals 

paying for undeclared work are not paying tax, consequently it will affect the numbers in the 

VAT Gap. Thus, the individuals will contribute to the VAT Gap as the tax is not being paid. 

In some cases, the issues undeclared work and tax evasion might overlap.  For example, 

when asking for a favor from a friend or neighbor, it is common to pay a small sum as a 

form of gratitude. However, this falls under the scope of both undeclared work and tax 

evasion. In other cases, tax evasion could possibly be a side effect of undeclared work and 

bribes in form of capital not being declared. If a person e.g. is working undeclared, it means 

that the salary is not being taxed and their social-security contribution is not being payed. 

These issues can be seen as forms of missed taxation and contributes to the existing tax gap. 

Thus, increasing the size of shadow economy. 

Figure 1.3 “Size of Shadow Economy in 2013” shows the size of shadow economy in the 

EU in 2013 to 17,60 %. Considering that undeclared work, bribery and tax evasion are part 

of this number, it is still a relatively high number for the period of one year in 28 Member 

States. The number 17,60 % seems therefore reasonable to meet the estimation of EU’s 

losses every year, even if the study is limited to undeclared work, bribery and tax evasion. 

However, a change in the definition would obviously show a different number on the average 

size of shadow economy in the EU. Considering the fact that tax evasion is more prominent 

than the other two issues within the EU, as shown in figure 1.4 “Undeclared Work, Bribery 

and Tax Evasion for Member States in 2013”, the size of shadow economy would strongly 

decrease since the issues undeclared work and bribery show low numbers. This does not only 

mean that tax evasion is more present than another illegal act within the EU, but one needs 

to also consider if data regarding other illegal activities can be collected. The data conducted 

might not reflect the reality. 

As shown in figure 1.3, the top three countries with the biggest size of shadow economy are 

Malta, Lithuania and Romania, while the countries with the lowest size of shadow economy 

are Cyprus, Croatia and Sweden. Analyzing the issues separately, as presented in figure 1.4, 
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shows that tax evasion is higher than the other two issues in all but two Member States. The 

rate of undeclared work is higher than tax evasion in only two Member States, in Cyprus and 

Croatia. However, there seems to be no pattern regarding the size of shadow economy in a 

specific area in Europe since the highest ranked Member States are from three regions; South, 

Central and East Europe. Therefore, the question is if the size is affected by regulation in the 

Member States or if it is socially or culturally accepted patterns within the society. One 

possible answer to why tax evasion might show a larger number than the other two issues is 

the rate of detection. It might be harder to control or detect tax evasion than undeclared 

work or bribery.  

What is interesting to reflect on is the amount of work and recourses each Member State 

invests to combat these issues. In some countries, the percentage of paying for undeclared 

work is much lower compared to undertaking undeclared work. Is this the outcome of the 

Member State allocation of resources or is it because of the mentality of the citizens in the 

Member State? One wonders if the government works more efficiently towards detecting 

shadow economy in some Member States than in others.  

 

The shadow economy does not only affect the Member States economy, but raises social and 

ethical issues as well. Having the knowledge about the negative aspects shadow economy can 

bring a Member State, it still seems that the personal beneficial factors are determinants when 

choosing to commit an illegal act.  

 

Shadow economy is a timely matter and present in all 28 Member States of the EU. The 

underlying reasons for the existence of undeclared work, bribery and tax evasion might vary 

but the EU needs to increase their awareness about the size of shadow economy to combat 

the issues. Awareness is the first step to minimize the size of shadow economy. This is not 

only a matter at EU-level but at national level as well. All Member States have their own 

legislation regarding different standards. Shadow economy is an issue that demands a joint 

effort since it is a cross country issue.    
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6. Conclusion and Contribution 

_____________________________________________________________________________________ 

This chapter presents the conclusion and contribution of the study. Here, the reader will get concluding thoughts 

based on the analysis followed by a short contribution.  

 

As three trillion Euros of losses occur every year within the EU, one wonders what the 

reason behind this is. A possible answer is that the losses are hidden within the shadow 

economy. To verify this, it is of importance for the EU and each Member State to know 

what the size of shadow economy within the EU is to know how to combat it. Undeclared 

work, bribery and tax evasion, included in the definition of shadow economy, have been 

acted on by the EU through issued directives and conventions. However, the fight against 

these issues is not only a fight for the EU. The Member States have their own responsibility 

to act upon them.  

 

One must consider the fact that the statistical data may not be 100 % accurate since it is hard 

to get respondents who openly admit of committing crimes. The numbers showing the true 

shadow economy is difficult to obtain. But the numbers presented are still quite high. 

Fighting against undeclared work, bribery or tax evasion are actions at both national and EU-

level. To minimize the size of shadow economy within the EU the fight against these issues 

need to continue. In order to combat these issues the focus should be on a joint effort 

between the Member States and increasing the citizens’ knowledge of the tax system and 

consequences of committing these crimes. 

 

The Member States should define what issues are important to target in order to minimize 

the size of the shadow economy. With the right allocation of resources, their efforts might 

be successful in diminishing the size, thus creating a better society for their citizens. 

 

The results in this study clearly presents the rather high number of shadow economy within 

the EU, which entails both the attention and the need to combat it. The shadow economy is 

a cross-border problem. An increase in the joint effort between the Member States is 

therefore required, as the matter of shadow economy concerns both EU and the Member 

States.   
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7. Suggestions for Further Research 

_____________________________________________________________________________________ 

This chapter presents suggestions for further research. The aim is to give the reader a future aspect of the study 

as it is important to further investigate this topic. 

 

The authors defined shadow economy to include the three issues, undeclared work, bribery 

and tax evasion. A suggestion for further research is to expand the scope of shadow economy 

by including more issues. Research of several illegal issues may give a fairer picture of shadow 

economy within the EU.  

 

The research showed that the main driving forces of the shadow economy are indirect taxes, 

self-employment and unemployment. Further research in different research fields may find 

other driving forces. Hence, new policy options will be discovered of how to reduce the 

shadow economy.  

 

As field works by the EC are not frequently, depending on the issue, a suggestion for further 

research would be to examine several field works over a longer period to see the difference.  

 

The size of the shadow economy is interesting to further investigate in order to combat each 

issue. As previously stated, this study only focuses on undeclared work, bribery, and tax 

evasion. A deeper investigation of each area and its effect on the respective Member State 

would therefore be of interest to research to see what measures are needed to consequently 

minimize the size of the shadow economy. 
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Appendix  

Table 1 - Undeclared Work 

Own calculations from the following sources: “QE 14. Apart from a regular employment, have you yourself 

carried out any undeclared paid activities in the last 12 months?” Source: European Commission (2014a, 

p.49). QE5. Have you in the last 12 months paid for any goods or services of which you had a good reason 

to assume that they included undeclared work (e.g. because there was no invoice or VAT receipt)? Source: 

European Commission (2014a, p.18) 

 
Paid for 

undeclared goods 
% of 
responde
nts 
paying 
for 
undeclar
ed work 

No. of 
intervie
ws 

Total no. of respondents 
paying for undeclared 

Percenta
ge 

Austria 14 1022 143,08 0,005191
017 

Belgium 15 1000 150 0,005442
078 

Bulgaria  16 1018 162,88 0,005909
371 

Croatia  17 1000 170 0,006167
689 

Cyprus 16 505 80,8 0,002931
466 

Czech Republic  19 1000 190 0,006893
299 

Denmark 23 1004 230,92 0,008377
898 

Estonia 12 1003 120,36 0,004366
724 

Finland 11 1003 110,33 0,004002
83 

France 9 1027 92,43 0,003353
409 

Germany 7 1499 104,93 0,003806
915 

Greece  30 1000 300 0,010884
156 

Hungary 11 1033 113,63 0,004122
556 

Ireland 10 1002 100,2 0,003635
308 

Italy  12 1016 121,92 0,004423
321 
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Latvia 28 1006 281,68 0,010219
497 

Lithuania 14 1027 143,78 0,005216
413 

Luxembourg 14 505 70,7 0,002565
033 

Malta 23 500 115 0,010721
257 

Netherlands 29 1019 295,51 0,010721
257 

Poland 5 1000 50 0,001814
026 

Portugal  10 1015 101,5 0,003726
01 

Romania 10 1027 102,7 0,003726
01 

Slovakia 17 1000 170 0,006167
689 

Slovenia 22 1017 223,74 0,008117
404 

Spain 8 1003 80,24 0,002911
149 

Sweden 16 1006 160,96 0,005839
713 

The United Kingdom  8 1306 104,48 0,003790
589 

Total excluding 
Croatia  

  26563     

Total including 
Croatia 

  27563     
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Carried out  

undeclared work 
% of 
responde
nts 
paying 
for 
undeclar
ed work 

No. of 
intervie
ws 

Total no. of respondents 
carrying out undeclared 
work 

Percenta
ge 

Austria 5 1022 51,1 0,001853
935 

Belgium 4 1000 40 0,001451
221 

Bulgaria  5 1018 50,9 0,001846
679 

Croatia  7 1000 70 0,002539
636 

Cyprus 2 505 10,1 0,000366
433 

Czech Republic  4 1000 40 0,001451
221 

Denmark 9 1004 90,36 0,003278
308 

Estonia 11 1003 110,33 0,004002
83 

Finland 3 1003 30,09 0,001091
681 

France 5 1027 51,35 0,001863
005 

Germany 2 1499 29,98 0,001087
69 

Greece  3 1000 30 0,001088
416 

Hungary 4 1033 41,32 0,001499
111 

Ireland 2 1002 20,04 0,000727
062 

Italy  2 1016 20,32 0,000737
22 

Latvia 11 1006 110,66 0,004014
802 

Lithuania 8 1027 82,16 0,002980
808 

Luxembourg 5 505 25,25 0,000916
083 

Malta 1 500 5 0,000181
403 

Netherlands 11 1019 112,09 0,004066
684 

Poland 3 1000 30 0,001088
416 
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Portugal  2 1015 20,3 0,000736
495 

Romania 3 1027 30,81 0,001117
803 

Slovakia 5 1000 50 0,001814
026 

Slovenia 7 1017 71,19 0,002582
81 

Spain 5 1003 50,15 0,001819
468 

Sweden 7 1006 70,42 0,002554
874 

The United Kingdom  3 1306 39,18 0,001421
471 

Total excluding 
Croatia  

  26563     

Total including 
Croatia 

  27563     

 

 
 
 
 

Paid for undeclared 
work 

      

Total sum  3921,77 Total sum  4091,77 

Total respondents (EU 27) 26563 Total respondents (EU 28)  27563 

Total paid for undeclared work 
percentage 

14,76% Total paid for undeclared work 
percentage 

14,85% 

 
 
 
 

Carried out undeclared 
work  

      

Total sum  1313,1 Total sum  1383,1 

Total respondents (EU 27) 26563 Total respondents (EU 28)  27563 

Total carried out undeclared work 
percentage 

4,94% Total carried out undeclared 
work percentage 

5,02% 
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Table 2 - Bribery 

Own calculations from the following sources: “Respondents asked if someone in their company have been 

asked or expected to pay a bribe in terms of permits or services.” Source: European Commission (2014b, p. 

80). “Respondents asked if someone in their company have been asked or expected to pay a bribe in terms 

of permits or services. Results showing response per country.” Source: European Commission (2014b, p. 

81) 

 
Buildi
ng 
permi
ts 

Licen
se 
plate
s or 
perm
its 
relate
d to 
vehic
les  

Busin
ess 
permi
ts 

Environm
ental 
permits 
including 
waste and 
water 
treatment 

State 
aid 
and 
social, 
struct
ural 
funds 

Chan
ge of 
land 
use 

None 
(DO 
NOT 
REA
D 
OUT 
LOU
D) 

Do 
not 
kno
w 

European 
Union 27 

Member States 

2 2 1 1 1 0 91 4 

Belgium 1 1 0 0 0 0 92 7 

Bulgaria  11 16 0 0 5 5 62 10 

Czech Republic  5 3 1 3 0 0 89 5 

Denmark 0 0 0 0 0 0 99 1 

Germany 0 0 1 2 1 0 89 8 

Estonia 0 0 0 0 0 0 93 7 

Ireland 12 0 0 0 1 0 86 0 

Greece  10 4 1 5 0 0 81 3 

Spain 1 1 0 0 5 0 93 1 

France 0 0 0 0 0 0 98 1 

Italy  0 5 5 0 0 0 89 6 

Republic of 
Cyprus 

1 1 1 1 1 1 97 2 

Latvia 1 1 0 1 1 0 91 5 

Lithuania 0 0 0 6 1 7 84 8 

Luxembourg 3 0 1 0 0 0 96 0 

Hungary 2 1 1 0 1 0 93 2 

Malta 9 0 1 0 0 0 87 4 

Austria 1 0 1 0 0 0 95 4 

The 
Netherlands 

1 0 1 1 0 1 96 3 

Poland 4 4 0 7 5 1 83 1 

Portugal  0 0 0 0 0 0 91 9 
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Romania 5 7 2 2 4 1 84 4 

Slovenia 3 0 0 0 0 0 96 1 

Slovakia 5 10 2 2 3 0 81 6 

Finland 0 0 0 0 0 0 99 1 

Sweden 0 0 0 0 0 0 92 8 

The United 
Kingdom  

3 3 0 0 0 0 96 2 

Croatia 0 0 3 0 0 0 89 7 

  
        

Total sum 80 59 22 31 29 16 2612 120 

 

 

Asked 
or 

expect
ed to 
pay a 
bribe  

No. of 
interviews 

Buildi
ng 
permit
s 

Licen
se 
plates 
or 
permi
ts 
relate
d to 
vehicl
es 

Busine
ss 
permit
s 

Environme
ntal permits 
including 
waste and 
water 
treatment 

State 
aid and 
social, 
structu
ral 
funds 

Chan
ge of 
land 
use 

 
7541 150,82 150,82 75,41 75,41 75,41 0 

 
301 3,01 3,01 0 0 0 0 

 
301 33,11 48,16 0 0 15,05 15,05 

 
302 15,1 9,06 3,02 9,06 0 0 

 
300 0 0 0 0 0 0 

 
302 0 0 3,02 6,04 3,02 0 

 
307 0 0 0 0 0 0 

 
182 21,84 0 0 0 1,82 0 

 
303 30,3 12,12 3,03 15,15 0 0 

 
302 3,02 3,02 0 0 15,1 0 

 
301 0 0 0 0 0 0 

 
300 0 15 15 0 0 0 

 
180 1,8 1,8 1,8 1,8 1,8 1,8 

 
303 3,03 3,03 0 3,03 3,03 0 

 
302 0 0 0 18,12 3,02 21,14 

 
181 5,43 0 1,81 0 0 0 

 
300 6 3 3 0 3 0 

 
180 16,2 0 1,8 0 0 0 

 
300 3 0 3 0 0 0 

 
302 3,02 0 3,02 3,02 0 3,02 

 
301 12,04 12,04 0 21,07 15,05 3,01 
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301 0 0 0 0 0 0 

 
303 15,15 21,21 6,06 6,06 12,12 3,03 

 
182 5,46 0 0 0 0 0 

 
300 15 30 6 6 9 0 

 
303 0 0 0 0 0 0 

 
301 0 0 0 0 0 0 

 
301 9,03 9,03 0 0 0 0 

 
301 0 0 9,03 0 0 0 

        

EU 28 7842 352,36 321,3 135 164,76 157,42 47,05 
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Table 3 – Shadow Economy 
Compilation of undeclared work, bribery and tax evasion per country (Own Calculations). 
 

Countries Undeclared 
Work 

Bribery Tax 
evasion 

Total  

Austria 0,7045% 0,11% 8,93% 9,74% 

Belgium 0,6893% 0,08% 11,88% 12,65% 

Bulgaria  0,7756% 1,42% 16,23% 18,43% 

Croatia 0,8707% 0,23% 0% 1,10% 

Cyprus 0,3298% 0,14% 0% 0,47% 

Czech Republic  0,8345% 0,39% 19,10% 20,32% 

Denmark 1,1656% 0,00% 11,27% 12,44% 

Estonia 0,8370% 0,00% 14,67% 15,51% 

Finland 0,5095% 0,00% 5,69% 6,20% 

France 0,5216% 0,00% 12,43% 12,95% 

Germany 0,4895% 0,12% 10,90% 11,51% 

Greece  1,1973% 0,62% 33,51% 35,33% 

Hungary 0,5622% 0,23% 22,24% 23,03% 

Ireland 0,4362% 0,30% 12,94% 13,68% 

Italy  0,5161% 0,57% 29,27% 30,36% 

Latvia 1,4234% 0,12% 25,69% 27,23% 

Lithuania 0,8197% 0,31% 38,61% 39,74% 

Luxembourg 0,3481% 0,12% 3,29% 3,76% 

Malta 1,0903% 0,25% 39,20% 40,54% 

Netherlands 1,4788% 0,15% 11,12% 12,75% 

Poland 0,2902% 0,54% 25,38% 26,21% 

Portugal  0,4463% 0,00% 15,56% 16,01% 

Romania 0,4844% 0,81% 34,49% 35,78% 

Slovakia 0,7982% 0,84% 32,08% 33,72% 

Slovenia 1,0700% 0,07% 6,57% 7,71% 

Spain 0,4731% 0,27% 12,16% 12,90% 

Sweden 0,8395% 0,00% 1,24% 2,08% 

The United Kingdom  0,5212% 0,23% 9,94% 10,69% 

Average       17,60% 
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