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1. In t  roduct i o n  

U n t i l  the mid-seventies the exis tence of a hidden economy was not  considered 

a major issue by press, public, p o l i t i c i a n s  o r  economists. The preva i  l i n g  

op in ion  was t h a t  i t s  magnitude was smal1 and i t s  growth r a t e  was assumed not  t o  

exceed t h a t  o f  the  forma1 economy. U n t i l  t ha t  t ime hardly any methods e x i s t e d  

w i t h  which i t s  s ize  could be est imated systemat ical ly .  I n  recent years, 

houever, the  hidden economy has caught the a t t e n t i o n  o f  p o l i t i c i a n s .  I t  has 

become a t o p i c  i n  popular p u b l i c a t i o n s  and a major f i e l d  o f  research covered by 

several  d i s c i p l i n e s  us ing  var ious t h e o r e t i c a l  perspectives. A vast body o f  

l i t e r a t u r e  has resu l ted  and the  problem i s  no longer t h a t  methods o r  est imates 

are not  avai lable, but  r a t h e r  how t o  decide on the t h e o r e t i c a l  and p r a c t i c a 1  

v a l i d i t y  of a wide v a r i e t y  o f  methods ,and the value o f  an even greater  number 
1 > o f  estimates. 

Although many s tud ies  nou revea l  the quant i  t a t i v e  relevante of  the  hidden 

economy, s t i l l  on ly  a few g i v e  de ta i  l e d  in format ion  on i t s  s t ructure:  which 

socio-economic categor ies are involved, what are the motives and the  

opportuni t i e s  and hou i s  hidden income d i  s t r i  buted? Surveys o f f e r  t he  

opportuni t y  o f  ob ta in ing  such d e t a i  led  information, but  because of the  re l i ance  

on voluntary rep l ies, they may somet imes have the  d i  sadvant age t h a t  invo lvement 

i n  the hidden economy i s  underestimated. However, p a r t i c u l a r l y  f o r  categor ies 

of hidden a c t i v i t i e s  t h a t  are becoming less and less  undesi rable i n  the  p u b l i c  

opinion, surveys may be expected t o  generate r e  li ab l e  i nf ormat ion, p rov ided 

they use wel l-designed in te rv iew  methods and representa t ive  samples. The 

r e l a t i v e l y  h igh  costs may wel1 be a more important reason f o r  the s c a r c i t y  o f  

such survey studies than t h e i r  poss ib le  lack o f  v a l i d i t y .  Th is  a r t i c l e  presents 

the r e s u l t s  o f  extensive and r igorous survey research i n t o  the  b lack Labour 

market in  the Netherlands. 



Sect ion  2 u i  l 1  d iscuss severa l  issues invo lved i n  the  d e f i n i t i o n  and 

opera t i ona l i za t i on  o f  t he  concept 'hidden economy'. I n  s e c t i o n  3 var ious  

est imates o f  the s i z e  o f  the hidden economy i n  the  Netherlands are presented 

and the methods t h a t  generated these est imates are discussed. Sect ion  4 g ives  

methodological in fo rmat  i o n  about the  survey and discusses the  l i m i  t e d  v a l i d i  t y  

o f  i t s  resul ts .  Sect ion  5 presents survey r e s u l t s  on the  na tu re  and magnitude 

o f  hidden work ( 'moonl ight ing') ;  i t  a l s 0  describes severa l  opin ions about 

hidden a c t i v i t i e s .  Sect ion- 6 discusses (d is l incent ives ,  opportuni  t i e s  and o t h e r  

c h a r a c t e r i s t i c s  t h a t  determine involvement i n  the  black labour market. I n  

sec t ion  7 the  involvement o f  severa l  socio-economic groups i s  compared. I t  i s  

concluded t h a t  the Same charac ter i  s t i c s  t h a t  &termine success i n  the  formal 

labour market a l s0  exp la in  the  s i z e  o f  b lack  labour income and t h a t  t h e  

m a j o r i t y  of those invo lved a l ready have a formal job. This i s  i n  c o n t r a d i c t i o n  

u i t h  theo r ies  s t a t i n g  t h a t  the  b lack  tabour market serves as a r e s e r v o i r  f o r  

those uho become redundant i n  the  fo rmal  economy i n  times o f  economic recession. 



2. D e f i n i t i o n  of the hidden economy 

2.1 What has t o  be defined? 

Studying the li t e r a t u r e  on the hidden economy soon makes i t  evident  t h a t  

there i s  no uni form conceptual frameuork covering the subject. A wide v a r i e t y  

o f  terms i s  used f o r  numerws d e f i n i t i o n s  o r  less accurate descr ip t ions  o f  

the  phenomenon. Terms and def i n i  t ions do not always correspond. Sometimes t h e  

Same term i s  used f o r  d i f f e r e n t  concepts and sometimes several  terms describe 

the  Same concept. Various methods o f  research have been used t o  o b t a i n  

in format i o n  on one concept o r  another of the hidden economy. The choice of 

methodology o f t e n  determines which p a r t  o f  the hidden economy can be covered. 

Th is  expla ins why i n s t i t u t i o n s  o r  researchers i n t e r e s t e d  i n  a s p e c i f i c  

d e f i n i t i o n  and a s p e c i f i c  coverage o f  the  hidden economy tend t0 use r e l a t e d  

methodology. Nat iona l  accounts departments, f o r  example, use discrepancy 

methods t o  deduce which p a r t  o f  publ ished n a t i o n a l  income could be a t t r i b u t e d  

t o  hidden a c t i v i t i e s  (see MacAfee, Begeer and Van Tuinen). Monetary economists 

use the t ransact  ions approach t o  e s t  imate whi ch p a r t  o f  t o t a l  cur rent  monetary 

t ransact ions  i s  no t  accounted f o r  i n  o f f i c i a l  GNP (see Feige, Boeschoten and 

Fase), whi l e  f i s c a l  a u t h o r i t i e s  use tax  compliance methods t o  i n f e r  hou much 

income should be, bu t  i s  not, repor ted  o r  which p a r t  o f  taxes payable i s  not  

c o l  lected. 

I n  d e f i n i n g  the hidden economy on an opera t iona l  level, two aspects should 

be considered. F i r s t l y  ' t he  economy ' has t o  be defined. This requ i res  a 

dec is ion  on the type o f  elements t o  be considered and a c r i t e r i o n  t h a t  se lec ts  - 
the relevant  elements from a l 1  elements considered. Secondly, i t  has t o  be 

determined which o f  the elements t h a t  a re  re levant  f o r  ' t he  economy' are 

def ined as 'hidden'. 

2.2 Opera t i ona l i za t i on  o f  ' t he  economy' 

I n  order t o  g i ve  a s t a t i s t i c a 1  d e s c r i p t i o n  o f  the  economic process theo re t i ca1  

concepts l i k e  production, income end consumption have t o  be made operat ional.  

One might c a l 1  t h i s  the  economic accounts dimension o f  the  d e f i n i t i o n  o f  the 

hidden economy. 'The economy' can be described i n  var ious ways, but  we adhere 

t o  the d e s c r i p t i o n  i n  the  (Dutch) system of n a t i o n a l  accounts. These accounts 



aim t o  g ive  a systematic and complete d e s c r i p t i o n  of the  economic 

t ransact ionr2)  o f  a l 1  residents. Several subprocesses are dist inguished, such 

as the product ion o f  goods and serv ices  (the generat ion of income), t h e  

d i s t r i b u t i o n  and r e d i s t r i b u t i o n  o f  income, consumption and saving, and 

f i n a n c i a l  t ransact ions. 

Product ion i s  a fundamental concept i n  descr ib ing  the  economy. Once 

product ion i s  defined, other  concepts l i k e  income, consumption and saving have 

t o  fa11 i n  behind s ince they descr ibe d i f f e r e n t  aspects of the  Same c i r c u l a r  

f l o u  process. With the determinat ion of the product ion boundary ' the  economy' 

i s  defined. From var ious q t i o n s  f o r  determining the product ion  boundary the  

(Dutch) n a t i o n a l  accounts focus on those a c t i v i t i e s  which r e s u l t  i n  a monetary 

compensation o f  the  product ion  factors.  I n  accordance w i t h  i n t e r n a t i o n a l  

recommendations some wel l -def ined non-market a c t i v i t i e s  are a ls0  included, 

e.g. a g r i c u l t u r a l  p roduct ion  f o r  own use, own-account p roduct ion  o f  investment 

goods and the  serv ices of owner-occupi ed duel li ngs. 

For the purpose of t h i s  study on ly  the  economic subprocesses of p roduct ion  

and income d i s t r i b u t i o n  are considered, i n  so f a r  as they correspond w i t h  

a c t i v i t i e s  w i t h i n  the g iven p roduc t ion  boundary. Goods and serv ices are 

produced using the  serv ices o f  f a c t o r s  o f  product ion and the  i npu t  o f  

in termediate wods and services; t h i s  generates income. Thi  s income i s  

d i s t r i b u t e d  among the  f a c t o r s  of production. I n  the present paper we inc lude  

t h i s  d i s t r i b u t i o n  i n  the term 'process o f  income d i s t r i b u t i o n 8 .  The n a t i o n a l  

accounts d i s t i n g u i s h  i n  t h i s  context the compensation o f  employees from t h e  

opera t i  ng surplus. 

2.3 De f in ing  'hidden' a c t i v i t i e s  

A l 1  a c t i v i t i e s  which are def i n e d  as product i v c  generate income3). Th is  

income, together w i t h  the  corresponding product ive  a c t i v i t i e s  and value added, 

i s  de f ined as 'hidden' i f  i n  the  process o f  income generat ion o r  d i s t r i b u t i o n ,  

ob l i ga t i ons  t o  r e g i s t e r  t h i s  income are  not  observed. Only o b l i g a t i o n s  i n  

respect o f  t a x a t i o n  o r  the c o l l e c t i o n  o f  s o c i a l  secu r i t y  premiums and f o r  

ob ta in ing  s o c i a l  secu r i t y  and welfare b e n e f i t s  are considered. This may be 

c a l l e d  the s t a t u t o r y  dimension i n  d e f i n i n g  the hidden economy. This d e f i n i t i o n  

o f  'hidden' appl ies t o  var ious forms of evading reg is t ra t i on .  Therefore a 

c e r t a i n  quan t i t y  of value added may be hidden fo r  m e  o b l i g a t i o n  (e.g. 

r e g i s t r a t i o n  f o r  income taxes), whi Ce o ther  



ob l i ga t i ons  are not evaded (e.g. r e g i s t r a t i o n  f o r  VAT). As soon as a t  l e a s t  onc 

o b l i g a t i o n  i s  no t  observed the  income f o r  which i t  i s  evaded i s  'hidden'. 

- 
2.4 Imp l i ca t i ons  o f  the  d e f i n i t i o n  'of the hidden economy f o r  s p e c i f i c  

categories o f  a c t i v i t i e s  

Our d e f i n i t i o n  o f  the 'hidden economy' can be described schematically. Subjects 

undertake a c t i v i t i e s .  According t o  the  c r i t e r i o n  of the n a t i o n a l  accounts these 

a c t i v i t i e s  are o r  are not  product ive. The product ive  a c t i v i  t i e s  generate 

v a r i w s  t ransact ions  (e.g. s e l  l i n g  goods o r  services, paying employees o r  

expenditure o f  earned income), Only the t ransact ions  i n  the processes o f  

p roduct ion  ( the generat ion o f  income) and the  d i s t r i b u t i o n  o f  income are  

considered here. Various ob l i ga t i ons  e x i s t  t o  have these t ransact ions  

reg is te red  (e.g. f o r  t a x a t i o n  o r  ob ta tn ing  s o c i a l  bene f i t s )  and these 

o b l i g a t i o n s  are o r  are not observed. If, f o r  a c e r t a i n  q u a n t i t y  of income (and 

the corresponding value added), a t  l eas t  one o b l i g a t i o n  i s  no t  observed, t h i s  

income (and the correspondi ng value added) i s  def ined as hidden. 



Figure 1. A l t e r n a t i v e  product ion  boundaries and hidden a c t i v i t i e s  

i n s i d e  present p roduct ion  boundary outs ide present p roduct ion  boundary 

o f f i c i a [  unobse rved p a r a l  l e l  

( con t r i bu t i ng  t o  ( i n c o r r e c t  l y  n o t  (under present def i n i  t i on  n o t  

o f f f c i a l l y  publ ished c o n t r i b u t i n g  t o  c o n t r i b u t i n g  t o  N a t i o n a l  Income) 

Na t iona l  Income) Na t iona l  Income) 

= A c t i v i t i e s  t h a t  would con t r i bu te  t o  Na t iona l  I n c o n  under an a l t e r n a t i v e  

d e f i n i t i o n  o f  the product ion  boundary (V) m = A c t i v i t i e s  which are h iddsn according t o  our d e f i n i t i o n  (11 + 111) 

= A c t i v i t i e s  which are sometimes, b u t  not  here, considered as hidden (VI ) .  

Such a c t i v i t i e s  would general l y  no t  con t r i bu te  t o  Na t iona l  Income under 

any def i n i  t ion. 

N.8. The s i ze  o f  the diagram components does not  g i ve  an i n d i  c a t i o n  o f  t h e i  r 

r e l a t i v e  magnitude. 



I n  f i g u r e  1 p a r t s  I1  and 111 cover the hidden economy as we def ined it. P a r t  I 1  

of t h i s  hidden economy i s  already i n c  luded i n  the o f  f i c i a l  l y  pub l i shed  n a t i o n a l  

product. P a r t  I11 contains a c t i v i t i e s  which are not  reg i s te red  w i t h  respect o f  

t axa t ion  and the c o l l e c t i o n  o f  s o c i a l  s e c u r i t y  premiums, and which are  

concurrent l y  mi t t e d  from the o f f i c i a l  l y  publ ished n a t i o n a l  product due t o  

i n t e n t i o n a l  misreporting, e.g. underreport ing o f  income o r  product o r  

over repor t ing  o f  in termediate inputs. P a r t  IV, however, i s  a n i t t e d  because o f  

s t a t i s t i c a l - t e c h n i c a 1  imperfect ions. The a c t i v i t i e s  i n  p a r t s  I, 11, I11 and I V  

are w i t h i n  the present p roduct ion  boundary. The a c t i v i t i e s  i n  V (serv ices  

performed w i  t h i n  the  hwsehold, volunteer  work and do- i t -yoursel f  ac t  i v i  t i e s )  

would only be product ive  under a broader c r i t e r i o n  f o r  c k f i n i n g  product ive  

a c t i v i t i e s ,  l i k e  t h e  th i rd -pa r t y  c r i t e r i on4 ) .  P a r t  V 1  conta ins among others 

the evasion of taxes on transactons which are not  covered by the  n a t i o n a l  

accwn ts  ( f o r  example land t ransact ions) .  I t  a l s0  contains cr imina1 a c t i v i t i e s  

l i k e  t h e f t  o r  extor t ion,  which are i l l e g a l  i n  themselves (as opposed t o  f o r  

example income tax  evasion where the a c t i v i  t y  which earns the  income i s  

genera1 l y  legal, b u t  where t h e  o b l i g a t  i o n  t o  repor t  t ransact  ions r e s u l t i n g  f rom 

the a c t i v i t y  i s  evaded). The a c t i v i t i e s  mentioned are w t s i d e  the se lec ted 

product ion  boundary and as a consequence are not  covered by our def i n i  t i o n  o f  

the hidden economy. The reason f o r  t h i s  i s  t h a t  the  t ransact ions  invo lved a r e  

i l lega l l y  enf orced. 

Construct ions t o  avoid t a x a t i o n  are  sometimes & f i n e d  as 'hidden'. I n  us ing  

loopholes i n  tax  laws, however, the  r e g i s t r a t i o n  o f  t ransact ions  i s  no t  evaded. 

The essence of tax  avoidance i s  t o  organize t ransact ions  i n  such a way t h a t  tax  

l i a b i l i t y  i s  minimized, whi l e  tax  laws are not  transgressed. Loopholes i n  t a x  

laws leave r o m  f o r  a c t i n g  against  the i n t e n t i o n  o f  the law, wi thout  making i t  

necessary t o  evade r e g i s t r a t i o n .  Some authors i n c  Lu& uowarranted enjoyment 

of s o c i a l  secu r i t y  and we l fa re  b e n e f i t s  i n  the 'hidden' a c t i v i  t ies .  These 

a c t i v i t i e s  are na t  considered as hidden here because the  i n s t i  t u t i o n s  t h a t  pay 

the  b e n e f i t s  usua l l y  see t o  i t  t h a t  the  payments are p roper l y  registered.  

Income from other  sources, which i s  h iddcn i n  order  t o  become e l i g i b l e  f o r  

s o c i a l  b e n e f i t s  is, on the o ther  hand, de f ined as hidden. 



Table 1. Estimates o f  the r i z e  o f  the kidden( ecaiay  in the Nether landt  

Approach Year Refermce Coveraqe*) X o f  TYP! of I n s t i t u t i o n  

NMI study 

T t i ie budget s tudy 

Discrepancy method 

Senslt i v i  t y  a ~ l y s i s  

Collage w t h o d  

Transactions method 

ünobserved var lab les  

tnpress ion is t i c  g p r c u c h  

Survey w t h o d  

Bruyn-Hmdt (1983) V 

Van Tuinen (1984) I I 

Broesterhuizen (1983) I1 1 

ISñû (1985) I I + I I I + V I p t  

Boeschoten and Fase (1984) I l I + I V  

F r y  and P-rehne (1984) , I I + I I I  

Meert je  (1981) I I + I I I ?  

Van Eck and Karemier (1985) ( I I + I I I ) p t  

t o t a l  income 

na t  i o n r l  accounts 

n a t i m a l  accounts 

goverwent  W g e t  

m n e t a r y  t r w i s r c t i o n s  

macro-econaic 

verbal, j a u r n a l i  s t  i c  

l a b a i r  u r k e t  

ü n i v e r s i t y  

B u r e u  o f  S t a t i s t f c s  

a i reau  o f  S t a t i s t i c s  

Goverment Oepartment 

Centra l  Bank 

U n i v c r s i t y  

P r i v a t e  

Burear o f  S t a t i s t  l c s  

*)T& roman characterr  r e f e r  t o  p a r t s  o f  the hiddcn econoay described in  figcire 1. 



Table 1 presents a  number o f  est imates of the  s i t e  o f  t h e  'hidden' economy i n  

the Netherlands. The est imates vary i n  t h e i r  coverage of hidden a c t i v i t i e s  

in  the methodology used and i n  the t ime pe r iod  they r e f e r  to. They are ha rd l y  

comparable because o f  the d i  f f  erent  coverage; est imates sometimes even p e r t a i n  

t o  d i s j u n c t  sets o f  a c t i v i t i e s .  

There i s  a  wide v a r i e t y  o f  sometimes i ngen ia i s  research methods and 

imaginat ive terms; ' co l l age  method' and ' i m p r e s s i o n i s t i c  approach' even g i v e  

the idea t h a t  we are dea l ing  w i t h  a  form o f  ar t .  

Bruyn-Hundt uses t ime budget data t o  est imate the magnitude o f  unpaid 

services w i  t h i n  the household. These i n fo rma l  household a c t i v i  t i e s  wou l d  be 

product ive  under a  wider c r i t e r i o n  than the one used i n  the  n a t i o n a l  accounts. 

The i r  magnitude i s  est imated by imput ing a  monetary value t o  t ime spent on 

re levant  a c t i v i  t i e s  li ke domesti c  work, cooking, c  leaning, shopping, c h i  Cd care 

and do- i t -yoursel f  (vo lun teer  a c t i v i t y  i s  excluded i n  t h i s  est imate).  Four 

types o f  v a l u a t i o n  were used: the minimum wage, the average wage, t he  wage f o r  

household help and corresponding market wages f o r  the separate haisehold 

a c t i v i t i e s .  The va lua t i ons  were made both  w i  t h  and w i  thout  emp loyer  ' s  

c o n t r i b u t  ions t o  s o c i a l  secur i  ty.  The r e s u l t i n g  est imates vary between 65 and 

115 percent o f  n a t i o n a l  income, which i s  h igh  compared t o  est imates f o r  o the r  

countr ies. This  might  be exp la ined by the i n c l u s i o n  o f  c h i l d r e n  from the age of 

12, the broad d e f i n i t i o n  of in fo rmal  a c t i v i t i e s  and the use o f  va lua t i ons  which 

inc lude employers' c o n t r i b u t i o n s  i n  the payment o f  s o c i a l  premiums. The Bruyn- 

Hundt est imate d i f f e r s  from the o ther  est imates i n  t a b l e  1  because i t  i s  

p r imar i  l y  concerned gitn a broader d e f i n i t i o n  o f  economic a c t i v i t i e s  ( t h e  

economic accounts dimension) and does not  p a r t i c u l a r y  aim t o  i n c l u &  a c t i v i t i e s  

which we def ined as hidden ( the  s t a t u r o r y  dimension). 

I n  the discrepancy method, n a t i o n a l  accounts data on household income are  

compared w i t h  f i s c a l  data (Katemier, Van der Laan and Van Tuinen, 1984). These 

two types o f  data are f o r  the greater  p a r t  independent, because much of t h e  

Dutch n a t i o n a l  accounts data is obta ined d i r e c t l y  from producers. The pro- 

duc t ion  est imate exceeds the income e3t imate and the  d i f f e r e n c e  may be 

a t t r i b u t e d  t o  income not repor ted  t o  tax au thor i t ies ,  b u t  inc luded i n  the  

n a t i o n a l  accounts. Van Tuinen (1984) concludes t h a t  i t  i s  poss ib le  t h a t  between 

5 and 10 percent of income i n  the  n a t i o n a l  accounts i s  generated by hidden 

a c t i v i t i e s .  Kazemier (1984) focused on the i n t e r e s t  component of t he  

discrepancy and found t h a t  nea r l y  50% o f  i n t e r e s t  received by households i s  not  

reported. I n  1981 t h i s  amounts t o  approximately 2 percent o f  n a t i o n a l  income. 



The s e n s i t i v i t y  ana lys is  es tab l ishes an upper bound f o r  the  underest imat ion 

o f  income i n  the n a t i o n a l  accounts. Only underest imation caused by f raud  i s  

r considered; f raud cons is ts  o f  underreport ing o f  income o r  product and 

over repor t ing  o f  in termedia te  inputs, Various GDP components are c l a s s i f i e d  

according t o  t h e i r  s u s c e p t i b i l i t y  t o  fraud. Th is  c l a s s i f i c a t f o n  shows t h a t  a 

major p a r t  o f  GDP cons is ts  o f  components t h a t  are not  t i k e l y  t o  have a f raud 

bias. Subsequently, var ious  f raud  percentages are assigned t o  each of t he  GDP 

components. The selected f raud  ra tes  range from low t o  extremely h igh  and are  

cor rec ted f o r  the f raud  already e x p l i c i t l y  inc luded i n  the  n a t i o n a l  accounts. 

I f  the f raud ra tes  remain i n  the range which i s  s t i l l  considered as f e a s i b l e  

then the underest imat ion o f  GDP i s  less than S%, and consequently t h a t  o f  

n a t i o n a l  income less than 6%. Begeer and Van Tuinen (1984) i n f e r  from t h e  

r e s u l t s  of the discrepancy method and the s e n s i t i v i t y  ana lys is  t h a t  t he  s i ze  of 

t he  hidden economy i n  t h e  Netherlands .may wel1 be 10-15 percent of n a t  i o n a l  

income. 

A group o f  experts  f rom government departments and o t  her  i n s t  i t u t  ions  

( ISMO) combined est imates based on wel l -def ined nethods w i t h  ad hoc 

information. The combinations were selected c a r e f u l l y  t o  avo id  over lapping and 

exclus ion o f  p a r t s  of t he  hidden economy. Th is  ' co l lage method' uses t h e  

i n t e r e s t  component o f  t he  dfsc rcpancy method described above, together  w i  t h  tax  

aud i t i ng  data on the  compliance o f  the  self-employed. I n  addition, est imates o f  

evasion by uage earners and non- interest  evasion by others than the s e l f -  

employed are i n c  luded. Est imates o f  hidden income earned by i n d i v i d u a l s  engaged 

i n  the  in formal  p roduct ion  o f  goods and serv ices and income from cr imina1 

a c t i v i t i e s  are a l so  considered. The e n t i r e  combination y i e l d s  a 5.5-7 percent  

'hidden' economy. The I S M O  est imate inc ludes cr imina1 a c t i v i t i e s  l i k e  thef t ,  

burg lary  and ex tor t ion .  These a c t i v i t i e s  are no t  covered by our d e f i n i t i o n  o f  

the  hidden economy. 

The Centra1 Bank used several  v a r i a n t s  of Feige's (1979, 1980) t ransac t ions  

approach. I n  t h i s  approach a constant r e l a t i o n s h i p  between GNP and correspon- 

d ing  current  monetary t ransact ions  (currency and g i  r a l )  i s  assumed. For a 

number of successive years, GNP i n  the  n a t i o n a l  accounts i s  compared w i t h  

monetary t ransact ions est imeted w i t h  data from f i n a n c i a l  inst i tu t ions, ' )  I n  a 

selected base year the r e l a t i o n s h i p  i s  assumed t o  ho ld  exac t l y  and i f  i n  o ther  

years observed GNP i s  lower than would be expected from the re la t ionsh ip ,  the  

d i f f e rence  i s  a t t r i b u t e d  t o  hidden transact ions. I n  t h i s  study by 



Boeschoten and Fase, the year w i t h  the lowest r a t i o  between monetary 

t ransact ions  and GNP, 1976, was selected as the base year. The va r ian ts  

consider successive exclus ions o f  non-income generat ion monetary transactions, 

a 5 ins tead o f  a O percent  'hidden'economy i n  the  base year, a l t e r n a t i v e  

est imates of the g i r a l  t ransact ions  and a l t e r n a t i v e  assumptions about the  

v e l o c i t y  o f  currency turnovers, the  average l i f e t i m e  o f  currency and the  use of 

currency as the exc lus ive  medium o f  exchange i n  the 'hidden' economy. I n  s o m  

a d d i t i o n a l  va r ian ts  the  r e l a t i o n s h i p  between r e a l  t ransact ions  (e.g. i n d u s t r i a l  

sa les, t rade turnover and wage rece ip ts )  and current  monetary t ransact  i ons was 

taken as a s t a r t i n g  p o i n t  ins tead o f  t h a t  between GNP and cur rent  monetary 

transact ions. The r e s u l t i n g  estimates, which vary between 8 and 22 percent of 

n a t i o n a l  income, do not  only cover t ransact ions  which are omi t ted  from observed 

n a t i o n a l  income due t o  t h e i r  c landest ine  nature, bu t  a l s0  t ransact ions  t h a t  are 

omit ted due t o  s t a t i s t i c a l - t e c h n i c a 1  imprecision. The l a t t e r  are not  contained 

i n  our d e f i n i t i o n  o f  the hidden economy. 

I n  the unobserved var iab les  approach used by Frey and Pommerehne severa l  

observable determinants have an effe.ct on the s i z e  of the  hidden economy. This 

s i z e  cannot be observed d i  r e c t  ly, bu t  i s  r e f  l ec ted  i n  var ious observable 

ind ica tors .  The LISREL es t imat  i o n  procedure7) shows t h a t  ' t he  burden of 

d i r e c t  taxes', ' t he  burden o f  regu la t i on '  and ' the  tax  immora l i ty '  have a 

s i g n i f i c a n t  e f f e c t  on the s i t e  o f .  the hidden economy. The male p a r t i c i p a t i o n  

r a t e  and the hours worked are important i n d i c a t o r s  f o r  t h a t  size. The growth of 

GDP i s  not a very e f f e c t i v e  ind ica tor .  Cross-nation and t ime-series data were 

used t o  a r r i v e  a t  these resu l ts .  The procedure provides an i n d i c a t i o n  o f  the  

r e l a t i v e  s i ze  of the hidden economy i n  the var ious countries, hu t  does not  

y i e l d  estimates o f  t h e i r  absolute size, The r e l a t i v e  s i z e  o f  the hidden 

economies i n  the var ious count r ies  can be der ived from the est imated 

r e l a t i o n s h i p  between the determinants and the unknown hidden economy. To 

est imate the absolute s i ze  of the  hidden economy i n  each country i t  i s  

necessary t o  take est imates from a d i f f e r e n t  method as benchmark l e v e l s  f o r  two 

o f  the countr ies considered. The est imate f o r  t h e  Netherlands i s  9.2 percent of 

GNP (approximately 11 percent o f  net n a t i o n a l  income a t  f a c t o r  costs). L i k e  the  

other estimates us ing  t h i s  method t h i s  r e s u l t  i s  determined f o r  a la rge p a r t  by 

the choice of the benchmarks, wnich are estimates f o r  Sweden and Norway based 

on currency demand equations est imated by K lovtand (1980). 



The impress ion is t i c  approach does not  use one wel l -def ined es t imat ion  

method; i t  i s  based on personal  i n t e r p r e t a t i o n s  o f  the var ious pieces of 

avai  l s b l e  information, i n c l u d i n g  opinions o f  p ro fess iona l  experts  and o f  

p a r t i c i p a n t s  i n  the  hidden economy. Heer t je  was one o f  the f i r s t  economists i n  

the  Netherlands who, more than a decade ago, po in ted out  the importante o f  the 

hidden economy. He used in fo rmat ion  f r a n  various sources t o  get i n d i c a t i o n s  f s r  

the existence and the e f f e c t s  o f  hidden a c t i v i t i e s .  I n  Heer t j e  and Cohen 

(1980) 10 percent i s  considered as too  low an est imate f o r  the  hidden economy. 

La te r  Heer t j e  mentioned 20-30 percent  o f  n a t i o n a l  income i n  var ious discus- 

sions. Because o f  the  nature  o f  impress ion is t i c  est imates i t  i s  no t  q u i t e  

c lea r  which a c t i v i t i e s  are covered, bu t  i t  seems l i k e l y  t h a t  coverage o f  

something s i m i l a r  t o  p a r t s  11 and 111 in  f i g u r e  1 i s  suggested. 

I n  the survey method a, p re ferab l y  representat  ive, sample o f  t h e  populat  i o n  

i s  in terv iewed about t h e i r  p a r t i c i p a t i o n  i n  the  hidden economy. P a r t i c i p a n t s  

are asked about t h e i r  motives and hou and t o  what extent they are involved. 

Some surveys focus on the buyers o f  unreg is tered serv ices and goods, because 

these p a r t i c i p a n t s  o f  the hidden economy are not evading r e g i s t r a t i o n  

themselves and are less l i k e l y  t o  refuse co-operation f o r  t h a t  reason o r  t o  

g i ve  biased answers. Other surveys cover both buyers and sel lers,  which makes 

i t  poss ib le  t o  confront  est imates o f  the magnitude of hidden a c t i v i t i e s  from 

the demand and from the supply side. Our survey was exc lus i ve l y  d i r e c t e d  a t  

earners o f  hidden income. The r e s u l t s  o f  the most successfu l  i n te rv iew  method 

i n d i c a t e  t h a t  a minimum o f  1% o f  n s t i o n a l  inCome i s  hidden due t o  work on the  

side. Only p a r t  o f  components 11 end I11 i n  f i g u r e  1 i s  covered. F i r s t l y ,  the 

scope o f  the survey was l i m i t e d  t o  work-source income and secondly, on l y  very 

few respondents had extensive hidden incomes. This makes i t li k e l y  t h a t  peop l e  

who have the hidden economy as t h e i r  main source o f  income refused co-operat ion 

more than others o r  gave b iased answers. Consequently the survey r e s u l t s  mainly 

p e r t a i n  t o  people who earn something ex t ra  by working on the side. Numer ical ly  

they c o n s t i t u t e  the m a j o r i t y  o f  those who have a hidden income, b u t  probably 

they earn j u s t  a minor p a r t  o f  t o t a l  income i n  the hidden economy. 



3.2 A review of es t ima t ion  methods 

The methods used t o  descr ibe the hidden econmy are c l a s s i f i e d  i n  d i rec t ,  

i n d i  r e c t  and mixed methods8), Time-budget studies, the  survey nethod and 

tax  a u d i t i n g  are examples of d i r e c t  methods. The discrepancy method, t h e  

unobserved va r iab les  approach, the t ransac t ions  method s e n s i t i v i t y  ana lys i s  and 

the  currency demand method a re  i n d i r e c t  methods and the  c o l  lage method and the  

impress ion i s t i c  approach are  c l a s s i f i e d  as mixed methods. I n  d i r e c t  methods thc 

data are c o l l e c t e d  f rom p a r t i c i p a n t s  i n  the hidden economy and r e f e r  d i r e c t l y  

t o  the ob jec t  o f  research. Because the  data are obta ined a t  t h e  mic ro  level, 

hidden phenomena can be observed i n  combination w i t h  many o the r  var iables.  Not 

only  can the  magnitude and d i s t r i b u t i o n  of hidden a c t i v i t i e s  be studied, b u t  

some i n s i g h t  i n  the  s t r u c t u r e  and working o f  (components o f )  the  hidden economy 

can a l so  be gained. The concealment o f  hidden a c t i v i t i e s  i s  an important cause 

f o r  e r r o r s  i n  d i r e c t  methods. The b ias  var ies  w i t h  the type o f  a c t i v i t y :  l a rge  

scale and o ther  s e n s i t i v e  a c t i v i t i e s  are, f o r  example, more suscept ib le  t o  

underest imat ion than more commonly accepted involvement l i k e  working on the  

s ide f o r  a few hours a month, Because of t h e i r  coverage, t ime-budget s tud ies  

w i l 1  be considerably less a f fec red  by t h i s  type o f  b i a s  than surveys on 

unreported income. The u i  l li ngness o f  respondents t o  repo r t  var ious  ca tego r ies  

of hidden a c t i v i t i e s  i s  a f fec ted  by fac to rs  such as the  p o s s i b i l i t y  o f  ga in ing  

f rom unde r r e p o r t  i n g  and the  e f f e c t  ivenéss of the i n te rv iew  design i n  overcomi ng 

the repondent's avsrs ion  t o  r e p o r t  s e n s i t i v e  a c t i v i t i e s .  The f i l l i n g  i n  o f  t a x  

forms i s  an example o f  a d i r e c t  survey i n  wnich f i n a n c i a l  b e n e f i t s  and r i s k s  

are connected t o  underrepor t ing.  The survey presented here i s  an example o f  a 

study i n  uh ich  seve ra l  i n te rv iew  designs are used i n  an attempt t o  overcome the 

poss ib le  avers ion o f  respondents t o  repo r t  on s e n s i t i v e  issues. 

In i n d i  rec t  methods, a wel l -def ined moael describes how i n fo rma t ion  on 

hidden a c t i v i t i e s  can be der i ved  f rom ooservat ions on other, ' i n d i  r e c t  ' 
var iables.  Data i s  presented a t  $ome aggregate level, o f t e n  the macro-level. 

I n d i  r e c t  methods produce e s t  imates of t he magni tude o f  the hidden economy, they 

sometimes g i ve  some i n s i g h t  i n  i t s  s t r u c t u r e  bu t  genera l l y  f a i t  t o  descr ibe  hou 

i t  works. E r ro rs  can occur i n  var ious ways: (11 the model t h a t  descr ibes 

r e l a t i o n s h i p s  between hidden a c t i v i t i e s  and the  ' i n d i r e c t '  observat ions may be 

inadequate, (2)  i t  may be impossib le t o  w e r a t i o n a l i z e  model var iables, o r  (3) 

data f o r  ' i n d i r e c t '  v a r i a b l e s  may not  be ava i lab le .  For some i n d i r e c t  methods, 

which are t h e o r e t i c a l l y  i n t e r e s t i n g  and indeed innovat ive, bo th  the adequacy o f  

the model and the relevance of the ' i n d i r e c t '  da ta  f o r  t he  formulated model 

have been c r i t i c i z e d  i n d  one might ask uhether such i n d i r e c t  methods r e a l l y  



measure what they pu rpo r t  t o  measure, Mixed methods use both d i r e c t  and 

i n d i r e c t  data t o  descr ibe the hidden economy. The co l lage method, f o r  example, 

couples tax a u d i t i n g  data t o  r e s u l t s  from the discrepancy method and the  

impress ion i s t i c  approach employs var ious  research f i n d i n g s  w i t h  i n f o r m a t i o n  

f rom in te rv iews  w i t h  p a r t i c i p a n t s  i n  the hidden economy. E r ro rs  can occur i n  

mixed methods i f  est imates v i a  cons t i t uen t  methods do no t  cover t he  e n t i r e  

hidden economy o r  i f  double count ing  occurs. E r ro rs  i n  the  cons t i t uen t  methods 

a l so  a f f e c t  t he  q u a l i t y  o f  est imates v i a  mixed methods. 

We s h a l l  g i ve  a b r i e f  review o f  some of the c r i t i c i s m  on the methods 

presented i n  t a b l e  1 i n  terms o f  t he  f a c t o r s  t h a t  may cause e r r o r s  as 

descr i  bed above. Time-budget s tud ies  do no t  s u f f e r  p r i m a r i  l y  f rom sy stemat i c  

under repor t ing  o f  sens i  t i v e  issues, the main problems are the d e l i m i  t a t i o n  of 

'p roduct ive '  ac t  i v i t i e s  and the v a l u a t i o n  of 'p roduct ive '  non-market 

a c t i v i t i e s .  The survey method has a l i m i t e d  coverage a p r i o r i ,  because on l y  

work-source income was considered a su i  tab  l e  i n te rv iew  subject, The very  

l i m i  t ed  occurrence of l a  rge-sca l e  moon l i g h t e r s  among the respondents, probab l y  

due t o  the sensi t i v e  na tu re  o f  t h e i r  a c t i v i  t ies, f u r t h e r  reduces the  e f  f e c t i  ve 

coverage. I n  the accounting model o f  the discrepancy method i t  i s  assumed t h a t  

d i f f e rences  i n  def i n i  t i o n  and o ther  causes f o r  incomparabi li t y  betveen t h e  

f i s c a l  data and the n a t i o n a l  accounts f i gu res  can be removed o r  a t  l e a s t  kept 

w i t h i n  bounds. For some components o f  the discrepancy est imate o f  the  h idden 

economy, these bounds may be co wide that, f o r  example, the lower bound f o r  the 

corresponding hidden a c t i v i  t i e s  does not  exceed zero. The c l a s s i f  i c a t i o n  o f  GDP 

components according t o  t h e i  r suscept ib i  li t y  t o  f raud i n  the sensi t i v i  t y  

ana lys i s  has not been a sub jec t  of discussion, b u t  the s e l e c t i o n  o f  f e a s i b l e  

f r a u d  ra tes  f o r  the var ious  components has been c r i t i c i z e d .  The t ransac t i ons  

method assumes a constant r e l a t i o n s h i p  between cur ren t  monetary t ransac t i ons  

and GNP. The compression o f  the product ion  column i n  the past  decades makes i t  

p l a u s i b l e  t h a t  the r e l a t i o n s h i p  has no t  been constant over time. The q u a l i t y  o f  - 
data on monetary t ransac t i ons  i n  genaral i s  unce r ta in  and est imates o f  non- 

cu r ren t  monetary t ransac t  ions have been described as t e n t a t i v e  even by 

researchers app l y i n g  the t ransac t  ions method. I n  the unobserved va r iab  l es  

approach the d i s t i n c t i o n  between determinánts and i n d i c a t o r s  can be 

questioned. Why, f o t  example, i s  the va r iab le  which measures the t ime worked i n  

a forma1 job c l a s s i f i e d  as an i n d i c a t o r  anu no t  as a determinant f o r  

involvement i n  the hidden economy. I n  some cases the data used f o r  e s t i m a t i o n  

a r e  inadeauate g iven the d e f i n i t i o n  o f  the model var iables.  The co l lage 

method i s  probably no t  complete i n  i t s  es t ima t ion  of the hidden economy and 

some o f  the cons t i t uen t  est imates have been described as ten ta t i ve .  Est imates 

v i a  the imoress ion i s t i c  mnroach denend  nn thc 'sntinri i t rr fnment'  n f  t h e  



researcher. .They are made p lausib le  by qual i  t a t i v e  arguments but are not based 

on a wel1 defined method. V e r ï f i c a t i o n  i s  not possible because the estimates 

cannot be reproduced. 



4. Survey design 

4.1 Survey l i m i t a t i o n s  

The surveys whose r e s u l t s  are presented here are l i m i t e d  i n  scope. Only p a r t  of 

the p rev ious l y  de f ined hidden economy i s  covered. While in format ion  on 

work-source income can be obtained w i  t h  a nasonable chance o f  success, i t  was 

considered too d i  f f  i c u l t  t o  measure hidden income from other  sources 

systemat ical ly .  The t ime spent uork ing  f o r  pay may be reco l l ec ted  w i t h  some 

degree o f  accuracy. For regu lar  b lack  work such t ime use i s  p a r t  o f  the d a i l y  

r o u t i n e  and i n  the case of temporary work i t  i n t e r f e r e s  w i t h  i t  i n  such a way 

t h a t  it i s  l i k e l y  t o  be remembered. Ne i ther  o f  these e f f e c t s  apply t o  ob ta in ing  

e.g. i n t e r e s t  income. Saving money and rece iv ing  a compensation f o r  i t  are 

occasional and prima r i  l y  admin is t ra t  i v e  events. Not many survey respondents 

would be able t o  s t a t e  on the spot how much i n t e r e s t  they received i n  the  past  

year. Hidden income i s  a lso  earned through concealed a c t i v i t i e s  of 

entrepreneurs li ke o f  f-the-book sales and the padding o f  expenses. I f  t h i s  

income i s  no t  used t o  pay b lack labour, i t  can on ly  be measured i n  a survey by 

i n te rv iew ing  someone who has s u f f i c i e n t  i n s i g h t  i n t o  the business accounts. One 

problem i s  t h a t  no t  many such persons w i l l  be found i n  a randomly se lec ted 

sample; more important, however, i s  the  lack o f  w i  l l i ngness  t o  share 

in format ion  about concealed business a c t i v i t i e s  w i t h  an in terv iewer .  I t  may be 

expected t h a t  entrepreneurs are very re luc tan t  t o  g ive  t h i s  s o r t  o f  

in format ion, f o r  one reason because concealed business act  i v i  t i e s  are condemned 

more s t rong ly  i n  p u b l i c  op in ion  than moonlighting. 

In  i n t e r p r e t i n g  the  r e s u l t s  of t h i s  survey on hidden work-source income, the  

quest ion r i ses  whether a l  l forms of hidden labour are e f f e c t i v e l y  represented. 

We d i s t i n g u i s h  several  types of hidden labour9) in order  t o  make i t  eas ie r  t o  

answer t h i s  ques t i  on: 

(i) independent black labour invo lves  the i n fo rma l  pa id  a c t i v i t i e s  by 

i n d i v i d u a l s  f o r  o ther  i nd i v idua ls .  Such a c t i v i t i e s  i nc lude  hairdressing, 

domestic service, removals, plumbina, p a i n t i n o  and car  repair .  People 

invo lved i n  autonomous b lack labour w i l l  o f t e n  have t h e i r  customers among 

r e l a t  ives, fr iends, neighbours and other  a c ~ u a i n t  ances. 



(i i b lack labour i n v o l v i n g  enterpr ises  invo lves  work o f  i nd i v idua  1s f o r  

enterprises. Th is  work may be done u i t h  o r  wi thout  a formal labour 

contract. Examples o f  the f i r s t  subcategory are unreported overt ime o r  

o ther  p a r t i a l  r e g i s t r a t i o n  o f  the  working t ime o f  a fo rmal ly  r e g i s t e r e d  

employee. Examples o f  the second subcategory are  home work, r e c r u i t e d  

labour i n  construct ion, peak t ime assistance i n  the  r e t a i l  t r a &  o r  i n  

cafCs and restaurants. 

We expect t o  be able t o  measure the  f i r s t  category b e t t e r  than the  second. 

Independent b lack labour i s  widety accepted, no t  i n  the  leas t  because many 

people have made use o f  i t  i n  one fonn o r  another. Furthermore, one f e e l s  safe 

t a l k i n g  about i t  because one knows t h a t  t h i s  type o f  hidden uork i s  very 

d i f f i c u l t  t o  t race  by the  tax o f f i ce .  I n  an in te rv iew  people might be w i l l i n g  

t o  repor t  t h e i  r independent btack labour because i t  mainly invo lves  i n c i d e n t  al, 

non-essential earnings. I n  a d d i t i o n  there  i s  no need t o  p r o t e c t  an employer 

( the formal employer i s  punishable if he does not  s a t i s f y  emptoyment 

regulations, uhereas the i n d i v i d u a l  user  o f  independent serv ices i s  not). 

Another d i s t i n c t i o n  i s  the  one between l imited, occasional  ex t ra  earnings 

and extensive, recu r ren t  hidden income. The number o f  people f o r  which the  

hidden income from work i s  so extensive, t h a t  i t  forms the  major p a r t  o f  t h e i r  

e n t i r e  income i s  probably smal l  i n  the Netherlands. Th is  can be expla ined by 

the h igh  l e v e l  of 'guaranteed' we l fa re  income and the large number o f  uo rk ing  

hours needed t o  exceed t h a t  'guaranteed' o f  f i c i  a l  income. Workers on the  s ide  

w i l t  be more e f f e c t i v e l y  covered i n  the  survey than f u l l - t i m e  moonlighters. 

Despite the  l i m i t e d  coverage o f  the  survey, t he  i n fo rmat ion  a b w t  earners o f  

small  incomes w i l 1  g i ve  important  ins igh ts .  F i r s t l y ,  t h i s  group dominates t h e  

hidden labour market and can the re fo re  prov ide  important i n fo rma t ion  about it. 

Secondly, we s h a l l  l ea rn  which f a c t o r s  make a large number o f  people t ransgress 

the  tax law. Some o f  these f a c t o r s  are a l s 0  l i k e l y  t o  appty t o  the smal t e r  

number o f  large-sca l e  evaders. 

4.2 Methodology and design 

I n  surveys on s e n s i t i v e  top i cs  spec ia l  a t t e n t i o n  must be g iven t o  the  survey 

and quest ionnaire design. The tendency t o  refuse co-operation o r  t o  g ive  b iased 

answers makes i t  d i f f i c u l t  t o  judge the  v a l i d i t y  o f  the survey resul ts .  Experts 

i n  the  f i e l d  o f  research methodology have s ta ted  t h a t  many c h a r a c t e r i s t i c s  of 

the  survey rncthod may a f f e c t  the  r e ~ u l t s ' ~ ) .  Such c h a r a c t e r i s t i c s  are, f o r  

example, the  i n t r o d u c t i o n  o f  t h e  survey, the medium of  communi ca t i on  between 



resea rche r and respondent, the se lec t  ion, phrasing and order  o f  the  quest ions 

on the  s e n s j t i v e  subject, and t h e  perceived anonimity, bo th  towards t h e  

i n te rv iewer  and t o  the w t s i d e  world. 

S i x  survey methods were used i n  a study by t h e  Netherlands Centra1 Bureau of 

S t a t i s t i c s .  For each of t h ree  i n t e r v i e w  mediums (face-to-face, m a i l  and 

telephone) bo th  a d i r e c t  approach and a more gradual i n t r o d u c t i o n  of the key 

subject  uere employed. The gradual face-to-face method y i e l d s  the  h ighest  

magnitude o f  hidden a c t i v i  t ies.  I n  t h e  measurement o f  o the r  v a r i  ables and t h e i r  

r e l a t i o n s h i p  w i t h  hidden a c t i v i t i e s ,  t he  various methods are by and la rge  

comparable. I n  the  middle o f  1983 5560 persons o f  16 years and over 

(approximate l y  900 pe rsons per survey method) were randomly se l ec ted  f rom 

comparable munic ipal i t ies." )  From t h c  5560 persons selected, 2403 responded 

adequately. No replacements were used' i n  t ke  case o f  non-response. The response 

i s  low i n  comparison w i t h  most o ther  surveys. The d i f f e r e n c e  can be expla ined 

by the  s e n s i t i v i t y  of the  subject. This probably caused moonl ighters t o  refuse 

p a r t i c i p a t i o n  i n  the survey more o f t e n  than people who are no t  i nvo lved  i n  the  

hidden labour market ( s e l e c t i v e  non-response). I t  may a l so  be expected t h a t  

p a r t i c i p a t i n g  moonl ighters sometimes dcnied having any hidden income o r  

reported less than they a c t u a l  l y  received (underreport ing).  For these reasons, 

r e s u l t s  on the magnitude of hidden labour income must, even f o r  the most 

e f f e c t i v e  survey method, be i n t e r p r e t e d  as lower bounds. 

To check the representat  i v i  t y  o f  t he  survey respondents, several  background 

c h a r a c t e r i s t i c s  were compared w i  t h  populat  i o n  data. The comparison showed t h a t  

t he  u rban iza t i on  categor ies o f  respondents i n  p a r t  i c u l a r  do no t  r e f  l e c t  t he  

popu la t ion  s i t ua t i on ,  Th is  uas caused by the  s e l e c t i o n  o f  a r e l a t i v e l y  l a rge  

number of r u r a l  mun ic ipa l i t i es .  The prime c r i t e r i o n  f o r  the  s e l e c t i o n  o f  

m u n i c i p a l i t i e s  was the  comparab i l i t y  o f  the  var ious survey methods and f o r  

p r a c t i c a 1  reasons smal1 r u r a l  communities are overrepresented. Cor rec t ion  f o r  

t h i s  and f o r  o ther  minor biases can be achieved by weight ing procedures. The 

e f f e c t  o f  weight ing on the r e s u l t s  i s  small. For t h i s  reason, and t o  

ensure comparabi li t y  o f  u n i v a r i a t e  and unweighted m u l t i v a r i a t e  results,  a l  l 

r e s u l t s  presented here are unweighted. 



5. The hidden Labour market; cp in ions  and est imates 

5.1 Est imates 

Based on the  most e f f e c t i v e  survey method, the minimum number of p a r t i c i p a n t s  

i n  the  hidden labour market i s  est imated a t  1.2 m i l l i o n  (12% of  the popu la t i on  

over 16). Together they occupy the equ iva len t  of a t  l eas t  100,000 f u l l - t i m e  

jobs and earn over 3000 m i l l i o n  g u i l d e r s  (1% of  n a t i o n a l  income). Th is  imp l i es  

t h a t  the average p a r t i c i p a n t  earns approximately 2500 g u i l d e r s  pe r  year i n  

roughly one t e n t h  o f  a f u l l - t i m e  job. The f i g u r e s  presented here have a 

downward b i  as i f  se l e c t i v e  non-response o r  under repor t ing  occur red. But the 12% 

p a r t i c i p a t i o n  est imate w i l 1  probably be more accurate than the  est imate o f  300Q 

m i l l i o n  g u i l d e r s  f o r  income from work on-the-side. I n  t he  d i s t r i b u t i o n  o f  

hidden income, S7 percent  o f  t he  moon'lighters earned less than 1500 g u i l d e r s  

pe r  year, 39 percent  received between 1500 and 7000 gui lders, wh i l e  only  4 

percent had hidden incomes o f  more than 7000 gui lders.  

Table 2 describes the type o f  jobs done i n  the  hidden labour market and 

presents i n fo rma t ion  about the  wages, hours worked and income earned i n  t h e  

v a r i w s  categories. 



Table 2. Categories o f  hidden act  i v i  t i e s  

pp p P- p - p p - 

A c t i v i  t y  No. o f  Avarage Average Average 

pe rsons hou r l y  hou r s  h i dden 

invo lved wage worked income 

O f f i c e  jobs 

business and f i scat consu l t i ng 

music and remedial teaching 

designers, w t h o r s  and t y p i s t s  

Blue c o l l a r  jobs 70 

home maintenance 

r e p a i r  o f  cars and consumer d i r a b l e s  

const ruc t ion  work, f a c t o r y  work 

ag r i cu  l t u r e  

Household work and c leaning 18 

Reta i  l, hotels, res taurants  and cafes 19 

Other 40 

personal care, c h i l d  care 

var ious 

unknown 

g u i  l de rs  hours/ g u i  l de rs /  

yea r year 

- 

I f  more than one a c t i v i t y  was repor ted  only the  a c t i v i t y  on which most t ime was 

spent i s  i n c  luded. 

People w i t h  technica1 s k i l l s  appear t o  be abie t o  f i n d  work r e l a t i v e l y  easy, 

wh i le  admin i s t ra t i ve  jobs earn h igher  wages i n  the  hidden labour market. Jobs 

t h a t  do not  requ i re  spec i f  i c  schooling, li ke c leening o r  harsehold work, earn 

r a l a t i v e l y  low wages. 



5.2 Opinions 

Most respondents th ink  t h a t  moon l igh t ing  i s  widespread. As poss ib le  motives, one 

t h i r d  mention the  h igh  tax burden, another t h i r d  r e f e r  t o  'se l f ishness ' ,  one 

s i x t h  p o i n t  t o  f i n a n c i a l  problems and the remaining s i x t h  do no t  knou o r  

mention var ious  o the r  motives. People uho repo r t  p a r t i c i p a t i o n  i n  the  h idden 

economy respond t o  t h i s  ques t ion  i n  almost t he  Same uay as respondents who 

repo r t  non-par t i c ipa t ion .  P a r t i c i p a n t s  were asked whether t he re  had been more 

o r  less work f o r  them i n  the prev ious years. Near ly  h a l f  o f  them had no t  

n o t i c e d  any change, a qua r te r  had been asked f o r  jobs more often, w h i l e  

j us tove r  a qua r te r  repor ted  a reduc t i on  i n  work. Changing market cond i t i ons  

were a t t r i b u t e d  t o  the  economic recession. A r educ t i on  i n  job o p p o r t u n i t i e s  was 

s a i d  t o  be caused by consumers r a t h e r  doing the  work themselves, postponing i t  

o r  p u t t i n g  i t  o f f  a l together .  Increased a v a i l a b i l i t y  o f  moonl ight  jobs was 

a t t r i b u t e d  t o  the behaviour o f  those consumers who reduce costs by s u b s t i t u t i n g  

hidden f o r  forma1 labour. The o b j e c t i v e  o f  reducing costs i n  times of economic 

recession apparent ly  causes two movements o f  labour w i t h  respect  t o  t he  hidden 

labour market. I n i t i a l l y  cos ts  are reduced by s u b s t i t u t i n g  hidden f o r  o f f i c i a l  

labour: t h i s  makes the hidden labour market grou. A f u r t h e r  cost  reduc t i on  can, 

f o r  some services, be a t t a i n e d  by us ing  household o r  vo lun teer  ac t  i v i  t es  

ins tead o f  hidden labour. This  causes a con t rac t i on  o f  the hidden labour market. 

P a r t i c i p a t i o n  i n  the hidden labour market i s  not  seen as a very ser ious  

of fence by the  respondents i n  our survey. This  can be deduced from answers on 

quest ions about the seriousness o f  ten sc l ec ted  act  i v i  t ies .  Opinions about t he  

seriousness o f  moon l igh t ing  do no t  say everything; i t  i s  a l so  important  t o  know 

whether t he  personal  ap in ion  dcv ia tes  from the perce ived a t t i t u d e  o f  cent ra1  

au thor i ty .  I f  too  much tens ion  exists,  the  regu la t i ons  and laws t h a t  should 

govern people 's  ac t i ons  cannot e f f e c t i v e l y  be maintained. Therefore no t  on ty  

the own op in ion  of respondents was asked, bu t  a l so  t h e i r  percept ion  of t h e  

j ud i ca tu re ' s  judgement. F igure 2 describes the r e l a t i v e  seriousness o f  the  

var ious a c t i v i t i e s  by p a r t i c i p a n t s  and non -pa r t i c i pan ts  i n  the hidden labour 

market respect i v e l y .  More ser ious ac t  i v i  t i e s  are h igher  on the  scale . and 

downward s lop ing  l i n e s  i n d i  cate t h a t  respondents are more t o l e r a n t  about a 

p a r t i c u l a r  a c t i v i t y  than they would expect a judge t o  be. The personal  o p i n i o n  

deviates considerably from the perceived judgement o f  the j u d i c i a r y  f o r  

a c t i v i t i e s  such as he ro in  use and p ickpocket ing  on the  one hand and f o r  hidden 

a c t i v i t i e s  l i k e  s o c i a l  f r aud  and working on the s ide  on the  other.  Respondents 

personal  l y  condemn he ro in  consumption and p ickpocket ing  more harshly. Th is  

might i n d i c a t e  t h a t  they be l i eve  t h a t  these a c t i v i  t i e s  are no t  e f  f e c t i v e  l y  



dea l t  w i t h  by the j u d i c i  ary. For the  hidden a c t i v i t i e s  mentioned, respondents 

are more t o l e r a n t  than the  j u d i c i a r y  i s  thought t o  be. Respondents a r e  

p a r t i c u l a r  l y  t o l e r a n t  a b w t  moonl ight ing: they say i t  i s  on ly  marginal  l y  more 

serious than f o r  example c y c l i n g  w i thout  adequate l i g h t s  ( i t i  t h e  Netherlands 

one must have l i g h t s  on a b i k e  a f t e r  dark). Th is  means t h a t  hidden work i s  

c e r t a i n l y  no t  automat ical  l y  - repressed by people's opinions. 
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6, Determinants 

6.1 Economic and psycho log ica l  f ac to rs  

I n  some analyses o f  tax  behaviour, economic f a c t o r s  exc lus i ve l y  determine 

whether and hou much people uork 'on the  side'. The p u r s u i t  o f  f i n a n c i a l  gain, 

motivated by f i n a n c i a l  problems o r  mere 'sel f ishness',  may lead t o  evasion o f  

t he  payment o f  taxes o r  s o c i a l  premiums. I n  such an economic analysis,13) the  

dec is ion  t o  evade depends on fac to rs  l i k e  the  l e v e l  o f  taxes and premiums, t h e  

probabi li t y  o f  detect  ion, t he severeness o f  sanct ions, the  a t t i t u d e  touards 

r i s k  and the  a v a i l a b i l i t y  o f  more auspicious a l t e r n a t i v e s  t o  avoid o r  evade 

taxes. I n  some s i t u a t i o n s  tax  evasion i s  not the purpose but  a necessary side- 

e f f e c t  o f  another i r r e g u l a r  a c t i v i t y .  Th is  app l ies  f o r  example i f  one decides 

t o  evade regu la t ions  uhich p r o h i b i t  the establishment o f  a business o r  the 

employment o f  c e r t a i n  types of Labour. Here, the motives f o r  t ax  evasion a re  

not  exc lus i ve l y  f i n a n c i a l  and i t  w i l 1  be d i f f i c u l t  t o  value the  non-f inancia l  

gains i n  an economic model o f  evasion. 

From a f i s c a l - p s y c h o l o g i ~ a l  p o i n t  o f  view,14) not on ly  ob jec t i ve  economic 

motives p lay  a role, but  psycho log ica l  and s o c i a l  i ncen t i ves  and d i s incen t i ves  

are  involved as well. The tax system and the  uay i n  uhich tax laws are upheld 

may be considered as unfa i r .  D i s s a t i s f a c t i o n  w i t h  the mans o r  goals of 

government could make people decide t o  en te r  thc hidden economy. The 

psychological  and economic p o i n t s  o f  view can be connected t o  some extent. 

Soc ia l  and psycho log ica l  f ac to rs  a f f e c t  t he  tax a t t i t ude .  I f  t h i s  men ta l i t y  i s  

posi t ive,  o ther  determinants are i r re levant ,  sometimes on ly  up t o  a c e r t a i n  

p o i n t  ( i f  f o r  example ser ious f i n a n c i a l  problems occur) . I n  t h i s  view models 

t h a t  compare costs and b e n e f i t s  o f  tax  evasion only apply t o  people w i th  a 

negative o r  f l e x i b l e  tax  mental i ty .  



6.2 Motives, oppor tun i t i es  and background charac ter is t i cs :  i n d i v i d u a l  e f f e c t s  

P a r t i c i p a t i o n  i n  the  hidden labour market i s  governed by two main fac tors :  

f i r s t l y  the w i l l i ngness  t o  work 'on the  s ide '  (does one have incent ives  o r  

motives), and secondly the  p o s s i b i l i t y  o f  f i n d i n g  work (does one have the  

opportuni t ies) .  People must be both  w i l l i n g  and able t o  f i n d  a job i n  t h e  

hidden labour market. 

I n  the surveys, f i n a n c i  a l  problems, d i s s a t i s f a c t i o n  u i  t h  the  ( tax)  burden on 

marginal income and 'se l f i shness '  are f requen t l y  mentioned as motives, I n  t h e  

li terature, d i s s a t i s f  a c t i o n  u i  t h  the  means and goals of government, the 

existence of regu la t i ons  and p r o h i b i  t ions, normative considerat ions and the  

wish t o  have a job  are mentioned as motives together  w i t h  economic va r iab les  

l i k e  the  p r o b a b i l i t y  of detection, sanct ions and the  a t t i t u d e  towards r isk .  The 

oppor tun i ty  o f  f i n d i n g  a job  I o n  the s ide '  depends on both &mand and supply 

factors.  The type of labour of fered i s  an example of a demand factor ;  t he  t ime 

ava i l ab le  f o r  work 'on the  s ide '  and the  access t o  i t  (does one know the  r i g h t  

people) are supply factors.  Because no t  a l 1  motives and oppor tun i ty  f a c t o r s  can 

be adequately operat i o n a l i  zed severa l  background c h a r a c t e r i s t i c s  o f  the  

respondents are inc luded i n  t h e  analysis. Charac te r i s t i cs  l i k e  sex, age and 

incune p a r t  l y  determine opportuni  t ies, and t o  a lesser  extent, mot ives, 

To get a more balanced p i c t u r e  o f  the  detcrminants of working 'on t h e  s ide '  

students have been excluded from the data from which the f o l l o w i n g  b i v a r i a t e  

r e l a t i  onships are derived. Students form a separate category w i t h  a r e l a t i v e l y  

h igh reported p a r t i c i p a t i o n  r a t e  (more than 20%). This high p a r t i c i p a t i o n  

probably has s p e c i f i c  causes. F i r s t l y ,  many students have Ion  the  s ide '  jobs i n  

t h e i r  summer vacation, not  p r i m a r i  l y  because they want t o  evade taxes (no taxes 

are due i f  annual income i s  b e l w  a c e r t a i n  Level), bu t  r a t h e r  t o  remain 

e l i g i b l e  f o r  maximum f i n a n c i a l  support dur ing  t h e i r  study o r  because such 

temporary work i s  on ly  o f f e r e d  i n  the  f o n  o f  i n f o r m a l l y  p a i d  jobs. Secondly, 

working on the s ide i s  probably a more general ly  accepted phenomenon among 

students than among other  categories. Thfs would make i t  eas ie r  t o  r e p o r t  such 

a c t i v i t i e s  i n  a survey and would the re fo re  r e s u l t  i n  a r e l a t i v e l y  low b i a s  due 

t o  s e l e c t i v e  non-response o r  underreport ing. 
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Figure 3 presents the  p a r t i c i p a t i o n  ra tes  f o r  var ious categor ies of respon- 

d e n t ~ .  Several motives, oppor tun i ty  fac tors  and background c h a r a c t e r i s t i c s  are  

considered. Sme o f  the motives t h a t  are f requent ly  mentioned i n  the  l i t e r a t u r e  

& not  have the expected e f f e c t  on p a r t i c i p a t i o n .  The perceived fa i rness  of t he  

tax  system, f o r  example, does not  seem t o  be a s i g n i f i c a n t  f a c t o r  i n  

'moonl ight ing'  behaviour. A m a j o r i t y  o f  t h e  Dutch support t he  present system 

(they agree w i t h  progressive t a x a t i o n  o f  income, consider the  number o f  expense 

categories as adequate and do no t  e x c l u s i v e l y  mention t h e i r  income bracket  if 

asked which categories should g a i n  from a tax cut). People who disagree w i t h  

(aspects o f )  the  tax  system do n o t  show s i g n i f i c a n t l y  h igher  p a r t i c i p a t i o n  i n  

the  hidden Labour market. I t  i s  remarkable t h a t  the t h e o r e t i c a l l y  most 

important variable, the  perceived (marginal o r  average) tax  burden, has no 

e f fec t  on p a r t i c i p a t i o n  e i ther .  Only the (estimated) a c t u a l  marginal tax  r a t e  

has some effect,  as w i l 1  be shown i n  f i g u r e  4. Var iables which measure t h e  

a t t i t u d e  towards government do not  show a s i g n i f i c a n t  r e l a t i o n s h i p  w i  t h  working 

'on tha side'. D i s a f f e c t i o n  w i t h  government spending o r  w i t h  the  r o l e  o f  t h e  

government as mainta iner  of economic we l fa re  i s  not  r e f  l e c t e d  i n  higher 

p a r t i c i p a t i o n  rates. 

According t o  the r e s u l t s  presented i n  f i g u r e  3, a moderate o r  bad f i n a n c i a l  

p o s i t i o n  does not  seem t o  be an i n c e n t i v e  f o r  moonlighting. Espec ia l l y  people 

wi thout  f i n a n c i a l  problems p a r t i c i p a t e .  f t  i s  not  c lea r  t o  what extent  t h e i r  

f i n a n c i a l  hea l th  i s  gained w i t h  hidden income. A h igh  p r o b a b i l i t y  of de tec t i on  

i s  apparent l y  a very s t rong d i  s incen t i ve  f o r  pa r t i c ipa t i on ;  people a l so  repor t  

moonl ight ing less o f t e n  i f  r e l i g i o n  p lays  an important r o l e  i n  t h e i r  l ives.  A 

comparison o f  a hidden a c t i v i t y  l i k e  working on the  s ide w i t h  f a i r l y  innocent 

t r a f f i c  v i o l a t i o n s  l i k e  i n c o r r e c t  park ing  and c y c l i n g  w i thout  proper l i g h t s  

(see f i g u r e  2) gives an i n d i c a t i o n  o f  the perceived seriousness o f  

such hidden a c t i v i t i e s .  F igure 3 shows t h a t  the p a r t i c i p a t i o n  r a t e  i s  

considerably h igher when they are not  condemned st ronger than minor t r a f  f i c  

o f  fences. 

Figuce 4 shows the r e l a t i o n s h i p  between the  p a r t i c i p a t i o n  r a t e  and the  

(estimated) burden on marginal  income. Generally, a h igher  income imp l ies  a 

h igher burden, bu t  f o r  receivers o f  s o c i a l  bene f i t s  t h i s  mechanism does not  

apply. Much, o r  even a l l ,  o f  self-earned income i s  deducted frm the s o c i a l  

benef i t .  This makes the burden on marginal income very h igh  f o r  t h i s  low income 

group. Gershuny c a l l s  t h i s  phenomenon t h e  'poverty trap' ,  One o f  i t s  e f f e c t s  i s  

demonstrated i n  f i g u r e  4: people on s o c i a l  benef i t s  are invo lved i n  





moonl ight ing more o f t e n  than any o the r  category ( t h i s  high p a r t i c i p a t i o n  does 

however not. imply greater  benefits, because t h e i r  wage r a t e  i s  r e i a t i v e l y  

low). The survey r e s u l t s  a l s 0  showed t h a t  one does n o t  have a very accurate 

p i c t u r e  o f  h i s  o r  her tax  burden. This expla ins the d i f f e r e n t  explanatory power 

of the  perceived versus the  a c t u a l  tax  burden, b u t  i t  i s  puzz l i ng  why the  

ac tua l  tax  burden a f f e c t s  p a r t i c i p a t i o n  where the  perceived tax  burden, a key 

va r iab le  i n  many theo re t i ca1  explanations, does not. 

Work experience and educat ion are  cppor tun i ty  f a c t o r s  which con t r i bu te  t o  

the  q u a l i t y  o f  labour, They have a s i g n i f i c a n t  e f f e c t  on the  p o s s i b i l i t y  t o  

f i n d  'on the  s ide '  jobs (see f i g u r e  3).  f t  mat ters however what k i n d  o f  work 

experience one has: techn ica1 work experience i s  considerably more benef i c i a l  

than experience i n  o f f i c e  jobs. The h igher p a r t i c i p a t i o n  r a t e  of people w i t h  

more regu lar  working hours i s  unexpected. I t  can be expla ined by t h e  

i n t e r a c t i o n  u i t h  determinants t h a t  have a p o s i t i v e  e f f e c t  on p a r t i c i p a t i o n .  

People wih a long regu la r  working week obviously have recent work experience 

and they genera l ly  have above average education wh i le  people w i t h  more f r e e  

t ime tend t o  miss the c h a r a c t e r i s t i c s  t h a t  g ive  them the chance t o  use t h a t  

t ime f o r  uork 'on the side'. I f  such i n t e r a c t i o n s  are taken i n t o  account, l i k e  

f o r  example i n  the  m u l t i v a r i a t e  analyses i n  the next  subsection, t he  working 

t ime o r  f ree  t ime does no longer a f f e c t  pa r t i c ipa t i on .  

With respect t o  the  background c h a r a c t e r i s t i c s  we see t h a t  males, people 

aged from end twent ies t i l 1  mid f o r t i e s  and people w i t h  h igh  personal  income 

who as a g r w p  tend t o  have a s t rong p o s i t i o n  i n  the formal  labour market a l s0  

have a h igh  p a r t i c i p a t i o n  i n  the  hidden economy. As 'second jobbers '  they earn 

h igh  black wages (near ly  twenty g u i  l de rs  pe r  hour) and work r e l a t i v e l y  few 

hours m the side, which r e f l e c t s  the  l i m i t e d  a v a i l a b i l i t y  o f  t ime and the  h i g h  

marginal u t i  li t y  o f  le isure.  Females, people under 26 years o f  age and the  low 

income brackets are less successfu l  i n  the  formal labour market. They are a l so  

i n  a less favourable p o s i t i o n  f o r  g e t t i n g  jobs 'on the side'. With the 

exception o f  younger people, t he  p a r t i c i p a t i o n  r a t e  i s  r e l a t i v e l y  low. 

P a r t i c i p a n t s  have low black wages (approximately 12 gu i  l de rs  pe r  hour), which 

are compensated by working more hours. This i s  poss ib le  g iven the o f t e n  greater  

f l e x i b i l i t y  in  the  a l l o c a t i o n  o f  time. 



A g rea te r  i n c l i n a t i o n  t o  do jobs on the s ide i s  no t  t h e  on ly  poss ib le  

explanation'  f o r  the  h igher p a r t i c i p a t i o n  ra tes  o f  people on the  upper end of 

the scale. I t  might a lso  r e f  l e c t  a g rea te r  w i l l i ngness  t o  repor t  hidden work 

i n  a survey. This i s  q u i t e  a common phenomenon i n  surveys about s e n s i t i v e  

issues, espec ia l l y  f o r  h igher  educated pecple. 

6.3 Motives, oppor tun i t i es  and background charac ter is t i cs ;  j o i n t  e f f e c t s  

From f i g u r e  3 one might conclude t h a t  people wi thout  a job  are, even when they 

have work experience, less o f t e n  invo lved i n  hidden work than o f f i c i a l l y  

employed persons. Such a conclus ion seems t o  con t rad ic t  the f i n d i n g  i n  f i g u r e  4 

t h a t  rece ivers  o f  s o c i a l  bene f i t s  have a h igher p a r t i c i p a t i o n  rate. The 

conclusion, however, does not  take int0 account the d i f f e rence  between the  two 

groups in, f o r  example, age and education. I f  these d i f f e rences  are taken i n t o  

account, then i n a c t i v e  people w i t h  work experience p a r t i c i p a t e  more o f t e n  than 

comparable a c t i v e  persons. This would f o l l o w  from a m u l t i v a r i a t e  ana lys is  i n  

which a l 1  determinants j o i n t l y  e x p l a i n  the  behaviour w i t h  respect t o  

p a r t i c i p a t i o n  i n  the  hidden labour market. For the  purpose o f  exp la in ing  j o i n t  

e f fec ts  l o g i t  ana lys is  was used. The b lack wages and the  time spent on hidden 

uork are expla ined i n  regression analyses. 

I n  a l o g i t  analysis, the probabi li t y  p t h a t  a person works 'on the  s ide '  i s  

a non-l inear func t i on  o f  several  o f  t h a t  person's c h a r a c t e r i s t i c s  xi. The 

value o f  t h i s  f u n c t i o n  i s  always between O and 1: 

Most o f  the x,'s a re  &mmy v a r i  ables; age and income are the on ly  continuous 

v a r i a b l e ~ . ~ ~ )  ' I n  a f i  r s  t step o f  the l o g i  t ana lys is  the var iab les  discussed 

i n  the previous sec t i on  were included, but  i n  successive steps va r iab les  were 

excluded if none of t h e i r  c  lasses con t r i bu ted  t o  the exp lanat ion  (It l>l). 
Table 3 presents the r e s u l t s  o f  t he  f i n a l  step. Estimated c o e f f i c i e n t s  f o r  

dummy va r iab les  i n d i  cate dev ia t ions  f rom the  reference grwp.  The coe f f  i c i e n t  

o f  -0.37 i n  the  f i r s t  row, f o r  example, i nd i ca tes  t h a t  people who s t r o n g l y  

disapprove o f  tax evasion tend t o  work less  o f t e n  'on the s ide '  than people i n  - 
the reference group, who are more t o l e r a n t  of tax  evasion. I f  a person i n  
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Table 3. P a r t i c i p a t i o n  i n  the  hidden labour market, l o g i t  analysis; 1982/83 

type o f  var iable*)  en t i na ted  t-va l u e  
coef f i c i e n t  

MOTIVES 
D i  saooroval o f  f ax  Evasion - r e l a t i v e l y  s t rong - not  very s t rong 

Poverty t r a p  - on soci  a l  benef i t - other  

Probabi li t y  o f  de tec t i on  - high - low 

OPPURTUNITY VARIABLES 
Work experience - none - in  technica1 jobs - i n  o f f i c e  jobs - o the r  ( i nc lud ing  

unsk i l led  jobs) 

Education 
-a ry - secondary, t e r t i a r y  

BACKGROUND CHARACTERISTICS 
Sex - - male - female 

- (years/lOO) squared 

Net monthly income - gu i  lders/1000 

Student? - yes - no 

Degree o f  urbanfz a t  i o n  - r u r a l  - semi-urbanized - urbanized 

C ons t ant 

*) d = dummy variable, c = cont inuous variable, R = reference group 



t h e  reference group i s  30 years o f  age and earns 2000 gu i  lders  per  month, there  

i s  a 4% p r o b a b i l i t y  o f  p a r t i c i a t i o n .  I f  one has a t e r t i a r y  education and a 

techn ica l  job t h i s  p r o b a b i l i t y  i s  10% (as can be seen by s u b s t i t u t i n g  t a b l e  

values i n  the l o g i t  formula). The l o g i t  ana lys is  l a r g e l y  conf irms the  r e s u l t s  

presented i n  the previous section. Fear o f  & t e c t i o n  i s  a d i s incen t i ve  f o r  

p a r t i c i p a t i o n  i n  the  hidden labour market, wh i le  the h igh  burden on marginal  

income i s  a motive f o r  receivers o f  s o c i a l  benefi ts.  People who associate tax 

evasion w i t h  minor t r a f f i c  offences tend t o  p a r t i c i p a t e  more o f t e n  than those 

who disapprove more strongly. Opportuni ty  fac to rs  are important i n  determining 

whether one works on the s ide  o r  not. Welt educated males i n  a t e c h n i c a l  job 

have re levant  q u a l i t i e s  f o r  g e t t i n g  hidden work and they a c t u a l l y  seem t o  get 

it. Students form a separate category w i t h  a h igh incidente o f  hidden uork. 

One quest ion i s :  who gets invo lved . in  the hidden labour market. The r e s u l t s  

o f  the l o g i t  ana lys is  show who i s  more and who i s  less l i k e l y  t o  p a r t i c i p a t e .  A 

second quest ion  i s  about the nature of the  involvement. Hou much t ime does a 

p a r t i c i p a n t  spend working on the  side, what are the  wage ra tes  and hou much 

i n c m e  i s  received. I n  the  f i r s t  place, a wage equation i s  estimated. Th is  

equation describes the  r e l a t i o n s h i p  between the  repor ted  wage r a t e  i n  t h e  

hidden economy and i t s  determining factors.  Next an equat ion i s  est imated f o r  

the extent  of the  involvement, measured i n  hours worked. The two equations can 

be combined t o  est imate the  hidden income received. 

Wage d i f f e r e n t i a l s  occur i n  the  hidden labour market j u s t  as they do i n  the  

formal economy. Various, main ly  qua l i t a t i ve ,  analyses of the  hidden labour 

market i n  t h e  Netherlands descr ibe fac tors  a f f e c t i n g  the  wage level .  

L u t t i k h u i z e n  (1985)  mentions f o r  example the  type o f  work, the  work experience 

and the l e v e l  of t ra in ing .  Somttimes p r i c e  d i s c r i m i n a t i o n  occurs because 

moonl ighters ask f o r  more o r  less depending on t h e i r  r e l a t i o n  w i t h  the people 

f o r  whom they work. Re la t ives  and acauaintances are charged less f o r  the Same 

job  than strangers o r  formal enterpr ises.  The survey r e s u l t s  presented i n  t a b l e  

4 might demonstrate t h i s  d i f f e r e n t i a l  treatment. But the  d i f f e r e n c e  i n  wages 

can a lso  be expla ined by a b e t t e r  remuneration of market-type jobs compared t o  

household-type jobs. 



Table 4. In termediar ies  f o r  jobs on the  side; 1982/83, unweighted, students 

exc luded 

Number o f  

p a r t i c i p a n t s  

Connection 

w i t h  hidden job  

Average 

wage 

emp loyers, c o l  leagues 28 

f ami ly, acquai ntances 98 

unknown 22 

g u i l d e r s  per  hour 

27 

14 

15 

Moonl ighters f o r  which data were incomplete o r  u n r e l i a b l e  are omi t ted  i n  

the  es t imat ion  of the  wage equation. For t h e  125 remaining observat ions 

l o g a r i  thms are taken f o r  a l  l continuous variables. A stepwise procedure was 

used t o  r e t a i n  on ly  va r iab les  w i t h  t-values exceeding 1. Resul ts  are presented 

i n  tab l e  5. Jobs w i  t h  c o l  leagues o r  employers as in termediar ies  ha-~e 

considerabiy h igher  wage rates, o f f i c e  jobs earn mare than unsk i  l l e d  jobs and 

the  compensation i n  urban areas i s  h igher than elsewhere. Students and oLder 

people receive low wages i n  the hidden economy. Students seem t o  be w i  l l i n g  t o  

compete w i t h  t h e i r  wage r a t e  f o r  i job, whereas f i n a n c i a l  g a i n  i s  o f t e n  not  the  

prime motive f o r  o l d e r  people. Older people usua l l y  do the  work f o r  f am i l y  o r  

f r i ends  and would i n  many cases do i t  even wj thout  payment. I n  summarizing the  

r e s u l t s  on the  wage ra tes  i t  i s  concluded t h a t  var iaus f a c t o r s  which a f f e c t  

wage ra tes  i n  the  formal economy, a l s o  p lay  a r o l e  i n  the  exp lanat ion  o f  hidden 

market wages. 

I n  the formal labour market many people uork around 40 hours a week. The 

investment of t ime i n  the  hidden Labour market i s  considerably smaller, bu t  

shows greater  var ia t ion .  A regress ion equation i s  est imated t o  determine which 

f a c t o r s  exp la in  these var ia t ions .  I n  a d d i t i o n  t o  cppor tun i t y  va r iab les  and 

background character is t ics,  the hidden market wage r a t e  i s  inc luded as an 



Table 5 .  Wages i n  the  hidden labour market, regression analysis; 1982/'83 

type o f  va r i  ab te*) es t ima ted  t-va l u e  
coef f i cien t  

Educat i o n  - primary, secondary R -- ---- - t e r t i a r y  d O. 18 (1.4 1 

Connection w i t h  hidden job - employer, colleagues - f riends, acquai ntances 

Type o f  hidden job 

- technica1 jobs - o the r  ( i nc lud ing  
unsk i l led jobs) 

Sex - male - female 

Age ( l o g a r i  thm) 

Houschold s i z e  - 1 person - more persons 

Student? - yes - n0 

I n a c t i v e  because o f  age? - o l d e r  than 65, pensioners 
and e a r l y  re t i rements  - o t h e r  

Degree o f  urbaniz a t  i o n  - rural,  semiurbanized - urbanized 

Receiving s o c i a l  benef i t s ?  - yes 

Constant 

*> d = dummy, c = continuous variable, R = reference group 



Table 6. Time spent i n  the hidden Labour market, regression analysis; 19821'83 

type of v a r i  able*) es t imated t-va lue  

coeff  i c i e n t  

Hidden wage r a t e  ( logar i thm),  

Sex - - male 

- female 

Household s i ze  

- single  person 

- more persons 

Student? 

- yes 

Constant 4.95 (14.6 ) 



explanatory variable.") The number o f  observat ions i s  110. Compared u i  t h  the 

es t imat ion  o f  the wage equat ion, some observat ions have been exc luded. In  these 

cases the  hidden work had a very occasional character w i t h  only a marginal 

investment o f  time. For t h i s  smal1 group o f  p a r t i c i p a n t s  d i f f e r e n t  f a c t o r s  are  

assumed t o  determine the ex tent  o f  t h e i r  involvement. J u s t  as i n  the  es t imat ion  

o f  t he  wage equation, na tura1 logari thms were taken o f  c o n t i n u w s  var iab les  on 

both sides o f  t he  equation and a stepuise procedure was followed. The r e s u l t  of 

the f i n a l  regression i s  presented i n  t a b l e  6. Most conspicuous i s  t h e  

s i g n i f i c a n t  negat ive r e l a t  ionsh ip  between hours worked and the wage rate. The 

marginal u t i  l i t y  o f  l e i s u r s  t ime seems t o  be h igher f o r  people w i t h  h igh  b lack  

wages. People w i t h  h igh  black wages tend t o  work more hours i n  the forma1 

economy and as a consequence have less t ime f o r  le isure.  They are less i n c l i n e d  

t o  trade t h e i r  remaining l e i s u r e  t ime f o r  working t ime i n  the  hidden economy. 



7. D i s t r i b u t i o n  o f  hidden labour income 

I n  a c y c l i c a l  theory of the  hidden l a b w r  market the formal economy uses the 

hidden Labour market as a reservoi r .  I n  times o f  economic recession the  people 

uho are redundant i n  the  formal labour market o r  who do not  have access t o  

formal jobs are  shunted i n  in fo rma l  jobs. In  times o f  economic growth t h e  

formal economy r e c r u i t s  people from the hidden labour market. According t o  t h i s  

' b u f f e r  theory '  one would, i n  times o f  economic recession, expect a hidden 

labour market dominated by people who are i n  a disadvantageous p o s i t i o n  w i t h  

respect t o  the  formal  labour market. Hidden jobs would compensate those who are  

worse o f f  i n  the  formal  economy. A n  attempt i s  made here t o  ansuer t h e  quest ion 

whether t h i s  compensation r e a l l y  ex is ts .  

For several socio-economic categor ies w i t h  vary ing oppor tun i t i es  i n  t h e  

formal labour market, est imates are made o f  the f i n a n c i a l  b e n e f i t s  from hidden 

work. For each category a p a r t i c i p a t i o n  r a t e  i s  est imated from the Log i t  

ana lys is  and t h e  hidden labour income per  p a r t i c i p a n t  i s  determined from the  

regression r e s u l t s  on wage ra tes  and hours worked i n  the hidden labour market. 

These estimates are combined t o  c a l c u l a t e  the per  cap i ta  hidden income f o r  each 

socio-economic category.17) I n  t a b l e  7 s i x  main categor ies are d i s t i ngu ished  

according t o  sex, work experience and education. These c h a r a c t e r i s t i c s  are  

taken t o  i n d i c a t e  me's  oppor tun i t i es  on the formal labour market. Students and 

pensioners are excluded f rom the  ana lys i s  as they have not  yet entered o r  

have already L e f t  the formal l a b a t r  market. 

The r e s u l t s  i n  the  t a b l e  show t h a t  both f o r  men and women the  per  c a p i t a  

income from moonl ight ing decreases w i  t h  d imin ish ing work expe r ience and 

education. I n  addit ion, the  income Level i s  cons is ten t l y  lower f o r  women than 

f o r  men. We s h a l l  t he re fo re  c e r t a i n l y  not  conclude t h a t  people w i t h  l i m i t e d  - 
oppor tun i t i es  i n  the  formal  economy are compensated by income from hidden 

jobs. The r e s u l t s  would r a t h e r  i n d i c a t e  t h a t  success i n  the  formal Labour 

market generates oppor tun i t i es  i n  the  hid&n economy. 



Table 7. Oppor tun i t ies  i n  the formal labour market and hidden labour income; 

est imates * 

number p a r t i c i -  wage hours Pc r 

o f  res- p a t i o n  r a t e  worked c a p i t a  

pondents r a t e  per  par- hidden 

t i c i p a n t  income 

oppor tun i ty  charac ter is t i cs** )  

sex work educat i o n  

experience 

*l Students and pensioners excluded. Est imates based on the r e s u l t s  o f  the  

l o g i t  and regression analyses. 

**) sex : + = male; - = female 

work experience: + = employed; o = previous uork experience; 

- = no work exper i  ence 

educat i o n  : + = secondary and higher; - = pr imary education 

Consequent ly, p l u s  s igns i n d i c a t e  b e t t e r  oppor tun i t i es  i n  the formal  

labour market. 

***) P a r t i c i p a t i o n  ra tes  and wage ra tes  are rwnded  o f f  t o  i n tegers  and hours 

worked and per  c a p i t a  hidden income t o  quintuples. 



8. Summa r v  and conc l u s  i ons 

A l te rna t i ve  conc5pts o f  the 'hidden economy' a re  s tud ied from var ious  p o i n t s  o f  

view. Th is  i s  one of the  reasons f o r  the  many d i f f e r e n t  terms and the  wide 

range of estimates. Tax O f  f ices, na t  i o n a l  accounts s t a t i s t i c i a n s  and 

Departments o f  Employment, f o r  example, want t o  know which a c t i v i t i e s  each of 

them f a i t  t o  r e g i s t e r  &e t o  concealment by people invo lved i n  these 

a c t i v i t i e s .  To a c e r t a i n  ex tent  the  i n s t i t u t i o n s  r e g i s t e r  common a c t i v i t i e s ,  

bu t  o v e r a l l  they r e g i s t e r  d i f f e r e n t  things. They sometimes use incompat ib le 

concepts, d i f f e r e n t  coverage o r  incomparable c l a s s i f i c a t i o n s .  S t i l l ,  est imates 

o f  t he hidden economy are compared wi thout  reference t o  these d i f  ferences and 

i n v a l i d  conclusions are  drawn from i n d i v i d u a l  est imates o r  studies. In  var ious 

s tud ies  a loose d e f i n i  t i o n  o f  the spec i f  i c  concept o f  ' the  hidden economy' 

used, cont r ibu tes  t o  these mis in terpre ta t ions .  Here, a n a t i o n a l  accounts 

d e f i n i t i o n  of p roduct ion  and o f  corresponding income d e l i m i t s  which 

'product ion '  o r  'income ' could possib l y  be considered, Income i s  c a l  l e d  

'hidden' i f  i t  i s  no t  rea i s te red  by the tax  o f f i c e  o r  by the i n s t i t u t i o n s  

responsible f o r  the  payment of s o c i a l  benef i ts .  I n  addition, the  non- 

r e g i s t r a t i o n  must have been caused by people who evade a forma1 o b l i g a t i o n  t o  

do so. 

The empir ica1 r e s u l t s  presented here are based on survey research i n  which 

several  methods were app l ied  i n  an attempt t o  overcome s o m  o f  the problems . 

associated w i t h  i n te rv iews  concerning s e n s i t i v e  issues. Spec ia l  a t t e n t i o n  was 

given t o  the  i n t r o d u c t i o n  o f  t he  survey, the selection, f o rmu la t i on  and 

order ing  o f  the  questions, the  degree o f  d i rectness o f  the i n te rv iew  and the  

anonimity o f  the respondents. For each method a random sample was drawn and 

together  more than 55GO people o f  16 years and over were selected o f  which 

more than 2400 responded. The survey. was d i rec ted  a t  the p a r t  o f  hidden income 

which i s  a compensation f o r  work. The exc lus ion  o f  non-Labour income has t o  do 

w i  t h  the assumed l i m i  t e d  capabi li t y  o f  surveys i n  ob ta in ing  in format  i o n  about 

the hidden economy. Even w i t h i n  the  l i m i t a t i o n  t o  hidden income from work i t  i s  

u n r e a l i s t i c  t o  expect t h a t  a l 1  such income w i l 1  be measured. The best  o f  t h e  

selected survey methods i s  s t i l  l suscept ib le  t o  underreport ing and se lec t  i v e  

non-response. The smal1 category of large-scale moonl ighters i s  

underrepresented, bu t  the  survey r e s u l t s  do bear upon the  large remaining group 

o f  workers on the  side, I f  one uere t o  assume t h a t  the  behaviour o f  bo th  groups 

i s  governed by the Same factors, the  re la t i onsh ips  presented here would 



receive a more genera1 in te rp re ta t i on .  Summarizing, the l e v e l  o f  hidden labour 

income may be underestimated, bu t  the  r o l e  of determinants o f  moonl ight ing 

b e h a v i w r  i s  probably described more accurately. 

The l e v e l  o f  moonl ight ing a c t i v i t y  can on ly  be described by lower bounds: 

10% f o r  the p a r t i c i p a t i o n  r a t e  and 1% o f  n a t i o n a l  i n c m e  f o r  the hidden labour 

income. P a r t i c i p a t i o n  i n  the  hidden l a b a i r  market i s  determined by incent ives  

l i k e  a low p r o b a b i l i t y  of de tec t i on  and a t o l e r a n t  a t t i t u d e  towards tax  

evasion, by oppor tun i ty  fac to rs  l i k e  experience, p a r t i c u l a r l y  in  technica1 

jobs, and education and by background c h a r a c t e r i s t i c s  l i k e  sex and age, The 

h igh  tax  burden i s  no t  as important a motive f o r  uork ing  on the  s ide  as many 

theor ies on the hidden economy suggest. 

A t  one end o f  the hidden labour market i s  a category of, o f t e n  female, 

p a r t i c i p a n t s  t h a t  receive low hour ly  wages, but  work r e l a t  i v e l y  many hours, 

o f ten  i n  unski  l l e d  jobs. They f i n d  t h e i r  jobs v i a  f r i ends  and acquaintances and 

have few oppor tun i t i es  i n  the  formal economy. A t  t he  o ther  end there  are t h e  

mainly male p a r t i  c ipants uh0 receive r e l a t i v e l y  h igh wages, b u t  have l i m i  t e d  

t ime f o r  moonlighting. They f i n d  s k i l l e d  jobs on the  side, p a r t l y  v i a  employers 

o r  colleagues, and are a l s0  wel1 q u a l i f i e d  f o r  formal  jobs. This d i s t i n c t i o n  

betueen categor ies i s  a l s0  r e f l e c t e d  i n  the  est imated wage equat ion i n  which 

s k i l l e d  ( o f f i c e )  jobs and jobs found v i a  employers o r  colleagues pay h igher 

uages, espec ia l l y  i f  they are done by men. Age and urbanizat ion, i n  addition, 

have a p o s i t i v e  e f f e c t  on the black wage rate. Pensioners work f o r  lower uages, 

probably because f i n a n c i a l  ga in  i s  no t  t h e i r  dominant motive f o r  working on t h e  

side, and students because they are w i l l i n g  t o  accept lower pay t o  get  a job. 

The est imated equation f o r  t ime spent i n  the  hidden labour market a l s0  supports 

the  above d i s t i n c t i o n  i n  categories. Males and people on h igher black wages 

work fewer hours. I n  addition, students work more and people from s i n g l e  person 

households work less. 

I n  studying the d i s t r i b u t i o n  o f  hidden lahour income over var ious socio- 

economic categories, no support i s  found f o r  the hypothesis t h a t  t he  hidden 

labour market compensates those who are i n  an unfavourable p o s i t i o n  w i t h  

respect t o  the  formal labour market. The survey r e s u l t s  would g ive  more support 

t o  the hypothesis t h a t  the hidden Labour market i s  espec ia l  l y  benef i c i a l  t o  



people who are already q u a l i f i e d  t o  earn money i n  the formal economy. This 

makes i t  implausible t ha t  a pure bu f f e r  theory of  the hidden labour market 

app li es. 

Observations by moonlighting respondents w i th  respect t o  the devetopment of  

the hidden labour market over the past years give no i n d i c a t i o n  of an explosive 

growth. O f  the respondents t ha t  had seen any change, approximately h a l f  had 

not iced a reduction o f  jobs on the s ide and the other h a l f  had seen an 

increase. Given the causes mentioned f o r  the changes, i t  i s  concluded t ha t  

there was an i n f  low of work f rom the formal economy, but t ha t  an ou t f  low 

ex is ted a t  the Same time. The l a t t e r  was caused by subs t i t u t i on  of  household 

work f o r  work on the hidden labour market o r  by postponing jobs o r  p u t t i n g  them 

of f ent i re ly .  I n  a l 1  f lows between formal, hidden and household economy the 

moonlighters saw the reduct ion o f  costs as the consumer8s prime motive. 



Notes 

1) See f o r  example Carson (1984) 

2)  Transact ions have a u i d e r  i n t e r p r e t a t i o n i n  i n  the  n a t i o n a l  accounts than 

usual. Not only the t r a n s f e r  o f  goods and services, money and o ther  assets 

between economic agents i s  considered, bu t  a l so  economic a c t i v i t i e s  i n  

which no other  p a r t i e s  are  invo lved l i k e  the consumption o f  f i x e d  capi ta l ,  

t h e  use o f  a v a i l a b l e  stocks, e t ce te ra  r e s u l t  i n  transact ions. See CBS 

(1985). 

3) For the inc luded non-market a c t i v i  t i e s  ( a g r i c u l t u r a l  product i o n  f o r  own 

use, e tce tera)  an income i s  imputed. 

4) See O. Hawrylyshyn (1977). The c r i t e r i o n  s ta tes  t h a t  a c t i v i t i e s  are 

product ive  i f  they may be done w i t h  the Same r e s u l t s  by someone e l se  than 

the  person b e n e f i t t i n g  therefrom f i ' n  other  words: i f  h i r e d  Labour can 

achieve the Same resu l ts ) .  

5 )  Monetary t ransact ions  which do not generate income, such as pu re l y  

f i n a n c i a l  t ransact ions, cur rent  and cap i ta1  transfers, must be excluded. 

6) Some non-market act i v i  t i e s  which are re levant  f o r  the  determinat ion  of GNP 

are not  inc luded i n  these estimates. 

7) See K.G. Joereskog, 1969, 'A  General Approach t o  Confirmatory Maximum 

L i k e l i h o o d  Factor  Analysis', Psychometrica 34, pp. 183-202 

8) A s i m i l a r  d i s t i n c t i o n  between d i r e c t  and i n d i r e c t  es t imat ion  methods i s  

made by Van Eck (1983) f o r  the  methods used t o  describe the o f f i c i a l  

economy i n  t h e  Na t iona l  accounts. Van Eck a lso  discusses poss ib i  l i t i e s  f o r  

d i s t o r t i o n  i n  the  v a r i a i s  methods of measurement. 

9) Gershuny (1986) and Lambooy and Renooy (1985) make s i m i l a r  but  more 

d e t a i l e d  d i s t i nc t i ons .  

10) See f o r  example S. Sudman and N.M. Bradburn, 1974, Response E f f e c t s  i n  

Surveys: A Review and Synthesis (Aldine, Chicago). 



Notes (continued) 

11) Add i t i ona l  surveys on the Same t o p i c  were he ld  i n  1984, I n  these surveys 

u i  t h  a l t e r n a t i  ve survey methods, 1408 peop l e  responded. 

12) I n  Van Eck and Kazemier (1985) such weighted r e s u l t s  were presented. 

13) See f o r  example Al l ingham and Sandmo (1972) 

14) See f o r  example tew is  (1982) 

15) Fol lowing Isachsen, Samuelson and Strbm (1985) a quadra t ic  r e l a t i o n s h i p  

was assumed f o r  age. Here t h i s  r e s u l t s  i n  maximum p a r t i c i p a t i o n  a t  

approximately 25 years o f  age. 

16) This equation and the wage equat ion are independently est imated w i t h  the 

ord inary  l eas t  squares method (OLS). A l t e r n a t i v e  est imat  i o n  v i a  two-stage 

leas t  squares ( ~ S L S )  gave very s i m i l a r  resul ts .  

17) The r e s u l t i n g  est imates w i l 1  have u ide  s t a t i s t i c a 1  margins because t h e  

margins i n  the est imated p r o b a b i l i t y  o f  pa r t i c ipa t i on ,  t he  est imated wage 

r a t e  and the  hours worked accumulate. Therefore the est imates f o r  hidden 

income per  person must be i n t e r p r e t e d  caut iously. 
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