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EXECUTIVE SUMMARY 

Undeclared work (UDW) in construction has a long history and is (sometimes) tolerated by 

the main players as a structural feature of certain segments of the market. Similar to other 

labour-intensive industries, there are a number of features which make construction more 

susceptible to UDW, including the high share of low-paid, unskilled jobs and vulnerable 

workers; significant proportion of small- and medium-sized companies; vulnerability to the 

economic cycle; and focus on keeping labour costs down. A feature specific to construction 

is the high share of sub-contracting. This process of ‘externalisation’ (of the recruitment of 

labour) results in non-standard employment patterns, including undeclared work.   

Research focusing on the sector highlights the existence of different categories of workers 

involved in undeclared work in construction: regular wage-earners, ‘bogus’ self-employed 

workers and non-registered workers. Some researchers point to a hierarchy in the ‘grey’ 

labour market (Cremers and Janssen 2007); those workers earning decent declared wages 

in their formal job also do well in their undeclared work in terms of earnings, and vice 

versa.  

Different Member States have initiated various measures to prevent or tackle undeclared 

activities in the construction sector. These can be split into three categories: integrative, 

enforcement and promotional measures. This paper presents national examples from the 

first two categories. For example, integrative approaches include tax reductions and tax 

refunds. Enforcement approaches include targeted campaigns focusing specifically on the 

construction sector.  
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1. INTRODUCTION 

This background paper has been prepared in advance of the seminar on Tools and 

approaches to deal with undeclared work in the construction sector, which will be held as 

part of the work programme of the European Platform tackling Undeclared Work on 3rd May 

2017. The content is based on desk research and secondary sources. The paper does not 

aim to provide an exhaustive overview of the issue across all Member States. 

Undeclared work in the construction industry is an ongoing issue, which is prominent in 

studies into illegal practices within the labour market. The reasons are obvious: 

construction is labour-intensive; sites are often dispersed, small-scale and temporary; the 

industry often runs on large pyramids or chains of supply and subcontracting; and part of 

the market  (private dwellings, maintenance and renovation) is difficult to trace, with work 

completed before compliance control can take place.  

The conclusion of a study financed by the European Commission, Undeclared work in an 

enlarged union, was that in most Member States, construction is top of the list of sectors 

characterised by informal labour (Renooy et al. 2004). Later studies came to the same 

conclusion (Renooy and Williams 2014, Eurofound 2016). The book Shifting Employment: 

undeclared labour in construction, based on research initiated in 2006 by the European 

social partners in construction, revealed the construction sector's particularly poor record, 

with one of the highest incidences of undeclared activities and informal labour (Cremers 

and Janssen 2007). In the book, the European social partners in construction formulated 

recommendations for an effective policy.  

There are different dimensions to UDW in construction. Certain forms of undeclared 

construction work – related to renovation, repair and maintenance - are regarded as a 

normal societal phenomenon. This work, usually undertaken by (semi-) skilled men, often 

with a regular job, goes undetected, because it is more or less tolerated by society. 

Alongisde this, the increasing use of sub-contracting in the sector and the ‘externalisation’ 

of labour has resulted in non-standard employment patterns, with UDW as a consequence. 

The workers affected tend to be unemployed, unskilled or illegal workers in more difficult 

situations.  

The lack of detailed recent studies focusing on the size, features and consequences of 

undeclared work in the construction sector mean that very little updated sectoral 

information is available at European level. However, since the late 1990s, the social 

partners have increased their efforts to tackle undeclared work both at national and 

European level, with the result that practical cooperation is perhaps more developed in this 

field than scientific investigations.   

Research into the nature and volume of undeclared work and what the industry can do 

about it is vital. The potential results should provide the basis of a social dialogue for both 

sides of the industry. An effective tool to tackle undeclared construction work will also 

impact political debate in Europe concerning (de)regulation, social security and social 

protection, corporate social responsibility, labour migration and the free movement of 

workers and services.  

This paper provides an overview of the background literature, including a section on the 

prevailing definitions. Following this introduction, it describes (earlier) research into the 

construction sector, general results and findings (Section 2). Although empirical evidence 

at aggregate level is still scarce, proxy evidence can be found in some sector-specific 

studies. Within the definitions and features section (Section 3), the role of moonlighting, 

i.e. performing undeclared labour alongside a regular job or self-employment, is a 

distinctive element of the general literature. The section on measures (Section 4) lists the 

existing categories, followed by examples of national initiatives recently implemented. 

Finally, Section 5 questions the current approach and concludes that a tailor-made policy, 

specifically adapted to the sector, is needed.   
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2. BACKGROUND LITERATURE 

2.1 Construction-focused research  

In the late 1990s, various general reports on undeclared labour already highlighted that 

construction is one of the most vulnerable sectors (e.g., European Commission 1998). 

General research on the nature and extent of undeclared work concludes that a substantial 

volume of construction employment is performed within arrangements that can be 

regarded as undeclared (Eurofound 2005a, Renooy and Williams 2014, Eurofound 2016).  

Specific research into construction described an unregulated labour market characterised 

by an important grey zone of economic activities (Clarke et al. 2003). 

For different reasons both employers and employees share an interest in avoiding 

wage-related taxes and social security contributions. Whilst employers are under 

competitive pressure to keep their wage costs low, employees seek to avoid 

deductions from their gross wages. Thus the savings through the evasion of taxation 

and social security contributions are shared between the two, although in what 

proportion is impossible to say.  

Another study of construction and the free provision of services also touched on the 

phenomenon of undeclared work in the sector (Cremers and Donders 2004). The chapter 

on Belgium, for example, concludes:  

Three categories of abuse and circumvention can be distinguished: (1) legal 

circumvention by social engineering, for example shopping for sectoral agreements 

that offer lower social protection; (2) semi-legal circumvention in a grey zone of 

construction between legality and illegality, for instance using self-employed from 

other countries who can be considered as workers, even though their employers 

circumvent the higher social protection accorded to workers; and (3) illegal 

circumvention/ moonlighting, in some cases close to people trafficking. 

First estimates (Renooy et al. 2004) of the overall size of the informal economy in EU 

Member States ranged from 7% to 16 %, with national figures varying from 1.5 % or 2 % 

(Austria and UK) to more than 20 % (Greece). Most CEE Member States fell within that 

range. Countries such as Bulgaria and Romania had a similar score to Greece. Some 

researchers, however, produced estimates and calculations that contradicted the above 

figures (i.e. Schneider 2003). Data on construction during that period revealed that the 

proportion of construction in the overall volume of undeclared work was substantial - up 

to 40-50% - in most countries (Cremers and Janssen 2007). Almost 10 years later 

(European Commission 2014), the size of the undeclared economy ranges from below 8 % 

of GDP (Austria) to more than 30 % (Bulgaria).  

Although undeclared work is widespread across a range of sectors, it is most prevalent in 

the building industry. . Based on a 2007 Eurobarometer survey with 26 659 face-to-face 

interviews in 27 European Union Member States, a calculation can be made of the extent 

and nature of undeclared work in the European construction industry. While 16% of all 

undeclared jobs were in the construction sector in the EU-27, this increased to 27% in the 

Nordic nations and to 19% in East-Central Europe. In Southern Europe, just 3% of all 

undeclared jobs were in this sector (Williams et al. 2011). Aside from this analysis of the 

2007 Eurobarometer data, an analysis of the 2013 Eurobarometer survey of undeclared 

work was was prepared to inform this paper. Annex 1 includes the results. Besides this 

data there are no recent, sector-specific data and little is still known about the prevalence 

of undeclared construction work and how it varies across Europe.  

Understanding the size, the relative frequency and features of undeclared work are 

crucial to developing an effective, proactive policy. All relevant studies, deploying various 

methods, indicate that undeclared work has been increasing since the early 1990s. 
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2.2 Results of earlier research 

Undeclared work in construction has a long history and is (sometimes) tolerated by the 

main players as a structural feature of certain segments of the market. Certain forms of 

undeclared construction work are regarded as a normal societal phenomenon, i.e., that 

related to renovation, repair and maintenance, with no formal invoicing and VAT evasion. 

The aim to economise on cost goes hand-in-hand with low tax morality.  

General studies outline the following characteristics that make labour-intensive industries 

such as construction susceptible to undeclared work:  

 high share of low-paid, unskilled jobs;  

 significant proportion of small- and medium-sized companies;  

 emphasis on economising  on labour costs;  

 relationship to the economic cycle, with recession often leading to an increase in 

undeclared work; 

 likelihood of vulnerable workers, i.e., unemployed, those on social benefit, seasonal 

workers, students, and migrants. 

One specific aspect of construction work has been that the work is executed with a high 

share of subcontracting and there is evidence that this share is further increasing. Since 

the beginning of the 1990s the overall trend has been for less direct employment on the 

part of the main contractor or leading company. Relatively small and specialised staff is 

now responsible for development, procurement, supervision and management. Large 

numbers of subcontractors with various specialisations and competences are involved in 

the timescale from conception to execution and completion. Labour has been ‘externalised’ 

by the use of subcontractors and agencies. This process of ‘externalisation’ (of the 

recruitment of labour), especially in case this results in non-standard employment 

patterns, has the potential to impact on undeclared work.     

Undeclared workers in the construction sector are generally (semi-)skilled men, often with 

a regular job, between the ages of 25 and 45.  In some countries, earlier findings indicate 

the prominence of professionals (Cremers and Janssen 2007). Most surveys point to 

regular job-holders only being involved in part-time undeclared work.  

At the other end of the scale, there are unemployed, unskilled or illegal workers in more 

difficult situations. In some countries, this group includes pensioners because of small state 

pensions. In a few cases, researchers indicated a hierarchy in the ‘grey’ labour market 

(Cremers and Janssen 2007). Those workers earning decent wages in their legal job also 

do well in their illegal work and vice versa. Women are generally absent and, where they 

are present, suffer a gender pay gap on a par with the formal economy, with men earning 

up to 15% more than women (Cremers and Janssen 2007). In certain subsectors of the 

construction industry, it is not self-evident that a low-paid or unskilled earner will move 

into independent forms of (partly) undeclared work (Eurofound 2005c). It is recognised, 

for example, that the unemployed lose access to potential customers and to the use of 

tools and equipment as soon as they are no longer engaged in a regular job.  

Certain types of unreported, undeclared work are simply not properly controlled because 

they are more or less tolerated by society (see, for example, the results of the special 

Eurobarometer, European Commission 2014). The majority of undeclared construction 

work consists of a second job after regular working hours or under-reporting by employers 

and employees with formal labour contracts. Several authors refer to the substitution of 

regular labour market activities and to a shadow economy that is responsive to changes in 

the formal market (Enste 2003; Schneider 2003). 
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2.3 The nature of undeclared work 

Early findings provide some evidence about the nature of undeclared construction work, 

which can be characterised as non- or under-registered work.  

Most undeclared labour relates to work performed by workers alongside their regular job 

(in the form of temporary, irregular moonlighting, under-registered work for their employer 

or as a handyman on their own account).  

The status of self-employment is abused, with bogus practices by national citizens, as well 

as foreign ‘independent’ workers entering the market through labour-only subcontracting. 

Where work is registered, it is limited to the minimum necessary to comply with regulatory 

obligations; the rest is undeclared. 

Dubious agencies and labour traffickers supplying cheap illegal labour, mainly in a cross-

border context, have become very active in the sector. The workers are vulnerable in many 

ways (they are employed in ‘3-D jobs - dirty-dangerous-difficult’ - as labelled by the ILO). 

But ‘illegals never complain and work hard’ and little ‘persuasion’ is needed because of the 

undeclared character of the work. 

Extreme emphasis on (abnormal) low prices creates strong pressure in the subcontracting 

chain. Social risks are repudiated and shifted to uncontrolled subcontractors or agencies.  
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3. PREVAILING DEFINITIONS AND FEATURES 

3.1  Definitions within the sector 

There is no sector-specific definition of undeclared work, with general definitions normally 

applied to any analysis. The official definition generally used by EU institutions (‘undeclared 

work can be defined as any paid activities that are lawful as regards their nature but not 

declared to the public authorities’) focuses on the legislative side of the problem (European 

Commission 1998). The ILO and OECD used a broader definition, taking into account ‘laws, 

regulations and practice’ and ‘one or more administrative authorities’ (Eurofound 2005a). 

The ILO later expanded its definition with ‘labour not recognised or protected under the 

legal and regulatory frameworks’. In line with this modification, the European Industrial 

Relations Dictionary adds: ‘bearing in mind differences in the regulatory system of Member 

States’ (Eurofound 2005b). EU institutions later expanded the definition by adding ‘taking 

into account the differences in the regulatory systems of the Member States’ (i.e. Renooy 

et al. 2004, Eurofound 2016, European Commission 2016).  

In certain countries, the conventional framework (of collective agreements and joint 

regulations) is a reference for undeclared or illegal construction work. The construction 

sector is traditionally rich in social partnership, therefore the regulation of the formal 

economy is not the exclusive task of the national authorities. Given that, in some countries, 

the non-respect for generally binding collective agreements is unlawful, a broader 

definition seems logical: undeclared work arises from non-compliance with legal and 

conventional regulations in the field of taxation and fiscal law (both income taxes and VAT), 

social security, labour law, collective and sectoral agreements with a generally binding 

character. Its actors are the employer, the employee and the customer and it consists of 

underreporting economic activities, unreported hours of work or undeclared overtime, 

official wage pay combined with cash-in-hand and envelope practices, illegal employment 

via irregular agencies, bogus self-employment, social security and benefit fraud, VAT and 

income tax circumvention. In the grey zone between regulated and unregulated 

construction employment relationships, a wide variety of arrangements exist. 

The different manifestations of undeclared construction work can be classified according to 

OECD categories of underground or informal production (OECD 2002). Underground 

production is defined as the deliberate concealment of legal activities to avoid payment of 

taxes related to profits, social security contributions, minimum wages, safety and other 

labour standards and/ or the fraudulent claim of unemployment benefits. Informal 

production involves non-registration of employees, unreported income from the production 

of legal goods and activities – usually on a small scale but still with a market-output. A 

third category involves illegal production related to organised crime. This third category is 

not included in this paper. 

3.2 Typology of undeclared construction work 

 A list of dimensions is useful to differentiate between or categorise types of 

undeclared work: 

 Differentiation between activities that result from autonomous and independent 

(individual) action and from organised dependent undeclared work; 

 Work that is completely unregistered (as part of the underground economy) and 

undeclared labour that is part of registered work (but under-registered);  

 Role and dynamic between the three main actors (employee, employer and 

customer) and a possible fourth actor (the agency or middlemen); 

 Character of the work (additional, small-scale or substitution for work that belongs 

to the hard core of the construction business); 

 Position of the actors on the labour market and other labour market dynamics. 
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Scheme 1. Typology of undeclared construction work (Cremers/Janssen 2007, revised by the 

author)  

 Marginal 
informal 

Informal enterprises Official enterprises 

Degree of 
informality 

Informal or 
irregular alongside 

next to a regular 
job (moonlighting) 

Informal units engaged 
in the production of 

goods and/or supply of 
labour 

Organisation of 

irregular labour supply 

in a formal context 

 

Position on the 
labour market 

Day labourers 

Self- employed 

One man bands 

Middlemen 

Agencies 

Self- employed 

Gangs or units at low 

level of organisation 

Specialised 

subcontractors 

Self- employed 

Gangs or units with 

certain 

regulation/organisation 

Professionals 

Labour/capital 
intensity 

Labour intensive 

Manual labour with 
basic technology 

Labour intensive 

Manual labour with 
basic technology 

Labour intensive part 

in a chain of 

construction work  

Site might be highly 
capital intensive 

Market 
segments/customers 

Individual private 

households 

Invisible, small 

jobs 

by word of mouth 

Private households 

Smaller sites 
undertaken by informal 
clients for their own 

use 

Individual private 

households 

Sites undertaken by 
informal and formal 
clients 

Relationship with 
the formal market 

Niche activity 

Often tolerated 

Subcontracted/Marginal 

work 

Unattractive for the 

formal market 

Distortion of 

competition 

Provision of cheap 

labour  

Main form of 
activity/branches 

Repair 

Maintenance 

Housing 

Segments with labour 

shortages 

Renovation 

Housing 

Sub-sectors with 

labour shortages 

Housing 

 

Autonomy, labour 
and working 
conditions 

‘Independent’ and 

casual employment 

Long working 

hours 

Dubious safety 

standards 

Non-compliance 

with collective 
agreements 

Dependent in the chain 

of production 

Long working hours 

Dubious safety 

standards 

Non-compliance with 
collective agreements 

Dependent in the chain 

of production 

Long working hours 

Dubious safety 

standards 

Non or partial 
compliance with 
collective agreements 

Shapes of 
undeclared work 

No employment 

contract nor 

bookkeeping 

‘Bogus’ self-

employed or own 

account workers 

Underreporting of 

income 

Non-compliance 

with regulations 

and provisions 

VAT and tax evasion 

Non-registered 

employment 

Illegal foreign work 

Cash-in-hand 

Social benefit fraud 

Non-compliance with 

regulations and 

provisions 

 

Underreporting of 

output 

VAT and tax evasion 

Subcontracting into 

the grey economy 

Cash-in-hand 

Social (security) fraud 

Evasion of legal or 

conventional standards 

 

Eurofound defines four types of contracting work. Although the definition is not focused on 

the construction sector, it is useful to refer to the comparisons it makes. One, by definition, 

is ‘lawful’, while the other three (‘illicit’, ‘undeclared’ and ‘fraudulent’) are not (Eurofound 
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2016). In legal contracting of work, the circumstances of the actual employment or 

contractual relationship fully respect the formal requirements of the specific contract 

(labour or commercial) signed or declared by the relevant parties. There are differences 

within the three unlawful categories based on the nature of their respective ‘unlawfulness’ 

and the possibility to re-establish legality.   

A 2007 report that wholly focused on research into undeclared construction work, provides 

a typology of this phenomenon (Cremers and Janssen 2007). The study defined four basic 

patterns of undeclared construction work:  

1. Informal, individual and own account;  

2. Moonlighting (irregular next to regular);  

3. Informal undertakings;  

4. Pyramids of subcontracting into illegal or fraudulent contracting.  

The first category - informal, individual, own account – is undeclared work involving manual 

labour (repair, maintenance and small installation) with private households the main 

customer. This informal area of construction is basically performed by individual craftsmen 

and ‘bogus’ self-employed; payment is cash-in-hand and completely undercover. The 

category is very well illustrated by the findings from the Eurobarometer 2013 (see Annex 

1).  

Moonlighting is undeclared activity alongside a normal occupation; it can also be the 

undeclared part of work in a normal labour relationship (with a regular contract and the 

presence of an employer). The irregular activity is own account executed alongside the 

ordinary work, performed for the own employer, as well as for the customer. In that case, 

mutual trust is needed between the worker and the employer, since the customer is 

sometimes unaware of the undeclared element. 

A third pattern, informal undertakings, differs from the previous models in that it is 

organised collectively: groups of undeclared workers work underground via an agency, a 

gang master or an informal employer. The product’s liability is guaranteed only by a 

gentleman’s agreement, this type of work is usually performed by low-skilled and illegal 

foreign workers.  

The last described pattern is the pyramid of subcontracting, where a client is completely 

out of sight. The work is split along a chain of subcontracting, culminating in a grey zone, 

with the result that part of the site becomes undeclared. Not all the work performed is 

irregular. On top of the pyramid of subcontracting, there are regular and completely legal 

undertakings and contractors. Or, as described in a study on the phenomenon of 

subcontractors in the construction industry (IOTA 2010): 

The main typical fraud with the subcontractors is very simple: short-lived 

subcontractors who do not declare their taxes. Another typical fraud perpetrated by 

subcontractors is the overcharging of the building work. The subcontractor gives 

the surplus, in cash, to the manager of the main company, this cash being used 

either to pay illegal workers or the manager keeps it. 

There is one notable difference between the construction-related research considered here 

and the Eurofound report: the national respondents to the Eurofound report were asked to 

select seven contractual and employment arrangements. In that list, moonlighting 

(undeclared work next to regular, declared work) was not mentioned, whereas in the 

construction research, it emerged as the most important feature of the sector.  
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4. MEASURES TO TACKLE UNDECLARED LABOUR IN 
CONSTRUCTION 

4.1 Measures and areas covered 

 It is possible to group the measures to tackle undeclared work in the construction sector 

into three different approaches: 

1. Integrative: involving legalisation, regulation or integration of undeclared labour 

into formal work. Several Member States have developed policies that could lead to 

a transfer of certain types of undeclared labour into the official labour market. 

2. Enforcement: that is enforcement of existing laws and regulations and improvement 

of control and sanctions. 

3. Promotional: in some countries awareness-raising campaigns focus on the positive 

effects of regular declared work and not just on the devastating negative effects for 

the public budget of undeclared work. 

The integrative approach is based on the concept that undeclared labour is an ongoing 

aspect of the market economy and that the only way to get rid of it is to simplify the 

business environment to make the formal sector more attractive. Also fundamental to this 

approach is the idea that it is necessary to promote the added value of provisions based 

on taxation and social contributions (value for money). The outline of this approach differs 

from country to country and it is mainly the legislator that has to act. The main types of 

measures include: 

 removal of (administrative) disincentives and simplification of procedures; 

 the plea for a policy of exemption for small- and medium-sized companies; 

 credit facilities and other financial support for starters and self-employed;  

 positive incentives for employees in the tax and benefit system; 

 liberalisation and flexibility of the labour market; 

 reduction of VAT, non-wage costs and/or social security costs; 

 methods to improve the institutional framework in which undertakings operate. 

The enforcement approach combines the positive effect of legitimacy (for controlled 

situations that are reviewed as ‘regulated’) with a deterrent for those caught. The main 

focus is on: 

 enforcement of existing laws and conventions and improvement of control;  

 more staff and resources for the labour inspectorate and other authorities or 

institutions involved;  

 improved efficiency in the penal procedures, sanctioning of all actors involved; 

 blacklisting of contractors and/or customers;  

 internal discipline (including ban) in the social partner organisations; 

 job cards or other employee registration methods; 

 deduction of tax and social security contributions; 

 other methods linked to liability in the chain (main contractor and/or client 

oriented); 

 improved coordination and cooperation between the actors or institutions involved. 
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The third approach, partly related to the integrative approach, is termed the promotional 

approach. The way forward is to demonstrate the benefits of declared labour for the 

industry and the employee, from the very beginning. Measures can include the following:  

 improved working conditions make regular work more attractive; 

 joint provisions are necessary/essential to continuity, job security and the 

development of skills; 

 campaigns that plead for decent and justifiable customer behaviour; 

 tailor-made collective bargaining, codes of conduct and modern personnel policy 

that lead to labour relations that can compete with undeclared labour; 

  inclusion of social clauses in procurement procedures and the development of 

certification systems. 

4.2 Practical experience 

As far back as 2006, employers within the European construction sector (European 

Construction Industry Federation, FIEC) recommended that a combination of preventive 

and repressive measures be adopted in all EU countries to transform undeclared work into 

formally declared employment (FIEC 2006). A number of examples of measures are 

described below, demonstrating the mixed character of the approaches taken.  

The European Federation of Building and Woodworkers (EFBWW) tends to focus more on 

strengthening and enforcing the regulatory framework, although the trade union federation 

also favours more preventive action for the construction sector (EFBWW 2010). Member 

States have first and foremost focused on policy measures that reduce the costs and 

increase the benefits of operating on a declared basis, with the aim to elicit compliance by 

altering the cost/benefit ratio. The European and national debate over VAT reduction and 

the need to reduce administrative disincentives is crucial to the construction sector. After 

reforms to tax-system regulations, the next most debated measure is the use of an 

identification (ID) access pass system, although empirical research is still in its infancy.  

Several enforcement strategies have been developed aiming to increase the costs of non-

compliance, such as the introduction of blacklisting in public procurement and targeted 

campaigns by the labour inspectorates. Liability in the chain of subcontracting has also 

been discussed. Other measures include social clauses within procurement procedures, 

‘naming and shaming’ initiatives, development of certification systems and the promotion 

of vocational training provision.  

The following are examples of practices relating to the three approaches (as defined in 

Section 4.1) that demonstrate the mixed character of current policies.  

Within the integrative approach, different measures have been implemented, for 

example, tax-system regulations. The reduction of VAT is particularly attractive to smaller 

businesses. The existence of undeclared work in, for example, Denmark is often explained 

by the high tax level and a mutual agreement among customers and service providers 

that, from time to time, it is acceptable to perform small services without involving the tax 

authorities. Denmark has introduced a withholding tax system that appears efficient when 

used against non-compliant subcontractors in the field of direct taxes and social security 

contributions, although it does not solve problems of VAT deductions by principals based 

on fictitious invoices (Cremers and Gramuglia 2014).  

The system involves a tax deduction of 15 % for each person in the household aged over 

18 for work done at home. This measure is particularly targeted at micro and small 

companies in the construction sphere, such as plumbing and heating, electricity and 

building. The administrative solution ensures that payment is perceived as simple and safe. 

The scheme is thus ‘self-monitoring’ because too high a deduction for the purchase will 

result in too high a tax on the person who does the work (Eurofound 2013b). Other 

approaches are also applied, such as the obligation (introduced in 2013) to have visible 

signs and logos on construction sites and on company cars.  
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In Finland, a tax refund system brought businesses previously operating on an entirely 

informal basis onto the advance tax register and, consequently, under the scope of the tax 

system. Following the expansion of the EU, there was an increase in Finnish companies 

establishing themselves in Estonia, with a subsequent increase in the number of temporary 

agency workers. Undeclared work is currently responsible for a significant proportion of 

total output in the economy, particularly in sectors such as construction, hotels and 

restaurants, and personal services.  

The obligations and liability of the contractor when work is contracted out have been 

consolidated (Eurofound 2013a). They require the party responsible for a construction 

project to obtain the necessary guarantees that subcontractors will fulfil their various 

obligations. This makes it the responsibility of users of subcontractors to ensure that 

employers meet their obligations. Contracting parties are required to ask for and obtain 

documents that verify certain registrations and payment of taxes, as well as a reference 

to an applicable collective bargaining agreement or corresponding conditions. Depending 

on the results of the background check, contracting may be subject to penalty. The 

contracting party must inform its employee representatives of subcontracts or the use of 

employment agency workers. An additional measure to limit undeclared work is the 

compulsory use of an identification (ID) access pass system for workers on construction 

sites, which can be used to monitor the shadow economy and illegal labour. 

A good reference for the enforcement approach are the reports from the labour 

inspectorate. Most reports highlight the introduction of targeted campaigns. In the French 

enforcement policy, developed by the Comité national de lutte contre le fraude, three axes 

are defined: tax fraud, social fraud and identity fraud. In 2015, it was reported that three-

quarters of inspectorate interventions relating to presumed false posting - in most cases, 

combined with compliance authorities in other policy areas – involved the construction 

industry. Six hundred penalties were handed out, of which more than a third (35%) were 

to clients or main contractors that had not complied with the law. The report also shows 

an increase of 17% in the detection of social security fraud from 2014 to 2015. 

Unfortunately, there are no sectoral data in this area. 

The Dutch labour inspectorate has introduced targeted inspections, with construction one 

of the key sectors. The Dutch have experienced an increase in self-employed agency work 

and subcontracting practices, leading to confusion around labour relations and employers’ 

responsibilities that impede effective regulation. This is most notable among the self-

employed, where there have been a considerable number of sanctions. Inspectors report 

an increase in artificial arrangements leading to breaches in pay and working hours. 

Although construction is not listed among the sectors with high social security or benefits 

fraud, inspections did lead  to sanctions in 21 per cent of cases, with illegal employment 

one of the main offences (Inspectie SZW, 2015). 

In Estonia, in 2012, tax officials initiated a campaign targeting 278 construction companies, 

which included 132 unannounced visits (Eurofound 2013c). The tax officials interviewed 

1,600 employees of whom around a quarter claimed it was their first day of work. Of the 

companies inspected, 125 improved their tax behaviour and 166 new employees were 

declared across 52 companies. Seventy-nine companies did not change their tax behaviour 

nor present their tax declarations on time and in 74 companies, tax declarations decreased. 

The Italian government launched a concerted campaign against undeclared work in the 

construction industry  in 2010, with a series of coordinated inspections conducted jointly 

by teams of labour inspectors, inspectors from the social security agency (INPS), the 

workplace accident insurance agency (INAIL), and military personnel from the Carabinieri 

(the military force responsible for public order) at 10,000 building sites. Some 60% of the 

companies showed one or more forms of irregularity (Eurofound 2013c). 
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In 2004, the Italian government, in conjunction with negotiating bodies from the 

construction industry, also instigated measures aimed at securing a fair system of awarding 

construction contracts, and combating undeclared and illegal work. A mixture of fiscal 

measures and tougher regulation on companies entering the public works market aimed 

to tackle not only the effects of undeclared work but also the underlying causes. The 

construction industry social fund, jointly managed by the employers’ organisations and 

unions, played a key role in the process since only when it confirmed that a construction 

firm has paid all the necessary social insurance and other contributions, would that firm be 

awarded a construction contract.  

According to the law and the supplementary provisions negotiated in collective 

agreements, the construction fund issues the certificate attesting payment of the correct 

contributions on condition of checks to ensure that the insurance contributions have 

actually been made to the construction fund (Marini 2006). Stricter supervision from the 

social funds has also been introduced to ensure that self-employed workers are 

distinguishable from those with pseudo self-employed status. 

The Belgian employers’ confederation distinguishes between ‘black’ labour, directly related 

to social fraud, the ‘grey’ segment of the market involving informal and irregular contracts 

and questionable posting situations (Lanove 2013). It is reckoned that one-fifth of the 

population of working age performs undeclared work full-time, part-time or occasionally. 

The nationality of undeclared workers is predominantly Belgian, followed by Eastern 

Europeans, Portuguese and non-EEA workers. Workers are low to average skilled, with 

smaller and medium-sized enterprises more likely to be involved than larger companies 

(90 per cent of larger companies were considered 'clean'). An important initiative was 

introduced to modify the so-called ‘withholding obligation’ (or the Article 30bis-procedure), 

whereby every contractor in a chain is jointly liable for the payment of the social debts of 

every contractor not registered and involved in undeclared work. The procedure was 

modified in 2012 with the addition of article 30ter that strengthens the responsibility 

between a client, a main contractor and eventual subcontractors (Cremers and Gramuglia 

2014). 

Some of the measures introduced specifically relate to features and problems of the 

economy. In Finland and Denmark, for example, where undeclared work is generally the 

result of the tax regulation system, the integrative approach dominates. The mixed 

approach also plays a part in both countries, since sections of the enforcement approach 

are also used, such as the role of social partners and/or inspection rules against undeclared 

work, involving the improvement and enforcement of inspections and control of service 

providers.  

The enforcement approach can also be seen in Belgium, where initiatives have been 

introduced to improve the coordination against social and fiscal fraud and to clearly 

estimate the extent of the underground economy. In the Netherlands, legislation to tackle 

undeclared labour mainly centres on the issue of abusive migrant labour. 
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5. ITEMS FOR DISCUSSION  

Drawing on the information presented in this background paper, seminar participants will 

be encouraged to reflect on the following general questions:  

 Is it possible to define the relevant forms of undeclared construction work in your 

country (are there any recent data, research findings)? 

 What is the dominant approach adopted in your Member State in the fight against 

undeclared construction work? 

 What is the experience of mixed policy approaches in the sector? 

 Which experiences do the competent compliance offices (labour inspectorates and 

others) have in the construction sector with enforcement activities?  

 Is it possible to define ‘good practices’?  

 Is it necessary (and possible) to work out a sector-specific policy for construction?  

 Which actors have to be involved and/ or take the lead? 

 What role could the Platform play?  

Some more specific questions will also be discussed during the seminar relating to the 

thematic workshops on organising effective monitoring and controls of a construction site, 

and tackling UDW in construction supply chains. These include but are not limited to the 

following: 

 How do you select the construction sites or undertakings to monitor/ control? 

 Do labour inspectors/ control authorities use checklists of issues/ standards for 

monitoring or controlling a construction site? If so, how does this checklist look like? 

 How do you conduct monitoring and controlling of a construction site in your 

country? Do you make use of a checklist and if so, how is this structured? 

 How is the effectiveness of monitoring/ controlling a construction site measured? 

Which instruments/ measures/ indicators are used to assess effectiveness? Do you 

make use of a checklist and if so, how is this structured? 

 In terms of the actual effects on the phenomena related to undeclared work, how is 

the impact of the controls measured? (e.g. instruments/ methods for measuring 

enhancement in compliance to the administrative requirements for declaring 

workers, or measuring better labour conditions, or more compliance in payment of 

tax/ social security contributions, etc.) 

 Is there a system of liability developed in your country? If yes, what are the main 

characteristics? 

 Who is in charge of the application of liability schemes in your country and what are 

the main experiences/ controversies with regard to the application of these 

schemes?  

 Do you have any experiences with regard to the introduction and monitoring of 

social measures/ demands in public works (at what stage, in which form, how are 

they monitored)? What is the national experience with these instruments? 
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ANNEX 1: 2013 Eurobarometer Survey 

DEMAND SIDE 

 

 

Figure 1. Purchased undeclared goods or services in EU28 – multiple answers possible 

(%, N = 4,006) 

 

Figure 2. Undeclared work: repairs or renovations (and other undeclared goods and 

services) – purchase reason in EU28 – multiple answers possible (%, N = 1,134) 
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SUPPLY SIDE 

 

Figure 3. Undeclared paid activities in EU28 – multiple answers possible (%, N = 1,234) 

 

Figure 4. Undeclared work: repairs or renovations (and other undeclared activities) – 

undeclared activity reason in EU28 – multiple answers possible (%, N = 273) 
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