“Black” Activities Low in Germany in 2006

About one in ten of the 18-74-year-olds
in Germany carry out “black” activities
(“Schwarzarbeit”), but apparently the
black working week has been reduced
since 2001 when the Rockwool Founda-
tion Research Unit first investigated the
extent and structure of black activities in
Germany by means of interview surveys.

In ten waves of interviews carried out
from April 2001 through September 2006,
the rate of participation in black activities
found varied between 7 and 12 percent.
On average, about one in ten respondents
had carried out black activities (within
the previous 12 months) and there are no
clear signs of a decrease or an increase.

The average black working week re-
ported by respondents ranged from about
5% hours in April 2005 to more than 10
hours in April 2001. The average for all
interviews was 7% hours a week but ap-
parently with a downward trend.

This is shown in Table 1 where we
have pooled the interviews carried out in
each year to obtain larger sample sizes
and reduce the impact of random fluctua-
tions.

. TABLE

Participation in black activities in Germany, 2001 -
2006.

Carried out black activities within
the previous 12 months

Participa- Hours : minutes

tion rates per week
2001 10.4 8:14
2004 8.8 7:30
2005 (AN 6:40
2006 7.2 7:16

Note: |8-74-year-olds.
Source: The Rockwool Foundation Research Unit.

In Figure 1, we use participation rates
and black working hours to calculate the
proportion between black working hours
and working hours in the formal economy.

FIGURE |

Black activities as a percentage of Gross Domestic
Product (GDP) in Germany, 2001-2006.

Average

2000 2002 2003 2004 2005 2006

Notes: Hours worked in the black economy as a proportion of hours
worked in the formal economy. 18-66-year-olds.
Source: The Rockwool Foundation Research Unit.

This is a way of measuring the extent of
black activities in one single figure. The
columns in Figure 1 may be considered es-
timates of the black economy as a percent-
age of the Gross Domestic Product (GDP).
As the comparison is with the formal la-
bor market, the age group
used is 18-66 years.

As was to be expect-
ed based on a stable ave-
rage participation rate and
a falling number of hours
worked, the figure shows a downward
trend. It remains to be seen whether this
trend will continue after the increase in VAT
in 2007.

On page 3 we define “black” activi-
ties and explain the use of this term and
on pages 4-11 we investigate the develop-
ment in the German black economy since
2001 with respect to its size and struc-
ture. On page 12 we investigate wheth-
er increased audit rates and higher fines
have been noticed by the public, and we
look at possible changes in tax morale
and other social norms.

It remains to be seen whether the
downward trend continues in 2007

after the increase in VAT.
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Defining and Measuring “Black” Activities

The shadow economy, “black” activities,
tax evasion - each type of potential tax
cheating attracts considerable interest from
policymakers, the public and scientists
alike. However, there is much discussion
as to the most acceptable way of “measur-
ing the immeasurable” and how to define
it, and the boundaries between black activ-
ities, the shadow economy, tax evasion and
other terms used are not unambiguously
defined in the literature, but vary depend-
ing on the context.

Definition of “Black” Activities

In this newsletter, we only set out to mea-
sure a part of the total shadow economy,
namely “black” activities. These are de-
fined here as productive economic activi-
ties which are legal and taxable, but on
which income tax, social security contri-
butions, VAT, etc., are not paid, because
they are not reported to the tax or customs
authorities. Prices and wages can therefore
be kept below what should have been paid
at the formal market. Buyer and seller are
both aware of the non-reporting, and both
obtain a financial advantage in this way.
Trade in goods and services, payments in
cash and in kind, and significant exchang-
es of goods and services between friends
and neighbors are included. Evasion which
benefits only one party and activities which
are in themselves illegal are not.

Black activities thus form a part of the
domestic product which is not regularly
or explicitly accounted for in the national
accounts via official statistics, and which
therefore has to be estimated. The survey
method, in which representative samples
of the population are directly asked if they
have participated in such activities, is one
way of doing this.

Methods of Measurement

Because we only set out to measure a part
of the total shadow economy, and because
some of the persons interviewed are likely
to understate their involvement in black
activities, our estimates and the survey ap-
proach in general measure a lower limit of
the shadow economy as well as of black
activities. Another reason for this is that
we only interview private individuals,
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not firms. The more professional forms of
black activity are therefore not fully cap-
tured. Neither is, for obvious reasons, the

part carried out by illegal immigrants.
An upper boundary is provided by the

indirect methods of mea-
surement which use mac-
roeconomic data to assess
the size of the shadow
economy. In recent years,
such methods have pro-
duced estimates of the to-
tal shadow economy that
are about four times larg-
er than the part account-
ed for by black activities
according to the estimates
presented in this newslet-
ter.

Part of the reason for
this is the different defini-
tions of undeclared work
that are used in different

“Black” activities are defined here
as productive economic activities
which are legal and taxable, but
on which income tax, social secti-
rity contributions, VAT, etc., are not
paid, because they are not reported
to the tax or customs authorities.
Prices and wages can therefore be
kept below what should have been
paid at the formal market. Buyer

and seller are both aware of the

research projects, but in-
direct methods are also
criticized for overestimat-
ing the size of the shadow
economy and for the fact
that it is not clear what is actually mea-
sured. The advantage of the survey meth-
od lies in the details that can be obtained
about well-defined parts of the shadow
economy.

About the Term “Black” Activities

We use the term “black” activities or
“black” work because the questionnaire
was designed to be used in Denmark and
was later used in Norway and Sweden,
where the general public are familiar with
the term (“sort” arbejde). The direct trans-
lation into German is “Schwarzarbeit”, and
there even is a “Law against Schwarzarbe-
it”. According to this law, working without
paying taxes or social security contribu-
tions, failure by social security recipients to
report obtaining job to the authorities, and
working, supplying services, or running a
business without proper registration are
all considered black activities. Schwarz-
arbeit in the sense of the law thus covers
more than black activities according to the
definition we use in this newsletter.
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The Rate of Participation in Black Activities

Turning to the results of the interviews,
Table 2 shows that, in 2001, 10.4 percent
of the respondents answered that yes, they
had carried out black activities during the
previous 12 months. This share decreased
to 8.8 percent in 2004 only to increase to
11.1 percent the year after and then de-
crease again to a comparatively low level
of 7.2 percent in 2006. It thus looks as
if the participation rate varies around an
average which would be almost exactly
one in ten had it not been for the inter-
views carried out in 2006 which pull the
average down. However, 2006 is based on
only one wave of interviews, whereas two
waves were carried out in both 2004 and
2005 and five waves in 2001.

TABLE 2
Proportion of respondents who had carried out

black activities within the previous 12 months by
gender, age, and occupation.

Carried out black activities
2001 2004 2005 2006
%
Men 14.5 13.4 13.9 9.0
Women 6.5 4.5 85 5.3

18-19-year-olds 16.6 243 13.9 8.8

20-29-year-olds 19.1 134 210 1.1
30-39-year-olds 13.2 12.2 13.3 1.2
40-49-year-olds 10.0 10.3 9.4 48
50-59-year-olds 74 5.1 85 7.6
60-69-year-olds 5.6 2.6 8.2 43
70-74-year-olds 1.0 3.0 2.9 1.3
zi';rli:;ees 71 89 102 50
Skilled workers 19.2 16.6 13.8 13.7
onskiled 82 89 140 69
Unemployed 20.7 17.1 19.1 7.0
Pensioners 4.2 3.6 6.3 32
Students 27.3 14.6 15.3 82
Other 8.7 6.1 10.8 6.3
Total 10.4 8.8 .1 7.2

No. of persons 5686 2,143 2,144 1,083

Note: |8-74-year-olds.
Source: The Rockwool Foundation Research Unit.

Due to the extraordinarily low level
of participation found on the basis of a
relatively small sample, the results for
2006 must be interpreted with extra care.
The results may suggest that both an ac-
tual change in the level of participation
in black activities and (occasionally) a
change in the respondents’ readiness to
answer questions about such activities
honestly may be at work.

The interview surveys have been con-
ducted in a period with increasing focus
on tax evasion. In recent years, several
steps have been taken to enhance tax
compliance by raising the level of deter-
rence, mainly by increasing audit rates,
but also by higher fines. These policies
have been particularly aimed at fighting
black activities although it is the stat-
ed goal of the German Federal Finance
Ministry to fight tax evasion at all levels
from the international capital markets to
housekeeping services.

In July 2004, the German parliament
even passed a “Law against Schwarz-
arbeit” and it is likely that the implemen-
tation of these policy measures, and the
campaigns accompanying them, have
had an impact on respondents’ readiness
to answer questions about black activi-
ties honestly. This is the experience from
Danish surveys carried out before and af-
ter the introduction in 2004 of a “Fairplay
campaign” against black activities. The
Danish experience also suggests that this
effect to a large extent is temporary and
depends on the intensity and media cov-
erage of the campaign.

If one looks at other waves of inter-
views in isolation there are fluctuations
as well, but the overall participation rate
is particularly low in 2006. In order to
reduce the impact of random fluctuations
as much as possible, and in order to com-
pare results based on equal sample sizes
and corresponding field periods over the
year, we prefer to regard the interviews
in 2004 and 2005 as one survey when
we make comparisons with 2001. (Inter-
views were carried out in the months of
April-October).

The results for 2006 should be regard-
ed as tentative and, at most, as an indica-
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tion that black activities do not appear
to have increased between 2005 and
2006.

Gender

In 2001, the participation rate for men
(14.5 percent) was more than twice that
for women (6.5 percent). In 2004/05,
the picture was the same. The frequency
decreased slightly, but not significantly,
to 13.6 percent for men, and remained
constant at 6.5 percent for women. How-
ever, if we look at 2004 and 2005 sepa-
rately, we get quite different pictures
for women as a result of a low level in
2004 and a high level in 2005. The over-
all participation rate for 2004/05 thus
is practically the same as in 2001. The
decline in 2006 is shared by men and
women.

Age

Like the overrepresentation of men, an
above average rate of participation in
black activities among younger people
is part of a well-known pattern, and as
shown in Figure 2, that is also what we
find.

. FIGURE 2

Proportion in various age groups who had
carried out black activities within the previous
12 months, average 2001-05.

Total

Percent
P=)

1829 30-39 4049 50-59 6069 70-74
Age
Note: |8-74-year-olds.
Source: The Rockwool Foundation Research Unit.

On average, for the years 2001-05,
one in five or six of the 18-29-year-olds,
declining to one in 20 of the 60-69-year-
olds, and one in 50 of the 70-74-year-
olds had carried out black activities
within the previous 12 months. The de-
cline in 2006 is primarily among the 18-
29-year-olds and the 40-49-year-olds.
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Occupation

As to black activities in different occupa-
tional groups, we find extremely marked
reductions from 2001 to 2004 among
the self-employed/assisting spouses and
(from an exceptionally high level) stu-
dents. However, the decrease found for
the self-employed in
particular is unlikely
to solely reflect an
actual change in the
level of participation
in black activities,
despite the fact that
an increase in deter-
rence in 2004 was
mainly aimed at this
group: it is likely that
the respondents’ readiness to answer such
questions honestly decreased as well, at
least temporarily, especially in 2004.

This assumption may be further sup-
ported by the fact that participation for
the self-employed increased to an even
higher level in 2006 than in 2001. All
other occupational groups except skilled
workers experienced reductions in 2006.

Reductions in 2006 were most note-
worthy among the unemployed from
twice the average down to the average
level. Students also reduced their partici-
pation further. Finally, the participation
rate among salaried employees, unskilled
workers and pensioners decreased, but
less dramatically.

In general, the highest participation
rates are found among skilled workers,
the unemployed and students - 15-20 per-
cent compared to 10 percent for the total
population. The interviews in 2006 only
confirm the role of skilled workers as an
important group when it comes to black
activities, whereas the unemployed and
students do not stand out. On the other
hand, the interviews in 2006 reintroduce
the self-employed and assisting spouses
as an important group. But, as mentioned,
an important question to investigate is
how much of the reduction from 2005 to
2006 (and from 2001 to 2004) was actu-
ally due to changes in the level of partici-
pation in black activities and how much
was caused by other things.
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Black Working Hours

Those who reported that they had carried
out black activities were asked about their
average black working week within the
previous 12 months (see Box 1). The aver-
age time per week spent on black activities
fell from about 8% hours in 2001 to an av-
erage of 7 hours in the interviews carried
out in 2004/05. As shown in Table 3, the
black working week decreased to 7'z hours
in 2004 and further to 6% hours in 2005,
but then appears to have increased slightly
again to 7% hours in 2006.

TABLE 3

Average number of black hours worked per week
by those who had carried out black activities
within the previous 12 months by gender.

Carried out black activities

2001 2004 2005 2006

Hours : minutes per week
Men 8:27 7:52 8:14 8:16
Women 7:51 6:46 4:28 5:58
Total 8:14 7:30 6:40 7:16

No. of persons who reported black working hours:
312 103 134 46

Note: |18-74-year-olds.
Source: The Rockwool Foundation Research Unit.

Not everyone who had carried out
black activities could say - or was will-
ing to say — how much they did it. Only
between 50 and 60 percent gave this in-
formation, and this, of course, introduces
some additional uncertainty about the re-
mainder. In 2006, the number of persons
who answered the question was particu-
larly low, because they come from one
single wave of interviews. Any further
breakdown, e.g. by age and occupation,
would therefore be too sensitive to distor-
tions due to outliers; information about a
single individual could change the picture
significantly.

Gender

In general, women spend less time on
black activities than men, and women
also reduced the time they spent on such
activities more than men did over the pe-
riod of the surveys. In fact, men who carry
out black activities have exhibited a rath-
er stable average black working week of a
little more than 8 hours, while women ap-

pear to have reduced their black working
hours significantly during the period from
just under 8 hours to 6% hours in 2004
and further to 4% hours in 2005.

This downward trend seems to have
been reversed somewhat in 2006, but we
prefer not to put too much emphasis on
the results based on only one single wave
of interviews in 2006, with correspond-
ingly few people who have carried out
black activities. Instead, we concentrate
on the interviews in 2004 and 2005 and
regard them as one survey for compari-
sons with 2001.

The overall decrease in the black
working week by 1% hours from 2001 to
2004/05 is thus due to a very significant
reduction of time spent on black activities
by women who carry out such activities
and a more moderate reduction among
men. However, about twice as many men
as women carry out black activities, so
even a modest reduction among men may
have some influence on the average for
all.

Box 1. Calculation of the average black
working week

Respondents who had carried out black
activities were asked to state the average
time per week spent on such activities.
First, answers from those respondents
who could give an exact number of
hours in the range 1 to 70 (inclusive)
were accepted and entered into the cal-
culation of a weekly average for all 18-
74-year-olds who had carried out black
activities. Second, if the answer was not
an exact number but, for example, “less
than 1 hour” or “don’t know”, the re-
spondents were given the possibility of
stating the total number of hours spent
during the last 12 months instead. If this
resulted in a number of hours per week
in the range 1 to 70 (inclusive), then that
answer was entered into the calculation.
Other respondents were assumed to have
spent an amount of time corresponding
to the average for all participants. The re-
sults obtained by using this method are
shown in Table 3 on this page.
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Age

The average black hours worked per week
by age group for those of the respondents
who had carried out black activities with-
in the previous 12 months are shown in
Figure 3: figures for 2001 are indicated
by the dotted line and for 2004/05 by the
solid line.

FIGURE 3

Average number of black hours worked per
week by those who had carried out black activi-
ties within the previous 12 months by age.
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Note: 18-74-year olds.
Source: The Rockwool Foundation Research Unit.

The 18-29-year-olds who participat-
ed in black activities worked about the
same average number of black hours in
2004/05 as in 2001: between 7% and 7%
hours. But then the lines for the two sur-
vey periods separate.

In spite of the overall decline in hours
worked, the 30-39-year-olds increased
their average number of hours worked
and even did so considerably, by about
2% hours to 10% hours. They were in fact
the only age group to show an increase.
This means that they moved from a posi-
tion just below the average to a position
well above the average number of hours
worked. Those aged 40 or older reduced
their average number of hours worked by
about 40 percent to 5% hours, and thus
moved from a position above the aver-
age to a position below the average. In
consequence, the difference between the
highest and the lowest numbers of hours
worked increased even though the aver-
age number of hours worked decreased
significantly.

In 2006, however, the 30-39-year-olds
appeared to be back at the initial (2001)
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level, but as mentioned previously this is
based on relatively few respondents, and
we will refrain from more detailed com-
ments about 2006.

Occupation

With respect to occupation, our calcula-
tions show that the average black working
week was reduced for skilled workers by
about one hour to 6% hours between 2001
and 2004/05, for the unemployed by two
hours to 8% hours, and for pensioners by
three hours to 5% hours. The average black
working week remained constant for sala-
ried employees at a little more than 4 hours
and for unskilled workers at 82 hours. We
refrain from commenting on the self-em-
ployed and students because these groups
comprise relatively few individuals who an-
swered the questions about time spent on
black activities in the survey in 2004/05.

Average black working weeks in 2001
and 2004/05 for 18-74-year-olds in vari-
ous occupational groups, for people who
had carried out black activities with-
in the previous 12 months, are shown in
Table 4.

TABLE 4

Average number of black hours worked per week
by those who had carried out black activities
within the previous 12 months by occupation.

2001 2004/05
Hours : minutes per week

Unskilled 8:34 835
workers

Unemployed 10:42 8:34
Total 8:14 7:01
Skilled 7:32 6:40
workers

Pensioners 8:55 5:47
Salaried 4:03 4:15
employees

Note: 18-74-year olds.
Source: The Rockwool Foundation Research Unit.

In 2006, skilled workers apparently re-
duced their black working week further,
to 5 hours. However, this result is only
tentative, and we refrain from any further
comment about time spent on black activ-
ities by occupational groups in the 2006
survey.
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Black Wages

With information on the number of people
participating in black activities and on the
time they spend per week on such activi-
ties, we have figures about the quantity
of black activities. However, in a national
accounts context, for example, economic
importance is determined by both the
quantity and the actual price of black ac-
tivities. It is therefore necessary to obtain
information on the monetary valuation of
black activities. As black activities accord-
ing to our definition comprise work and
sales for payments in cash, in kind and in
the form of return services, we had to ask
about both actual and hypothetical wages
and prices. For the sake of convenience,
we use “wages” as short for “wages and
prices”.

Form of Payment

Interestingly enough it turned out that the
nominal hourly compensation for black
activities remained virtually unchanged
for services paid for in cash, whereas
the estimated average hourly rate for ser-
vices paid for in kind or in the form of
return services, should these have been
paid for in cash, increased compared to
2001. Black wages by form of payment are
shown in Table 5.

TABLE 5

Average black hourly wages by form of payment.

2001 2004 2005 2006

Euro"
Cash 95 102 90 92
Quid pro quo? 11.0 10.4 16.9 13.4
;::;:323 quid 104 105 105 105
Total 103 104 133 118

No. of persons who reported black wages:

346 130 143 94

Notes: 18-74-year-olds who had carried out black activities within the
previous |2 months " 2001: DEM converted to euro by using the average
synthetic exchange rate.? Quid pro quo: hypothetical wages.

Source: The Rockwool Foundation Research Unit.

As can be seen from the table, the price
of a quid pro quo was particularly high
in 2005 compared with 2001, while the
smaller survey in 2006 sets this hypo-
thetical price halfway between the two.
It is indeed to be expected that this hy-
pothetical wage varies more than the

wage where people have received cash
for their efforts. As mentioned previous-
ly, we prefer to pool the interviews car-
ried out in 2004/05 instead of looking at
2004 and 2005 separately when we break
the figures down further and compare
them with 2001. Consequently, we will
only mention results from the small sur-
vey in 2006 briefly and regard them as
tentative.

In 2001, the average hourly rate for
services paid for in cash was €9.50 com-
pared with €9.70 in 2004/05, while those
people who were paid both in cash and
in kind received €10.40 in 2001 com-
pared with €10.50 in 2004/05. On the
other hand, the estimated (hypothetical)
average hourly rate for services paid for
in kind or by means of return services,
should these have been paid for in cash,
increased significantly from €11.00 to
€13.60, and total average payment there-
fore increased from €10.30 to €11.90.

Gender

For men, average hourly wages increased
by €1.70 to €13.00, while wages for
women increased by one euro to €9.40
from 2001 to 2004/05 (see Table 6). So -
as in the official economy — women earn
less than men in the black economy. The
single wave of interviews in 2006 indi-
cates a narrowing of the gender gap via
a modest increase in the remuneration of
women, but whether this reflects a real
change is difficult to say. Too much em-
phasis on 2006 may turn out to lead to
premature conclusions.

Age

The remuneration structure appears
to have become more equal across age
groups. The 40-49-year-olds, who earned
the highest average black hourly wages
in 2001, actually experienced a decrease
from €12.70 to €10.70 in 2004/05, while
the 30-39-year-olds, who were second
from the top in 2001, experienced an in-
crease of €1.40 which was below the av-
erage increase for the rest of the groups.
In 2001, the 40-49-year-olds earned about
50 percent more than the group with the
lowest average hourly wages — the 60-74-
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. TABLE 6

Average black hourly wages by gender, age, and
occupation.

2001 2004 2005 2006

Euro"
Men 1.3 11.0 15.0 12.1
Women 8.4 8.7 10.0 111
18-29-year-olds 9.0 9.1 14.2 10.1
30-39-year-olds 1.3 1.9 13.7 12.8
40-49-year-olds 12.7 10.1 1.6 14.3
50-59-year-olds 9.7 10.9 13.8 11.4
60-74-year-olds 8.5 8.7 1.6 10.9
Selfemployed/ 5\ 531 193 98
aSSIStIng spouses
Salaried 146 115 196 135
employees
Skilled workers 1.1 12.0 12.0 12.4
Unskilled 86 92 95 130
workers
Unemployed 8.2 6.8 9.9 11.4
Pensioners 8.1 83 9.9 8.6
Students 8.4 1.3 10.2 1.7
Other 8.4 74 13.6 11.4
Total 10.3 10.4 13.3 11.8

No. of persons who reported black wages:
346 130 143 94

Notes: 18-74-year-olds who had carried out black activities within the
previous 12 months |) 2001: DEM converted to euro by using the aver-
age synthetic exchange rate. 2) Quid pro quo: hypothetical wages.
Source:The Rockwool Foundation Research Unit.

year-olds - who earned about 8% euro. In
2004/05, the difference between the highest
and the lowest rate had decreased to 25 per-
cent. In Figure 4, we show the wage distribu-
tion by age for 2004/05.

. FIGURE 4

Average black hourly wages by age, 2004/05.
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Source: The Rockwool Foundation Research Unit.

Occupation

The differences in black wages by occupa-
tion appear to be larger than the differ-
ences by age and gender. Because of the
small number of observations, we refrain
from saying anything about the wages of
the self-employed and students. The most
important group when it comes to the
number of persons involved, the skilled
workers, earned 11-12 euro in the black
sector in all the years under consider-
ation, including 2006, with a trend which
if anything is slightly upward, while pen-
sioners earned about 8-9 euro.

Unskilled workers and the unem-
ployed were a little below the average in
2001 and in 2004/05, at 82-9% and about
8 euro respectively. In 2006, both these
groups experienced a relative increase,
but whether this is a real increase or just
due to the small number of observations
remains to be seen. Finally, salaried em-
ployees earned about 15-16 euro on the
black labor market (in 2001 and 2004/05,
but a little less in 2006).

In 2001, salaried employees were paid
about 75 percent more than the group
with the lowest average hourly wages -
pensioners - when they carried out black
activities. In 2004/05, the difference be-
tween the highest and the lowest rate -
i.e. between salaried employees and the
unemployed - had increased to almost
100 percent. Wages obviously reflect
skills and opportunities.

Average black wages in 2001 and
2004/05 for 18-74-year-olds who had car-
ried out black activities within the previ-
ous 12 months are shown in Table 7.

. TABLE 7

Average black hourly wages by occupation.

2001 2004/05
Salaried employees €14.60 €16.00
Skilled workers €11.10 €12.00
Total €11.30 €11.90
Unskilled workers € 8.60 € 9.40
Pensioners € 8.10 € 9.20
Unemployed € 820 € 830

Source: The Rockwool Foundation Research Unit.
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The Extent of Black Activities

The participation rates, the time spent on
black activities, and the actual wages and
prices paid provide the means of estimating
the total extent of black activities. The total
number of hours spent on black activities
as a proportion of the total number of hours
worked in the formal economy in one year
may be considered a measure of the black
sector as a percentage of the Gross Domestic
Product (GDP). This is on the assumptions
that productivity is the same in the black
sector as in the formal economy within the
various trades and industries, and that over-
all average productivity or value added is
the same across industries. This method is
used for the calculations in Table 8. As the
comparison is with the formal labor market,
the age group is 18-66 years (inclusive).
TABLE 8

Black activities as a percentage of Gross Do-
mestic Product (GDP) in Germany, 2001-2006.

Carried out Work in Black sector
black the formal asa

activities economy, percentage

total of GDP
population

O (©) Hhx@)76)
% Hours per week %
2001 1.7 83l 23.6 4.1
West 114 858 24.0 4.1
East 127 733 21.9 43
2004 9.6 756 234 3.1
West 85 765 235 28
East 139 737 232 44
2005 122 6.80 234 3.6
West 114 678 23.8 32
East 152 684 21.7 4.8
2006 76 740 22.1 2.5

Notes: Minutes are expressed as fractions of an hour. 18-66-year-olds.
Source: The Rockwool Foundation Research Unit.

Figures are shown separately for 2004
and 2005 in the table, but if we regard 2004
and 2005 as one survey changes in participa-
tion rates and in working hours resulted in a
20 percent decrease in the extent of black ac-
tivities in Germany, from 4.1 percent of GDP
in 2001 to 3.3 percent in 2004/05.

The bottom row of Table 8 indicates a
further decline to 2.5 percent in 2006, but
this result is based on a small sample with
unusually few people who reported having

carried out black activities. For this reason
we do not show figures separately for East
and West Germany for 2006.

While the rates of participation in black
activities in West and East Germany were rel-
atively similar in 2001 at 11.4 percent in West
Germany and 12.7 percent in East Germany,
amarked divergence has occurred since then.
In 2004/05, 9.9 percent of the population in
West Germany carried out black activities,
while the figure was 14.6 percent in East
Germany. The total number of black hours
worked as a proportion of hours worked in
the formal economy also developed in differ-
ent directions: from 4.1 percent to 3.0 per-
cent in West Germany and from 4.3 percent
to 4.6 percent in East Germany. The overall
decrease is thus due to a decrease in the size
of the black sector in West Germany.

An alternative calculation of the size
of the black sector based on black work-
ing hours and the actual average prices and
wages paid gives a 10 percent decrease in the
size of the black sector, from 27,903 million
euro to, on average, 26,501 million euro, or
from rather more than 1.3 percent of GDP in
2001 to an average of just under 1.2 percent
in 2004/05. In 2006, the size of the black
sector decreased further to 19.658 million
euro or 0.85 percent of GDP.

If the number of black hours worked per
year were “converted” to full-time jobs then
2,709 million hours worked in the black sec-
tor in 2001 would correspond to 1.63 million
jobs in the formal economy. According to a
study made in Denmark by the Rockwool
Foundation Research Unit in 1999, about one
third of these activities would be bought on
the formal market if that was the only pos-
sibility. If the same distribution of alterna-
tives to black activities applied to Germany,
the impact would still amount to more than
500,000 jobs in 2001. Similarly, had all, on
average, 2,227 million black hours worked
in 2004/05 been worked on the formal mar-
ket, it would have corresponded to 1.33 mil-
lion full-time jobs each year — one third of
which amounts to more than 440,000 jobs.
In 2006, 1,666 million black working hours
would correspond to about 990,000 full-time
jobs — one third of which is 330,000.
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Industry

In 2001, the construction sector, which is an
area that the German Finance Ministry fo-
cuses upon, accounted for 29 percent of the
total number of black hours worked, and
this share rose by one third to 39 percent in
2004/05 (see Table 9).

TABLE 9
Black hours worked by industry.

2001" 2004/05"
Construction 29%  Construction 39%
Agriculture Financial services
etc. incl. 15%  and business 12%
gardening activities
Public and
personal 15%  Sales and repairs 10%
services
Hotels/restau- 8% Public and.per- 9%
rants sonal services
Financial
serches and 7% .Agrlculture‘ etc. 8%
business incl. gardening
activities
Transport and 5% Transport and 8%
telecomm. telecomm.
Sales and 4% Hotels/restau- 4%
repairs rants
Manufacturing 1%  Manufacturing 1%
Not stated 17%  Not stated 8%

100% 100%

Note: " The columns may not total 100 due to rounding.
Source: The Rockwool Foundation Research Unit.

Agriculture, fishing, and quarrying (in-
cluding gardening), collectively also known
as the primary sector of the economy, and
public and personal services, the second
and third most important sectors for black
activities in 2001, both saw a reduction
from 15 percent in 2001 to 8 and 9 percent
respectively in 2004/05. Financial services
and business activities, transport and tele-
communications, and sales and repairs in-
creased their importance to 8-12 percent
making financial services and business ac-
tivities the second most important industry
sector for black activities in 2004/05 fol-
lowed by sales and repairs.

The distribution of black activities may
also be illustrated by looking at the number
of black hours worked as a proportion of
the number of working hours in the formal
part of the economy in each industry. This
is done in Table 10.

In 2001, the largest proportion was 17

TABLEIO
Black hours worked as a proportion of work-
ing hours in the formal part of the economy by
industry.

2001 2004/05

Agriculture etc.

) : 17%  Construction 17%
incl. gardening

Agriculture etc.

Construction 13% . ) 9%
incl. gardening
Hotels/ Hotels/
8% 4%
restaurants °  restaurants °

Transport and Transport and

3% 4%

telecomm. telecomm.

Financial Financial

services and o,  servicesand o
. 2% . 3%

business business

activities activities

Public and per-

. 2%  Sales and repairs 2%
sonal services

Public and
Sales and o o
. 1%  personal 1%
repairs )
services
Manufacturing 0%  Manufacturing 0%

Source: The Rockwool Foundation Research Unit.

percent in agriculture, fishing, and quarry-
ing (including gardening) followed by 13
percent in construction and 8 percent in
hotels and restaurants. Between 2001 and
2004/05 the proportion in the primary sec-
tor decreased to 9 percent.

Like the decrease found for the self-em-
ployed, the change in the primary sector is
unlikely to reflect solely an actual change
in participation in black activities. Due to
an increase in deterrence aimed mainly at
this group, it most probably also reflects a
change in the respondents’ readiness to an-
swer questions about such activities hon-
estly (an “announcement” effect).

In 2004/05, construction replaced the
primary sector as the sector where black
hours worked as a proportion of working
hours in the formal part of the economy
made up the largest percentage (17 per-
cent), while the proportion decreased from
8 to 4 percent in hotels and restaurants.
This made hotels and restaurants the third
largest sector once again in 2004/05, now
together with transport and telecommuni-
cations. The proportions in financial ser-
vices and business activities, public and per-
sonal services, and sales and repairs vary
between 1 and 3 percent, while the propor-
tion in manufacturing is negligible.
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Deterrence and Social Norms

In recent years, several steps have been tak-
en to enhance tax compliance by raising the
level of deterrence that is particularly aimed
at combatting black activities. In July 2004
the German parliament even passed a “Law
against Schwarzarbeit” to fight black activi-
ties, mainly by increasing the intensity of
control. Table 11 indicates that the German
public has noticed these policy measures
implemented since 2001, and the campaigns
accompanying them, though perceptions
have not changed dramatically.

TABLE ||

Perceived risk of detection if carrying out black
activities.

Very Fairly Fairly Very Don't Total
high  high  small small know/
refusal

%
2001 108 254  30.1 182 156 100
2004 94 297 323 I51 135 100
2005 115 313 324 138 ILI 100

2006 12.1 286 293 165 11.0 100

Notes: |18-74-year-olds. No. of persons: see Table 2 on page 4.
Source: The Rockwool Foundation Research Unit.

The group perceiving the risk as fairly
high has increased from about 25 percent
of respondents in 2001 to about 30 percent.
9-12 percent think the risk is very high.

Since 2004, we have also asked ques-
tions about the percieved size of sanctions.
The answers are shown in Table 12.

The respondents appear to have been rel-
atively realistic about the size of sanctions,

TABLE 12

Expected sanction if a person has carried out
black activities...

Year Taxes  Taxes Im- Don’t  Total
due due and prison- know/
a fine ment refusal

%
... to the value of 2,500 euro
2004 19.9 51.2 4.9 24.0 100
2005 26.3 53.5 7.8 12.4 100
2006 31.7 38.7 -0 26.6 100
... to the value of 10,000 euro
2006 1.7 47.3 12.2 28.1 100

Notes: 18-74-year-olds. No. of persons: see Table 2 on page 4. " Prison
was not suggested an option when the amount was 2,500 euro.
Source: The Rockwool Foundation Research Unit.

but with 2005 as an exception there are also
about 25 percent or more who do not know.

Factors other than deterrence policies may
have an impact on black activities. In particu-
lar, the recent German tax reforms with re-
ductions in income tax rates and the changes
in labor market policy (“Mini-Jobs”) might
equally well have induced a smaller number
of black working hours.

Tax Morale and Other Social Norms

In the end, black activities are shaped by tax
morale, and in 2004 and subsequent surveys,
respondents were asked to place eight kinds
of cheating behavior on a scale from 1 to 10
(see Table 13).

TABLE 13

Average individual assessment of various kinds
of cheating behavior.

2001" 2004 2005 2006

%

Welfare without
entitlement

Free riding on
bus/ train

Black activities:

Carrying out - 3.5 4.0 3.8
Private for private - 44 5.0 5.0
Firm for private - 2.7 3.1 3.0
Private for firm - 1.9 2.1 2.0
Firm for firm - 1.7 1.9 1.8

Tax evasion - 2.7 29 2.7

Notes: Average on a scale from | to 10 where | is absolutely unaccept-
able and 10 is absolutely acceptable. 18-74-year-olds. No. of persons:
see Table 2 on page 4. " Questions were not asked in 2001.

Source: The Rockwool Foundation Research Unit.

It is quite accepted that a private house-
hold hires a private person to do black work,
but the acceptance declines considerably the
more that firms are involved. If the buyer is
a firm then the activity is ranked like receiv-
ing welfare without entitlement, at the bot-
tom of the scale of acceptability. If a private
household hires a firm to do black work it is
ranked like tax evasion and taking a free ride
on public transportation. This may be com-
pared with the proportions of the respon-
dents who had not carried out black activi-
ties and would not be willing to do so either:
54.2, 61.9, 56.3 and 64.6 percent respective-
ly in the four surveys.
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