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Abstract. Under the current extreme conditions, with an increasing number of the
unemployed, the size of the shadow economy is also growing. The
competitiveness of municipalities depends to a large extent on their ability to
manage unemployment and reduce the size of the shadow economy. A strategy
selected for improving the municipal economy significantly affects the
establishment and development of business. The article aims to assess the
extent to which the unemployed are involved in the informal activities in
Lithuanian regions during the COVID-19 pandemic. The research is based on
the method of a representative quantitative survey. The research has revealed
that the main critical issues are hiding income, work in the shadow labour
market and “envelope” wages, while the major areas of shadow activities cover
healthcare services, hairdressing and childcare. The research has also disclosed
that the unemployed not only participate in the shadow labour market, but also
justify income hiding and consumption of smuggled goods. The measures
recommended for reducing the number of the unemployed are raising the
average wage, exempting business start-ups from taxes for several years, and
reducing the unemployment and other social benefits with consideration of
one’s health condition.
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1. INTRODUCTION

Although the shadow economy is observed in all the countries and sectors with regulated and
taxed economic activities, its size may differ significantly (Navickas et. al, 2020). When unemployment
rates are high, the informal sector of the economy often becomes the sector where the unemployed can
earn some income, thus mitigating the destructive effects of unemployment. As noted by Burger and
Fourie (2019), remuneration for work in the informal sector is commonly lower than that in the formal
sector, though the former also requires significantly lower skills than the latter.

According to Nygaard and Dreyer (2020), those working in the informal sector are twice as likely to
belong to poor households. Not possessing any alternative sources of income and not being protected by
social security measures (because undeclared activities are not subject to taxation), individuals working in
the informal sector are particularly vulnerable in the current context of the COVID-19 pandemic
(Dementiev, 2021). The COVID-19 pandemic has significantly affected European and non-European
enterprises (e.g., Carrasco Sierra et al., 2020; Machova et al., 2021; Simionescu, 2021 and many others).
Millions of enterprises have lost their planned revenues, and millions of work positions have been
compromised (Cepel et al., 2020). The International Labour Organisation estimates, provided by Nygaard
and Dreyer (2020), indicate that 1.6 billion of approximately 2 billion workers operating in the informal
sector of the economy worldwide will experience an average of about a 60% income decline in their
current income as a result of the COVID-19 pandemic. This problem is especially topical in Ukraine.
Prior to the pandemic, the shadow economy in Ukraine accounted for nearly 28% of GDP. Based on
these data, the authors presume that the post-pandemic situation will be totally worse. In Ukraine it is
impossible to ensure the effective development of entrepreneurship and a sufficient level of employment
due to the high level of shadow business in the labor market (Melnyk et al., 2021a). In Ukraine, even in the
insurance sector, the level of shadowing (provision of tax optimization services for business; use of
internal incoming reinsurance to reduce tax liabilities; withdrawal of funds outside Ukraine or cash
transfer using technical securities) is very high and increases every year (Melnyk et al., 2021b). The
situation is no better in the banking sector, which is used for money laundering (Bukhtiarova et al., 2020).
And this is the picture we have in most countries, especially in those with low incomes.

To diminish the share of the economically vulnerable individuals, it is relevant to take a deeper look
at the aspects and extent of involvement of the unemployed in the shadow economy so that, based on the
research results, the guidelines for reducing the scope of this phenomenon could be developed. Previous
studies mainly focused on the macroeconomic context of informal employment (Hvidtfeldt et al., 2011;
Schneider, 2011; Schneider et al., 2015; Burger, Fourie, 2019; Hendrickx, 2019, etc.) or analysed informal
employment in particular population groups (e.g. the youth — Tefera & Delbiso, 2013; Okeleke &
Aponjolosun, 2020; Altbeker & Storme, 2013, etc.; women’s - Pasternak-Malicka, Migata-Warchot, 2018;
rural population — Reimer, 2000; Reimer, Bollmann, 2009; Weng, 2015, etc.), while this study concentrates
on the regional dimension.

The main purpose of the research is to identify the major forms of involvement of the unemployed
in the shadow economy, to evaluate the extent of this phenomenon, and to develop the guidelines for
reducing the number of the unemployed in the shadow economy. The defined purpose was detailed into
the following objectives: 1) based on literature analysis, to provide the factors limiting the potential of the
unemployed in the formal labour market; 2) to classify and review the most common forms of
participation of the unemployed in the shadow economy; 3) to select and substantiate the methodology of
the research; 4) based on the results of the empirical research, to identify the most common forms of

involvement of the unemployed in the shadow economy in Lithuanian regions.
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Novelty of the research. Novelty of the research lies in assessment of involvement of the
unemployed in the informal labour market and consumption of smuggled goods. Given that during the
pandemic, the unemployed are facing the difficulties to find a job, the research examines the (in)tolerance
of the unemployed to the shadow economy.

The research methods include comparative and systematic literature analysis and a representative

survey of the unemployed.

2. LITERATURE REVIEW

2.1. Factors limiting the potential of the unemployed in the formal labour market

The labour market establishes the relations between the supply (employees) and demand (employers)
for labour. The total labour supply depends on at least four factors: the number of inhabitants, the share
of workers in the total population, the average number of working hours per week or year, and the quality,
quantity and qualification of work. The labour market is an important segment of any economy. It is
related to the capital market, the market of goods and services, and various economic entities
(governments, companies and houscholds) (Draskovic et al., 2021). Some studies (National Planning
Commission 2012; Schneider et al., 2015) indicate that the activities of the unemployed in the informal
economy are a natural part of an economic cycle because namely the informal sector absorbs surplus
labour from the formal sector during the period of an economic downturn. A high unemployment rate
inherent to the latter promotes the development of the shadow economy because the unemployed tend to
engage in shadow activities so as not to lose state-paid unemployment benefits, but at the same time seek
alternative sources of income. The close relationship between the shadow economy and the labour market
was confirmed by Perry et al. (2007), Fialova (2010), Pocius (2015) and many other authors. Nevertheless,
Rogan and Skinnet’s (2017), Burger and Fourie’s (2019) and some other studies do not confirm the role of
the informal sector in absorbing surplus labour. On the contrary, the above-mentioned studies show that
even when the unemployment rate is rising during the period of an economic downturn or shock, transfer
to the informal sector is not such a simple solution, since there exist particular barriers for entities to enter
the informal sector. According to Grimm et al. (2011), individuals wishing to enter the informal sector
may face barriers, such as a lack of skills or capital. There are also cases when an employee continues
working in the usual workplace, but an employer starts paying the “envelope” wages. This means that an
employee possesses sufficient skills and capital, but an employer just wants to save on taxes.

Tefera and Delbiso (2013) additionally point to the barriers such as lack of working premises, an
adequate market and raw materials. Due to the effects of the above-mentioned barriers, the informal
sector does not act as a full downturn or shock absorber, i.e., a sector in which all the unemployed are able
to find an occupation. At best, it acts only as a partial absorber (Burger and Fourie, 2019), which means
that involvement of the unemployed in the shadow economy is determined not by pure economic cycles,
but by a complex of various factors that limit the potential of the unemployed to find a job, and the
decline in the number of work places in the formal economy during its downturn is only one of these
factors. As it was noted by Fialova (2010), economic agents may not enter the labour market either due to
the lack of opportunities or may leave the formal sector voluntarily for monetary or non-monetary
benefits.

A lack of education and skills is considered to be a significant obstacle for the unemployed to find
formal employment (Krisnaresanti et al., 2020). According to the statistics from Altbeker and Storme
(2013), the unemployment rate for early school leavers is as high as 50%. Kolm and Larsen (20106) state
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that informal work opportunities for manual workers or workers with low education are substantially
higher than for those with higher education, especially in regions.

The modern knowledge-based economy, technological advancement and globalization require a
constant increase in the level of knowledge, but being characterized by reduced mobility, regional (rural)
residents cannot improve or have no motivation for improvement (Fernando, 2020). As noted by Gadsby
and Samson (20106), rural communities do not even have a so-called ‘learning culture’. According to
Reimer and Bollman (2009), residents of rural areas are not motivated to pursue knowledge and education
because having an access to only low-skilled jobs and facing the problems of a process complexity and
high risks when trying the establish a business, they feel their efforts to raise skill levels will be wasted, and
they will incur costs that will not pay off later.

Based on the previously mentioned studies by Gadsby and Samson (2016), and Reimer and Bollman
(2009), a relationship between agents’ participation in the shadow economy and the place of residence can
be envisaged: it was found that rural residents face more difficulties in finding a job than urban residents
because with significantly lower investment flows (Ramasamy et al., 2017; Li et al., 2018) and a lack of
infrastructure (Gadsby & Samson, 2010), regional residents are likely to face such relevant problems as a
lack of attractive work places or work places in general (Williams, 2011), wage inequalities (Liu et al.,
2011), etc. With reference to Weng (2015), the informal economy in rural areas is a source of livelihood
for the poor, when the latter exploit natural resources (primarily land) to conduct economic activities, such
as farming, timber production, etc.

On the other hand, Tefera and Delbiso’s (2013) survey-based study revealed that as many as 90% of
the people working in the informal sector do so not because of low education or place of residence, but
because of the improvement of their standard of living. In contrast to the above-mentioned studies,
Tefera and Delbiso (2013) found that either higher education or city residence do not hinder agents’
involvement in the informal sector due to wider opportunities to find a formal job, but, on the contrary,
even provide them with higher profits and a longer stay in the informal sector.

Literature analysis also disclosed the economic sectors with the highest levels of informal
unemployment. Based on Hvidtfeldt et al.’s (2011) research in the Danish economy and Haigner et al.’s
(2011) research in the German economy, the highest level of informal work is characteristic of the
construction sector, which is followed by the agricultural sector and the hotels and restaurants sector. The
lowest levels of informal work in these countries are observed in the industrial sector.

Summarising, literature analysis suggests that the key factors limiting the potential of the unemployed
to find a job in the formal sector and thus pushing them to operate in ‘the shadow’ are a smaller number
of work places in the formal economy during the periods of its downturn or shock, a lack of education
and skills, and rural residence with lower infrastructure and mobility opportunities. Nevertheless, these
factors cannot be considered absolute because they determine agents” decision to operate in the informal

sector only insofar as this operation can raise their income and improve the standard of living.

2.2. Forms of participation of the unemployed in the shadow economy

In a general sense, the shadow labour market is referred to as “all cases, where the employees or the
employers, or both, occupy a shadow economy position” (Schneider, 2011, p. 21). The OECD
Development Centre provides a narrower, but more detailed definition of informal employment which is
treated as “working arrangements that are de facto or de jure not subject to national labour legislation,
income taxation or entitlement to social protection or certain other employment benefits (advance notice
of dismissal, severance pay, paid annual or sick leave, etc.).” (OECD Development Centre, 2019, p. 26).
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Both the broader and narrower interpretations of informal employment (or the informal labour

market) suggest that informal unemployment may manifest in many different forms. Most common forms

of participation of the unemployed in the shadow economy, identified on the basis of literature analysis,

can be attributed to two main categories (see Table 1).

Table 1
Categorization of the forms of participation of the unemployed in the shadow economy
Categories Forms Authot(s), year
By the degree of | Informal work with regular employment | Williams, 1996; Schneider, 2011;
(non)formalization contracts, informal work with regular part-time | Pacolet, De  Wispelaere, 2013;
employment contracts, self-employment, small | Shapland, Heyes, 2017, OECD

enterprises, fully informal Local

Exchange Trading Systems

work,

Development Centre, 2019; WIEGO,
2020

By the activity spaces

Informal work in public spaces, informal work

Medina, 2008; Walsh, 2010; Weng,

at home, informal work in agriculture, | 2015; Chen, Sinha, 2016; Martinez et

informal work in other spaces al, 2017; Shapland, Heyes, 2017,
Truong, 2018; Hendrickx, 2019;
OECD Development Centre, 2019;
WIEGO, 2020

Source: compiled by the authors

When analysing the forms of participation of the unemployed in the shadow economy, categorized
by the degtee of (non)formalisation, it should be noted that a wide range of variations, starting with regular
employment contracts and ending with involvement in the so-called Local Exchange Trading Systems, is
possible. Individuals who have regular employment contracts can informally work outside regular working
hours, get involved in informal work at weekends, etc. Similar principles apply to informal work
performed by individuals with regular part-time employment contracts. Schneider (2011) indicates that a
large part of informal workers are self-employed, some of them owe and manage very small enterprises.
Finally, this category covers fully informal activities that can be conducted by one person, a group of
related persons or a family. According to the OECD Development Centre’s (2019) estimations, of the
total number of the individuals operating in the informal sector, 67.4% work in informal sector units,
27.3% work in fully formal enterprises, and 5.3% are domestic workers. Self-employed individuals
represent the majority of informal workers (45%), followed by employees (36%), contributing family
workers (16%) and employers (below 3%). Williams’s (1996) research shows that the unemployed can
participate in the informal sector of the economy through informal exchanges, called Local Exchange
Trading Systems (LETS). The essence of these systems is that participants (especially at the community
level) exchange goods and services without using money as an exchange intermediary. For this purpose,
participating individuals create certain groups — associations, within which they exchange goods and
services. In this way, the unemployed are trying to solve the cash shortage problem.

In the category of informal work by activity spaces, operation in public spaces, at home, in agriculture
and other spaces can be highlighted. The agents informally operating iz public spaces are often involved in
street vending (Walsh, 2010; Martinez et al., 2017; Truong, 2018; CGAP, 2020; WIEGO, 2020, etc.): they
sell a wide range of goods from foodstuff (fruit, vegetables, bakery, meat, beverages, prepared foods
Vasylieva, 2021), garment and crafts, domestic appliances, etc. According to Truong (2018), in developing
countries, the determinants of street vending lie in low farm output, limited farming land, declined non-
farm jobs, and other family-related situations. WIEGO’s (2020) report also indicates that a substantial
share of informal workers operating in public spaces are found in the transport sector - taxi drivers, cart
pullers, bicycle peddlers, rickshaw pullers, etc. The category of the individuals informally working in public

63




Journal of International Studies Vol.14, No.3, 2021

spaces also covers waste pickers — individuals who collect waste (i.e., what others have thrown away) and
earn money by taking this waste to reverse vending machines, recycle centres, etc. (Medina, 2008;
WIEGO, 2020).

Informal workers who wotk in their homes are least visible. They produce and/or sell goods or
services within or near their homes (Chen, Sinha, 2016). They are commonly involved in garment and
shoe making or repairing, handcrafting (e.g., embroidering, knitting, carving, carpentry, etc.), textile
weaving, cigarette rolling, football or kite making, incense stick rolling, threading flower garlands, food
processing, assembling electronics, automobile parts and pharmaceutical products, doing laundry, hair-
cutting (Chen, Sinha, 2016; Bhan et al., 2020; WIEGO, 2020, etc.) and many other works. As it was noted
in WIEGO’s (2020) report, a part of informal workers working at home are self-employed who sell goods
or services directly to markets, while others are sub-contracted and produce work on a piece-rate basis
for domestic or global supply chains.

According to the report provided by the OECD Development Centre (2019), informality possesses a
strong rural dimension. Based on the OECD Development Centre’s (2019) estimations, independently of
the area of residence, #he agricultural sector presents the highest level of the global informality amounting to
93.6%. Informal agricultural activities cover cultivation of fruit, vegetables, cereals, floriculture, fisheries,
livestock and poultry farming, etc. Reimer (2000) notes that low mobility of the rural population serves as
a favourable condition for informal agricultural activities as well as informal exchange. Rural residents can
engage in agricultural activities close to their place of residence (e.g. near their homes, in their own and/or
neighbouring land, etc.) (Weng, 2015). Close social ties in rural communities also serve this purpose:
community members exchange and/or provide each other with resources, share information, expetiences,
and can even feel obliged to each other (Reimer, 2000). Food delivery from so-called ‘safe nets’ (relatives,
neighbours, familiar farmers, etc.) is particularly beneficial for low-income consumers (Ratner, 2000), and
informal exchanges become even more important during the periods of economic and social crises
(Reimer, Bollman, 2009).

Finally, zhe group of informal work in other spaces covers informal work in restaurants and hotels, sub-
contracted janitors and security guards, casual labourers in the construction sector, piece-rate workers in
sweatshops, temporary office helpers or offsite data processors (WIEGO, 2020), workers in the financial
sector, personal service sector, entertainment and catering (Shapland, Heyes, 2017).

On balance, numerous forms of informal work can be categorized by the degree of
(non)formalization and activity spaces. Despite a wide diversity of occupations, most informal works share
such common features as a lack of legal recognition and work without security or social protection.
Informal work basically needs to be run through person-to-person contacts to avoid detection and records
by the authorities. It is commonly based on personal trust.

3. METHODOLOGY

The purpose of the empirical research is to investigate the relationship between unemployment and
the shadow economy. The empirical research is based on a quantitative research method — a representative
survey. During the survey, the respondents were asked to answer the pre-designed questions. The research
sample included the working age (18-65) people who were unemployed at the moment of surveying. The
respondents were delivered a survey link online. A total of 1,047 questionnaires were distributed.
“Representativeness of a sample is determined by a sample size and a sampling method selected.
Probabilistic sampling is based on the probability theory and random selection of a population’s elements,
but this randomness can be defined and measured: the probability of each element of the population to be
included in a sample is known” (Gaizauskait¢ & Mikéné, 2014, p. 32). The respondents represented 60
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different municipalities: to ensure the appropriate representativeness of the survey, the number of the
respondents from each municipality was selected based on the number of the unemployed in a particular
municipality. The survey was conducted over the period November-December 2020.

Demographic characteristics of the respondents (the unemployed) are as follows: the majority of the
respondents are aged 36-45 (33%), a slightly smaller share belongs to the 26-35 age group (25%), 17% are
aged 46-55, 14% - aged 56—65, and 11% - aged 18-25. 52% of the survey participants are male, and 48% -
female. The majority of the unemployed respondents (59.98%) have secondary education, 20.63% - higher
education, and 19.20% - university education. The majority of the respondents are Lithuanian (67%), 21%
- Russian 21%, and 12% - Polish. At the beginning of 2020, Lithuanians made up 85.9, Poles — 5.7,
Russians — 4.5, and other nationalities — 3.9 percent of the country’s total population; thus, Russians and
Poles were also included in the survey sample. The majority of the respondents (61%) have not had a job
for up to 6 months, and only 2% of the respondents have not had a job for more than a year.

The data were processed by employing SSPS and MS Excel software.

4. EMPIRICAL RESULTS AND DISCUSSION

Prior to the analysis of the empirical results, the following hypotheses were formulated:

(H1): The unemployed residing in the border municipalities (Utena, Vilnius, Alytus, Marijampolé,
Taurage, Klaipéda) are more likely than the unemployed residing in non-border municipalities to disclose
their knowledge of the persons who consume or distribute smuggled goods;

(H2): The unemployed residing in smaller municipalities are more likely to justify consumption of
smuggled goods than the unemployed residing in larger municipalities;

(H3): More than half of the unemployed have worked in the informal labour market and earned
income that was not officially recorded.

The empirical survey was conducted to find out to which extent the unemployed are inclined to
participate in informal activities. The respondents were asked if they personally know any people who
work without declaring all or a patt of their income to the state tax inspectorate and/or social security
institutions. The results of the survey revealed that more than half (56%) of the respondents know such
people (1-2), and more than a third (36%) know two or more of them (see Figure 1).

56%

36%

8%

Yes, you know one or two Yes, you know few people No
people (two or more)

Figure 1. Proportion of the respondents knowing the people working illegally or partially legally,
percent
Sonrce: own compilation

65



Journal of International Studies Vol.14, No.3, 2021

The data also indicate that as many as 88 percent of the respondents know the people who consume
or distribute smuggled goods. The survey, however, revealed that more than a third of the respondents
(38%) do not justify consumption of smuggled goods and participation in smuggling activities.

To explain the nature of unemployment, the respondents were asked to rank the exemplary causes of
unemployment in municipalities on a scale from “I strongly agree” to “I strongly disagree”. The
respondents noted the impact of low wages (65%) and the high unemployment rate in regions (rural areas)
(64%); almost half of the respondents (49%) believe that the qualifications they have acquired do not
correspond to the supply of jobs (see Figure 2).

70 65 64
60
49
50
40
30 27
20 12
0 —
The aquired Too low salary in The current social |live inaregion  The marketno  The market no
qualification does  the positions system does not with a high longer longer needs
not correspond offered encourage people unemployment needs peopleof workers with the
to the supply of to look for work rate and respectable age 2nd /3rd degree
jobs | do not have an of disability

opportunity to

travel to larger
cities because the
costs are too high

Figure 2. Proportion of the respondents’ answers representing the causes of unemployment in
municipalities, percent
Source: own compilation

To find out which proportion of the unemployed justify hiding income, the respondents were asked
to rank five statements reflecting that income can be hidden by different entities. The respondents needed
to indicate if they justify or do not justify hiding income.

The results revealed that the majority of the respondents (43%) justify hiding income when a private
ot self-employed person evades taxes by not declaring all or a part of the income, and when a firm hires a
private person and pays a part of the wages informally (41%) (see Figure 3).

The respondents were also asked if over the period of the last 12 months they paid for any goods or
services, the income for which was unlikely to be declared (e.g., no invoice or VAT receipt was issued). As
many as 70 percent of the respondents confirmed, 24 percent of the respondents denied, and 6 percent of

the respondents did not know how to answer the question.
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A firm hires a private individual and does not
officially

declare all or a part of the salary paid to this
individual

41

A firm is hired by another company and does
not declare its activities to the tax or social security
authorities

8

w I

A private individual is hired by a private household
and
does not declare the benefits received to the tax
or social security authorities, although is obliged...

29

A firm is hired by a private household and does
not declare the benefits received to the tax or
social security authorities

A private individual or self-employed person
evades taxes by not declaring all or a part of
income

43

w
I [e)]

Figure 3. Justification of hiding income, percent
Source: own compilation

The respondents who confirmed the purchase of goods or services even if they felt that the income
earned from sales was unlikely to be declared were asked in which sector they encountered this situation.
More than a third of the respondents (36%) indicated the health care sector, less than a fifth (18%) -
hairdressing or other beauty treatments, and 14% - childcare (see Figure 4).

» Childcare

» Healthcare services

" Hairdressing or beauty treatments
Cleaning orironing

» Home repair or renovation

» Help move home

A
7%

' Transporting passengers

Figure 4. Most common sectors with sales of goods/services without declaring income, percent
Source: own compilation

The respondents were asked why they purchased undeclared goods or services rather than the ones

from the regular market. The results revealed that the majority of the respondents (as many as 59%)
purchased such services or goods only because of the lower price. Only 3 percent of the respondents used
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such services unconsciously and only then realized that the income earned for such services or goods is
unlikely to be declared.

The respondents were also asked if they would accept undeclared wages from an employer. The
results revealed that as many as 75 percent of the respondents see no reason why they should not accept
undeclared wages from an employer; some of the respondents would accept undeclared wages only in
small amounts. It was also found that 68% of the respondents earned unofficial income over the period of
being unemployed.

The respondents who admitted having earned such income were asked to indicate what activities they
were involved in. 40 percent of the respondents mentioned housekeeping, 21 percent - construction work,
23 percent worked in agriculture, and 8 percent performed repair works. Finally, the respondents were
asked to recommend the measures for reducing unemployment. Most of the unemployed (45%)
recommend raising the average wage, 36% of the unemployed offered exempting business start-ups from
taxes for one to two years ahead; 19 percent of the respondents expected for reducing the unemployment
and other social benefits with consideration of one’s health condition.

Two of the three research hypotheses were accepted, one hypothesis was rejected.

(H1): The unemployed residing in the border municipalities (Utena, Vilnius, Alytus, Marijampole,
Taurage, Klaipéda) are more likely than the unemployed residing in non-border municipalities to disclose
their knowledge of the persons who consume or distribute smuggled goods. 17 municipalities under
consideration were border municipalities, 43 — non-border municipalities. H1 is accepted: the unemployed
residing in the border municipalities (90 percent) are more likely than the unemployed residing in non-
border municipalities (87 percent) to disclose their knowledge of the persons who consume or distribute
smuggled goods.

(H2): The unemployed residing in smaller municipalities (10) are more likely to justify consumption
of smuggled goods than the unemployed residing in larger municipalities (10). Municipalities ranked by
their population were extracted from the database of the Centre of Registers. H2 is rejected: the
unemployed residing in larger municipalities (67 percent) are more likely to justify consumption of
smuggled goods than the unemployed residing in smaller municipalities (62 percent).

(H3): The unemployed registered in smaller municipalities (10) were more likely to earn or seck for
income from external short-term orders, for which they were paid in cash (informally), than the
unemployed registered in larger municipalities (10). H3 is accepted: a larger proportion of the unemployed
registered in smaller municipalities (68 percent) have earned informal income than the proportion of the

unemployed registered in larger municipalities (64 percent).

5. CONCLUSION

The study revealed that the unemployed are inclined to participate in the shadow labour market. The
main causes of informal labour are additional income and justification of informal activities. The
unemployed justify hiding income when a private or self-employed person evades taxes by not declaring
all or a part of the income, and when a firm hires a private person and pays a part of the salary informally.
92 percent of the unemployed have information about one or more illegally employed persons, and 88%
of the respondents know those who distribute or consume various smuggled goods. The unemployed
mostly complain about low wages and the high unemployment rate in their regions. A lack of awareness
and justification of informal activities lead to an increase in informal unemployment, which forces
consumers to choose undeclared goods and services, mainly because of the lower than the market price.
The unemployed are inclined to accept undeclared income from an employer, to purchase undeclared
goods and services and consume smuggled products. Consequently, during the period of the COVID-19
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pandemic, unemployment has been closely linked to informal activities because difficult conditions force

individuals to survive the emergency, and thus justify the growth of the shadow economy.
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