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The Shadows of Europe 
Strengthening Regional Security through Labor Reform 
 

The European response to the 2015 migration crisis has overlooked a crucial threat to regional 

stability—the European shadow labor market. Previous reforms intended to increase 

employment flexibility in Italy, Greece, and Spain unintentionally reduced the job security of 

young European workers, forcing them into the shadow labor market. Barriers to employment 

for immigrants have exacerbated this trend. The inability of governments to rein in their shadow 

economies will delegitimize domestic institutions and magnify political tensions within the 

European Union.  Brussels should therefore encourage Southern Europe to balance flexibility 

and equality in their labor markets to maintain European unity and security cooperation. 

 

 

 

Introduction 
 

In 2013 alone, 2.1 trillion euros went undeclared to tax authorities in Europe.1 This tax evasion 

makes up the European shadow economy, which includes all otherwise legal economic activity 

that goes undeclared to or untaxed by government agencies.2 Since the 2015 migration crisis, the 

2.46 million asylum seekers who have arrived in the European Union (EU) face significant 

pressure to enter this shadow sector.3 

 

Labor market vulnerabilities in Southern Europe, including job insecurity among young workers 

and employment barriers for new migrants, will likely encourage greater tax evasion. Recent 

reforms to improve employment flexibility in Spain, Italy, and Greece increased the number of 

non-standard contracts relative to permanent employment—especially among workers aged 18 to 

25 years. At the same time, incoming migrants face massive legal and unofficial barriers to 

legitimate employment. As European youth and migrants confront rising obstacles to stable 

work, current attempts to regulate shadow activity in Southern Europe will likely founder. 

 

Large shadow economies reduce government tax revenue, heighten current economic anxieties, 

and threaten European political and security coordination. Spain, Italy, and Greece have the 

largest informal sectors relative to gross domestic product (GDP) in Western Europe.4 If left 

unaddressed, the shadow labor markets of Southern Europe will deepen divides among EU 

member states and empower existing protest parties. 

 

Balancing sufficient employment flexibility with more equal labor protections will improve the 

job security of both native and migrant workers. Labor contract reform for non-standard work 

can help reinforce domestic stability in Southern Europe, encourage European unity, and 

strengthen regional security cooperation. 
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Labor Market Vulnerabilities, Immigration, and the Shadow Economy 
 

In the space of a generation, the average European worker has gone from having a job 

for life to having more than ten in a career. 

- European Commission, 2017
5 

 

Rising job insecurity among Southern European youth and obstacles to legitimate employment 

for migrants will interrupt current efforts to curb tax evasion. The migration crisis exposed and 

exacerbated the labor market instability already confronted by young European workers. As a 

result, European youth and migrants will be pushed into the informal economy. A large and 

unregulated shadow economy in Southern Europe, particularly in Spain, Italy, and Greece, will 

reduce government capacity, reinforce current income inequalities, and heighten public 

dissatisfaction with the domestic economy. 

 

 

Recent Trends Toward Greater Job Insecurity 

 

Since the 1980s, Southern European governments have gradually rolled back employment 

protection legislation through the deregulation of non-standard work, including temporary and 

part-time contracts.6 Although the reforms decreased firing costs for employers, the growth in 

non-standard contracts had a differential impact on young and old employees.7 Young workers—

aged 18 to 25 years—disproportionately sign non-standard contracts, while many older workers 

hold open-ended, permanent contracts.8 Furthermore, non-standard employment as a share of 

total employment has risen significantly since these reforms began.9 

 

Young employees under fixed-term contracts face high job insecurity, and reduced employment 

protections in Southern Europe prevent easy transition from non-standard to permanent 

employment.10 The International Labor Organization defines employment security as protections 

for workers against sudden job loss and has attributed heightened concerns over job security to 

the dominance of non-standard work.11 Young workers under these contracts also often lack 

access to job training, which is crucial for career advancement.12 Thus, the youth of Southern 

Europe are trapped in a vicious cycle of increasing job insecurity. 

 

This rise in non-standard employment in Southern Europe endangers labor market stability. 

Under current migration policy, this volatility will only grow.  Like many young Europeans, 

asylum seekers face severe obstacles to finding long-term, secure employment. 

 

 

Barriers to Employment Following the 2015 Migration Crisis 

 

Millions of illegal immigrants and asylum seekers have traveled to Europe since the start of the 

migration crisis.13  After arriving in Southern Europe, migrants must overcome more severe 

hurdles to employment than their young European counterparts. 

 

While refugees have been successfully integrated in some countries, the EU has focused 

primarily on border security and asylum processing since 2015.14  Reforms of the Common 
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European Asylum System in 2011 focused on these two issues, but coordinating internal and 

external border policy has proven difficult. 15  These challenges will only mount as arriving 

migrants are left without formal employment. 

 

The millions of asylum seekers and immigrants already in the EU confront legal and de facto 

barriers to employment. 16  Illegal immigrants cannot legally work in the formal economy. 

Asylum applicants must wait for legitimate employment until their application is processed, 

which can last up to 18 months, and some countries do not administer work permits for six to 

nine months beyond that.17 Even with a work permit, non-legal restrictions, such as language 

barriers, discrimination, and the failed recognition of previous education or job qualifications, 

prevent asylum seekers from finding formal employment.18 Finally, immigrants who do obtain 

legal work are more likely to sign a temporary contract, similar to labor trends faced by 

European youth.19 

 

Youth without employment stability and migrants without formal work are the future of 

Southern Europe’s labor force. If unmitigated, job insecurity will push young and migrant 

workers into the shadow economy. 

 

 

The Shadow Economy and its Dangers for the State 

 

The shadow economy, which includes all undeclared or untaxed income, reduces government 

revenue and, therefore, undermines government capacity. The main drivers of informal 

employment include a high tax burden on employers or employees, low respect for tax 

administration, and rigid labor restrictions.20 The most common forms of shadow labor are a 

second, informal job after regular working hours or work by individuals who are legally barred 

from formal employment.21 In Southern Europe, young workers facing high job insecurity fall 

into the first category, with asylum seekers and illegal immigrants in the second. 

 

In 2017, the shadow economies as a percentage of GDP in Spain, Italy, and Greece remain the 

highest among all Organization for Economic Cooperation and Development (OECD) 

countries.22 Although improvements in tax collection have consistently reduced the informal 

economies of Northern Europe, progress in Southern Europe came to a halt between 2008 and 

2013 due to weak tax enforcement and relatively slow economic growth.23 This relapse exposed 

the labor market vulnerability of Southern Europe that predated the migration crisis. Between 

2013 and 2017, the shadow economies of Spain, Italy, and Greece remained almost double the 

size of Northern European informal sectors. 24  As job insecurity forces young and migrant 

workers into informal employment, Southern Europe’s management of shadow activity will 

continue to weaken. 

 

Employees and employers in the informal sector attempt to evade taxation and social security 

contributions, which erodes government capacity. In addition, shadow economies reinforce 

economic inequalities and heighten public dissatisfaction with the political process. 

 

 Reduced government capacity.  A sizable shadow economy distorts statistics on 

important policy indicators, including unemployment, GDP, and inflation.25 Inaccurate 
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statistics are a significant obstacle to informed policy decision-making. In addition, the 

formal economy faces a higher tax burden when a large portion of taxable income goes 

unreported, and government revenues stay artificially low. 26  An unchecked shadow 

economy, therefore, interrupts government management of its formal economy. 

 

 Entrenched economic inequalities.  Labor market segmentation—in particular between 

old and young workers—expanded the income inequality gap in Spain, Italy, and Greece 

following the 2008 financial crisis.27 Informal-sector workers lack the labor protections 

available in the official economy, which can lead to persistent low wages and rising 

poverty. 28  Although shadow employment may help supplement the salaries of non-

standard employees, inequality will be more entrenched in the formal economy. Reduced 

government capacity and high poverty associated with shadow activity interrupt efforts to 

narrow the income inequality gap. 

 

 Heightened public dissatisfaction.  A heavier tax burden on the formal economy and 

larger income inequalities will likely heighten current economic anxiety among the 

public. In November 2017, the top concern for domestic policy in Spain, Italy, and 

Greece was unemployment.29 Seventeen percent of Greeks and 16 percent of Italians cite 

taxation as a top concern facing their countries—the highest in all EU member states.30 

About 36 percent of all Europeans consider “social inequalities” to be the main challenge 

for the EU moving forward. 31  Furthermore, in a futures analysis of global shadow 

economies, the Association of Chartered Certified Accountants (ACCA) predicts that 

political volatility will increase in any country facing informal-sector pressures like those 

in Southern Europe.32 Rising political volatility in Spain, Italy, and Greece will impair 

basic government functions and foster greater public dissatisfaction. 

 

The shadow economy will weaken government capacity in Southern Europe. If left unaddressed, 

an unstable Southern Europe will magnify tensions among EU member states and strengthen the 

anti-establishment messages of existing protest parties. 

 

 

 

Regional Divisions and Consequences for Collective Security 
 

Heightened public dissatisfaction with Southern Europe’s domestic political systems will 

threaten European unity and security coordination. Weakened regulation of shadow activity in 

Spain, Italy, and Greece will exacerbate tensions with northern EU member states. As this north-

south divide grows, protest parties will take advantage of European disunity to expand their 

electoral support. The platforms of the major protest parties in Southern Europe outwardly 

support a pro-Russian security strategy, which destabilizes the role of the North Atlantic Treaty 

Organization (NATO) in regional defense. 
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The North-South Divide 

 

Public discontent in Southern Europe following the 2008 global financial crisis significantly 

heightened tensions among EU member states. The perceived northern-imposed fiscal restraints 

were not well received in Southern Europe. Since the recession, voter turnout declined in Spain, 

Italy, and Greece, while participation in Northern European countries like Germany and Sweden 

increased.33 In addition, protest parties like Podemos in Spain, the Movimento Cinque Stelle in 

Italy, and Syriza in Greece transformed traditionally bipolar party systems into multi-polar 

systems.34 

 

As the economic gap among member states expands in response to shadow employment, the 

north-south divide will deepen. In 2017, a majority of Italian, Greek, and Spanish citizens did not 

believe their voice counted in the EU.35 Greater labor market vulnerabilities and larger shadow 

economies will lead Southern European citizens to feel further left behind by their northern 

neighbors. At the same time, citizens in countries like Germany will resent Southern Europe’s 

dependence on Northern European financial support. Political frictions between Northern and 

Southern Europe following the global financial crisis were only the beginning of a broader 

bifurcation of the EU—rooted in unmanaged shadow economies. 

 

As the north-south divide grows, protest parties created after the 2008 recession will appeal to 

more voters disillusioned with the EU status quo. Shadow employment and worsening north-

south relations will breed a generation of anti-establishment young voters in Southern Europe. 

 

 

Protest Parties as a Threat to European Security 

 

As worsening north-south relations empower anti-establishment political parties, regional 

security coordination will become more difficult. According to the European Commission, joint 

decision-making, financial stability, and political unity are essential for regional security. 36 

Furthermore, if nationalist parties fragment European defense capabilities, EU coordination with 

NATO will falter.37 A strong EU-NATO strategic partnership is crucial to counter the shifting 

threats facing Europe. 

 

Podemos in Spain, the Movimento Cinque Stelle in Italy, and Syriza in Greece promote party 

platforms that are outwardly pro-Russian and anti-NATO. Their rising power due to labor market 

vulnerabilities and regional divisions, therefore, poses a concrete threat to regional security. 

 

 Podemos.  The party platform of Podemos demands greater Spanish autonomy within 

NATO.38 The online platform also advocates for a “European security architecture in 

which Russia participates,” which would directly undermine NATO authority. 39 

Although the party recently backed away from its commitment to leave NATO, it still 

supports Russian involvement in EU defense cooperation. 40  In addition, Spanish 

nationalism, which had been discouraged since the dictatorship of Francisco Franco, 

surged following the economic crisis and attempted secession of Catalonia.41 Anti-NATO 

and pro-nationalist security platforms in Spain will undercut efforts to coordinate 

European defense capabilities. 
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 Movimento Cinque Stelle.  The Movimento Cinque Stelle, or Five Star Movement, won 

one third of the votes cast in the Italian election on March 4, 2018—the largest share it 

has ever received.42 The election produced a hung parliament, but the results guarantee 

the Five Star Movement a position in the future coalition government.43 Dissatisfaction 

with the migration crisis and economic situation in Italy played a major role in the Five 

Star Movement’s recent popularity, especially among young voters. 44  The party has 

pushed for exit from the Eurozone and openly supported Russian President Vladimir 

Putin.45 Additionally, a poll conducted by the Demos & Pi research institute in February 

2018 found that 19 percent of Italian voters across all political parties had a “positive or 

very positive” opinion of former fascist leader Benito Mussolini. 46  Rising fascist 

sentiment, combined with the recent election results, will create a “prolonged period of 

political instability” in Italy, according to a report by Reuters.47 

 

 Syriza.  Syriza, or the Coalition of the Radical Left, won 36 percent of votes in the 

January 2015 national election, making party leader Alexis Tsipras the Greek prime 

minister.48 Syriza’s foreign policy platform endorses “no [Greek] involvement in wars or 

military plans,” indicating a resistance to centralized EU defense.49  Furthermore, the 

party aspires to reorganize European security coordination to exclude Cold War alliances, 

like NATO.50 When the party came to power in 2015, the Russian diplomat to Greece 

was the first foreign diplomat welcomed by Tsipras.51 Syriza has been more sympathetic 

to Russia’s position on issues like the invasion of Ukraine and European sanctions, and 

its representatives in the European Parliament have consistently voted against motions 

critical of Russia.52 While focus since the recession has been on anti-austerity policy, 

Syriza’s pro-Russian platform threatens EU-NATO relations. 

 

As protest parties gain support in Southern Europe, their anti-NATO and pro-Russian platforms 

will impede collective security cooperation. Although these parties emerged following economic 

crises, the ultimate threat they pose is to European security. Analysis of Southern European 

domestic policy is necessary to assess the country-specific vulnerabilities fueling anti-

establishment discontent. 

 

 

 

Spain, Italy, and Greece: Assessment of Current Policies 
 

An assessment of labor policy, immigration policy, and informal activity in Spain, Italy, and 

Greece reveals the threat each country poses to European unity. Despite some labor market 

improvements and slower migration inflows, Spain’s autonomous regions impede national policy 

implementation. Italian labor and immigration policies are insufficient and unprepared to address 

growing job insecurity among youth and migrants. Finally, the labor reforms, asylum processing, 

and shadow economy in Greece present the most extreme case of economic and political 

fragmentation. 
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Spain 

 

The Spanish government recently instituted labor reforms to redefine temporary work, but 

immigration policy and uncoordinated taxation among autonomous regions leave its shadow 

economy as the third largest among OECD countries. 

 

 Labor policy: reversing previous reforms.  In 2017, Spain had one of the highest shares 

of temporary contracts out of total employment contracts in the EU.53 The 1984 Worker’s 

Charter allowed the use of temporary contracts even in jobs with permanent needs, and 

since then, the share of temporary employment has grown substantially.54 The Spanish 

government has implemented policies to reduce job insecurity faced by young workers 

under non-standard contracts.55 Reforms in March 2012 gave more control to employers 

over working conditions and established a “training right” for workers.56 Despite slight 

improvements, labor contract segmentation is deeply ingrained in Spanish employment 

and, therefore, requires greater policy attention. 

 

 Immigration policy: slower migration route.  The number of illegal border crossings into 

Spain grew from 6,800 in 2013 to 23,143 in 2017, fewer than in Italy and Greece.57 

Although the state oversees national asylum processing, the autonomous regions of Spain 

are responsible for the social integration of immigrants, including employment.58 While 

the asylum process officially lasts three to six months, it takes about one and a half years 

in practice.59 After their application is accepted, asylum seekers must wait an additional 

six months until they can legally request a work permit.60 Although legal and unofficial 

barriers prevent immigrant employment, Spain faces a smaller scale of migration 

compared to the rest of Southern Europe.  

 

 The shadow economy.  The size of Spain’s informal economy was 17.2 percent of GDP 

in 2017.61 Excluding the revenue lost to shadow activity, Spain raises less tax revenue as 

a share of GDP than any other EU member state, largely as a result of weak coordination 

among its autonomous regions.62 As employment insecurity and the incentive to work in 

the informal sector rise, the limitations of decentralized Spanish policy will expand 

shadow activity and exacerbate public economic anxiety. 

 

Limited labor market improvements and a smaller scale of immigration make Spain less of a 

threat to European unity compared to Italy and Greece.  However, unchecked informal activity 

will still handicap the central government as it faces difficulties coordinating among the 

autonomous regions. 

 

 

Italy 

 

Despite recent restructuring of non-standard labor, Italian policymakers have been unable to 

control the growing employment protections gap between young and old workers. The huge 

influx of immigrants further exposed young workers’ limited access to stable employment. 
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 Labor policy: misdirected changes.  Over the past 20 years, the Italian labor market 

implemented significant reforms that led to a rise in temporary contracts and labor 

segmentation between young and old workers.63 The share of temporary workers under 

28 years old rose by 20 percent between 2006 and 2011, while the share of workers over 

37 years old rose by less than 5 percent. 64  Furthermore, the rate of transition from 

temporary to permanent employment has fallen. 65  In the 2015 Jobs Act, the Italian 

government created an open-ended contract that no longer requires legal justification for 

new employee layoffs.66 Instead of stimulating permanent employment as intended, the 

Jobs Act made firing employees easier for firms. 67  These attempts to reduce the 

prevalence of temporary contracts have not improved the employment stability of Italian 

youth. 

 

 Immigration policy: extremely unprepared.  Italy was unprepared for the surge in 

immigration since 2015. The number of illegal border entries jumped from 40,000 in 

2013 to 181,126 in 2016.68 The European Commission established new “hotspots” to 

improve asylum processing and the prosecution of illegal immigrants in Italy.69  The 

asylum application process is designed to take a maximum of 18 months. 70  As of 

December 2016, however, the backlog of pending asylum cases was 99,920—

significantly delaying application processing.71 Asylum seekers officially have access to 

the labor market two months after their application is filed, but residence permit delays 

often lengthen this period.72 Efforts to improve the asylum process have been made, but 

Italian immigration authorities were ill-equipped for the migration crisis. 

 

 The shadow economy.  Italy’s shadow economy was 19.8 percent of GDP in 2017.73 In 

2014 and 2015, the Italian government instituted reforms to reduce the tax burden on 

labor and simplify the tax system. 74  Although simplified tax reporting typically 

encourages workers to enter the formal economy, Italy has not improved the 

segmentation of its labor market. The ease of firing new workers under Italian labor law 

reinforces the job insecurity of young workers and pushes them into informal 

employment. If unaddressed, labor insecurity will undermine tax enforcement efforts. 

 

As the third largest economy in the EU, Italy is an essential state for regional unity.75 Therefore, 

it is in the interests of European policymakers to prevent the weakening of Italian governance 

due to unchecked shadow market activity. 

 

 

Greece 

 

Greece has both the highest number of illegal border crossings and the largest shadow economy 

in Western Europe. While temporary employment is the main driver of job insecurity in Italy and 

Spain, part-time employment is the major vulnerability in the Greek labor market. 

 

 Labor policy: moving in the wrong direction.  Since the 2010 sovereign debt crisis, Greek 

labor reforms are following a similar path as Spain and Italy. Prior to 2008, temporary 

and part-time employment were below the EU average. 76  Reforms to increase labor 

flexibility have had little effect on temporary employment but a significant impact on 
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part-time employment.77 Between 2010 and 2013, the share of part-time contracts grew 

from 26 percent of employment to 37 percent, and the conversion of full-time contracts to 

part-time contracts tripled over this period.78 Similar to temporary contracts, part-time 

employment reduces job security. Moreover, this conversion to part-time labor has 

increasingly occurred without employee consent.79 The rise of involuntary part-time work 

expands the job insecurity of young workers in Greece, where the youth unemployment 

rate is already double the EU average.80 

 

 Immigration policy: systemic deficiencies.  In 2011, the European Court of Human Rights 

and the EU Court of Justice found “systemic deficiencies” in the Greek asylum system.81 

885,386 migrants arrived in Greece in 2015 alone. 82  The number of illegal border 

crossings fell following the EU-Turkey Joint Statement, but the Greek asylum procedure 

has yet to improve.83 The asylum application process typically takes six months, but can 

be extended another nine months.84  Greek legislation allows asylum seekers to access the 

formal labor market as soon as their application is approved, but applicants must 

complete an additional employment registration process.85 While over 27,000 asylum 

applicants were in the pre-registration phase of this process in July 2016, fewer than half 

had completed the full labor application as of December 2016.86 While asylum seekers 

are permitted to work, the deficiencies of Greek immigration policy impede asylum 

seekers’ access to formal employment. 

 

 The shadow economy.  In 2017, the Greek shadow economy was the largest in Western 

Europe at 21.5 percent of GDP in 2017.87 The Ministry of Labor has prioritized informal 

economic activity for domestic revenue collection, but a program for labor integration of 

vulnerable populations will not be implemented until 2020.88 Growing inequality in the 

Greek labor market, particularly following the migration crisis, will prevent further 

economic recovery. 

 

The Greek political system has been fragile since the sovereign debt crisis, and current policy 

will further weaken government capacity. If unmitigated, Greek shadow labor activity will 

reverse efforts to stabilize the domestic economy and deepen public distrust of the EU. 

 

Current labor and migration policy will leave Spain, Italy, and Greece behind their northern 

neighbors, threaten European unity, and empower pro-Russian protest parties. Labor market 

reform in Southern Europe is, therefore, essential to prevent unchecked shadow activity and 

strengthen regional security cooperation. 

 

 

 

Balancing Flexibility with Equality in Southern European Labor Markets 
 

Balancing a flexible labor market with more equal access to stable employment will help address 

rising job insecurity in Southern Europe. European policymakers must encourage Spain, Italy, 

and Greece to maintain hiring and firing flexibility for employers while improving protections 

for employees in non-standard work. Because these vulnerabilities originate in existing European 

job insecurity, the problem must be addressed with labor reform, not short-term asylum 
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improvements. The migration crisis is just one source of the labor inefficiencies in Spain, Italy, 

and Greece. If the labor market for young workers in Southern Europe improves, employment 

opportunities for migrants will expand over time. 

 

Labor reform focused on both flexibility and equality will slow trends toward rising non-

standard employment in Southern Europe, block incentives to work in the shadow economy, and 

help prevent the expanding division of the EU. Long-term European unity depends on the 

restructuring of Spanish, Italian, and Greek employment. 

 

 

Flexibility for Employers 

 

Firms that can easily fire and hire new workers will be more likely to register its employees with 

tax and social security authorities. 89  Strong employment protection legislation typically 

incentivizes firms to employ workers in the shadow economy because the cost of replacing 

employees is so high.90 High costs to fire workers make the labor market inflexible. In addition 

to minimizing shadow activity, flexibility can promote firm competitiveness and increase overall 

employment participation.91 

 

The goal of deregulating non-standard employment in Southern Europe was to increase firm 

productivity and labor market participation. However, the Italian, Spanish, and Greek 

governments did not foresee the potential negative consequences for employment equality. Labor 

flexibility is crucial to limiting shadow activity, but successful reform must also consider 

equality among employees under different work contracts. 

 

 

Equality for Employees 

 

Equal treatment and benefits for standard and non-standard employment will prevent workers 

from supplementing their income in the shadow economy. Reduced protections for workers do 

not necessarily lower unemployment or improve labor market participation, which were key 

goals of past contract deregulation in Southern Europe.92 Since these deregulations, workers 

under non-standard contracts have suffered larger reductions in employment protection than have 

permanent workers.93 While some recent Spanish policies focused on balancing flexibility with 

equality, unequal job insecurity between non-standard and standard employment is still a major 

challenge to economic productivity and shadow economy regulation in Southern Europe. 

 

Whether implemented simultaneously or individually, the following three policy options provide 

workers with a clearer path to employment stability. Each should be adjusted to fit the specific 

characteristics of the labor markets in Spain, Italy, and Greece. 

 

 Labor contract reform.  A new type of labor contract that offsets flexibility for employers 

with employee protections would improve job security while maintaining the benefits of 

non-standards contracts. For example, in single labor contracts, the level of protection 

increases with the worker’s employment tenure. 94  Employment protections are very 

minimal during the entry phase of the contract, which gives firms the freedom to easily 
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hire and fire new workers. 95  However, the single labor contract is open-ended and 

includes a second, stability phase during which the employee receives stronger 

employment protections.96 France was the first European country to propose a single 

labor contract in 2005.97 

 

In 2003, Austria proposed another labor contract reform to encourage the transition from 

non-standard to standard work. Under this contract, all employee salaries finance an 

untaxed fund for severance payments.98 The severance payments are then distributed to 

workers under both temporary and permanent labor contracts, whereas previously 

temporary employees received no severance. 99  These measures decreased the gap in 

employment protections between temporary and permanent employment and reduced the 

incentive to hire using temporary contracts. If implemented, a new labor contract 

modeled after these examples will improve job security for employees without severely 

reducing labor market flexibility. 

 

 Narrower definition of non-standard work.  In addition to or instead of a new category of 

labor contract, policymakers can narrow the legislative definition of temporary or part-

time work. For example, the 2012 Spanish labor reforms restricted the use of fixed-term 

contracts solely for job training periods or to hire disabled workers.100 Current legislation 

in Greece requires a reason for the renewal of non-standard contracts, although not at 

their initial signing.101 Legislation requiring justification for the signing of non-standard 

contracts helps prevent unequal labor protections among employees. Southern European 

governments could also limit the number of times a firm can renew a temporary contract, 

which encourages longer-term employment agreements. While restrictions on non-

standard work may discourage hiring, liberalization of temporary contracts can actually 

reduce employee motivation and overall labor productivity.102 To improve employment 

security and labor productivity, definitional changes to non-standard work should provide 

greater agency to employees. 

 

 Improved access to training.  Finally, Southern Europe can implement more systematic 

job training programs for young workers, migrants, and any other non-standard 

employees. Job training is essential for career security and advancement, but the cost of 

training employees under temporary contracts often outweighs the benefit for the firm.103 

Training reduces skill barriers for new workers and eases the transition to more 

permanent employment. Private job training programs significantly increase both 

employee job security and firm productivity.104 James Heckman, a Nobel Prize-winning 

economist, found that about half of the employment skills learned are accumulated 

through on-the-job training, not in school.105 If job training under non-standard contracts 

is required or more actively encouraged by government authorities, firms and employees 

would benefit from increased productivity and greater protections, respectively. 

 

Balancing flexibility with equality in employment protection legislation is essential to discourage 

entry into the shadow economy. This recommendation covers only a few policies aimed at 

increasing job security under non-standard employment contracts. Structural labor reform 

requires coordination among employers, workers, and government authorities. It is in the 

interests of each EU member state to encourage such coordination in Southern Europe. European 
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political unity and collective security necessitate labor reform that focuses on maintaining 

flexibility for employers and ensuring equal protections among employees. 

 

 

 

Conclusion 
 

Despite the 2015 crisis, incoming migrants themselves do not pose the most serious danger to the 

EU. The European response to the migration crisis has overlooked the vulnerability caused by 

rising job insecurity and informal employment in Southern Europe. The shadow economies in 

Spain, Italy, and Greece will weaken domestic government capacity, hasten a North-South 

division in Europe, and impede EU-NATO security coordination. 

 

These large shadow labor markets are, therefore, a disregarded yet substantial threat to regional 

unity. Brussels must encourage greater employment equality in these countries as the next step 

toward a stronger and more secure European Union. 
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Appendix A: Shadow Economy Size as a Share of GDP106 

(Ordered largest to smallest size in 2017) 

 

 

COUNTRY 2004 2005 2006 2007 2008 2009 2010 

Greece 28.1 27.6 26.2 25.1 24.3 25.0 25.4 

Italy 25.2 24.4 23.2 22.3 21.4 22.0 21.8 

Spain 21.9 21.3 20.2 19.3 18.4 19.5 19.4 

Portugal 21.7 21.2 20.1 19.2 18.7 19.5 19.2 

Belgium 20.7 20.1 19.2 18.3 17.5 17.8 17.4 

France 14.3 13.8 12.4 11.8 11.1 11.6 11.3 

Sweden 18.1 17.5 16.2 15.6 14.9 15.4 15.0 

Finland 17.2 16.6 15.3 14.5 13.8 14.2 14.0 

Germany 15.7 15.0 14.5 13.9 13.5 14.3 13.5 

Ireland 15.2 14.8 13.4 12.7 12.2 13.1 13.0 

United Kingdom 12.3 12.0 11.1 10.6 10.1 10.9 10.7 

Netherlands 12.5 12.0 10.9 10.1 9.6 10.2 10.0 

Austria 11.0 10.3 9.7 9.4 8.1 8.5 8.2 

Switzerland 9.4 9.0 8.5 8.2 7.9 8.3 8.1 

        COUNTRY 2011 2012 2013 2014 2015* 2016* 2017* 

Greece 24.3 24.0 23.6 23.3 22.4 22.0 21.5 

Italy 21.2 21.6 21.1 20.8 20.6 20.2 19.8 

Spain 19.2 19.2 18.6 18.5 18.2 17.9 17.2 

Portugal 19.4 19.4 19.0 18.7 17.6 17.2 16.6 

Belgium 17.1 16.8 16.4 16.1 16.2 16.1 15.6 

France 11.0 10.8 9.9 10.8 12.3 12.6 12.8 

Sweden 14.7 14.3 13.9 13.6 13.2 12.6 12.1 

Finland 13.7 13.3 13.0 12.9 12.4 12.0 11.5 

Germany 12.7 12.5 12.1 11.6 11.2 10.8 10.4 

Ireland 12.8 12.7 12.2 11.8 11.3 10.8 10.4 

United Kingdom 10.5 10.1 9.7 9.6 9.4 9.0 9.4 

Netherlands 9.8 9.5 9.1 9.2 9.0 8.8 8.4 

Austria 7.9 7.6 7.5 7.8 8.2 7.8 7.6 

Switzerland 7.8 7.6 7.1 6.9 6.5 6.2 6.0 

 

 

*Values based on current forecasts 
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Appendix B: Map of Shadow Economies as Share of GDP in 2016107 

(Made in Tableau) 
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