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Abstract: The view that undeclared work is undertaken by marginalised populations (i.e., those groups relatively excluded from the
formal labour market) is a core assumption of not only modernisation theory, which holds that undeclared work is conducted by and
for marginal population at the ‘bottom of the pyramid’, but also political economy theory, which views contemporary capitalism to
outsource and subcontract production to the undeclared economy where marginalised populations conduct such work as a survival
strategy. Until now however, few extensive evaluations of the validity of this marginality thesis have been conducted in relation to
urban environments. To fill this gap, this paper reports data from a 2013 cross-national survey of urban populations in 28 European
member states. Using multilevel mixed-effects logistic regression analysis, this reveals that although some marginalised groups in
urban Europe (those having difficulties paying their household bills and younger age groups) are significantly more likely to
participate in undeclared work, others are not (the unemployed) and yet others (women and urban dwellers in less affluent European
regions) are significantly less likely to participate. The outcome is a more variegated theorisation of which marginal groups
participate in undeclared work in urban areas and the need for policy towards the undeclared economy to address this more nuanced
understanding.
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INTRODUCTION

A dominant view for several decades has been that marginalised populations (i.e., those that are relatively excluded
from the formal labour market) are more likely to participate in undeclared work [1 - 3]. This marginality thesis holds
that not only people are inhabiting marginalised areas, such as less affluent countries or peripheral rural areas, more
likely to work in the undeclared economy [4, 5], but also are marginal socio-economic groups, such as women, the
unemployed and those in financial difficulty [6 - 8]. Despite the dominance of this marginality thesis, the evidence-base
supporting this view has been weaken, largely composed of small-scale studies of specific populations and localities [9
- 11]. In this paper, therefore, the aim is to evaluate this marginality thesis in relation to urban populations by reporting
an extensive data set, namely a survey conducted in 28 European countries which included 17,886 face-to-face
interviews with urban inhabitants.

To commence, the next section provides a brief review of the competing views on the participation of marginal
populations in undeclared work. This will display that the dominant ‘marginality thesis’, which holds that marginal
populations are more likely to work in the undeclared economy, is a central assumption of both modernisation and
political economy explanations. However, with the advent of agency-oriented neo-liberal and institutional explanations
which view undeclared work as a matter of choice rather than due to a lack of choice, questions have started to be raised
about the validity of this marginality thesis. Revealing that the evidence supporting the marginality thesis is scarce and
largely composed of small-scale surveys in specific localities or populations, the second section then begins to fill this
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gap by introducing the methodology used in an extensive 2013 survey of participation in undeclared work across 28
European countries which included 17,886 face-to-face interviews with urban inhabitants. The third section reports
which urban populations engaged in undeclared work in the European Union. This will reveal that whether marginal
populations are more likely to work in the undeclared economy depends on which marginal groups are considered.
Although some marginal populations are more likely to work in the undeclared economy, some are not, and yet others
significantly less likely to do so. In the fourth and final section, conclusions are then drawn by discussing the
implications for theory and policy of the findings.

At the outset, a definition of undeclared work is required. The widespread consensus in the literature is that
undeclared work comprises paid activities not declared to the authorities for tax, social security and/or labour law
purposes when they should be declared [12 - 16]. If a paid activity varies in additional ways to the formal economy,
then this paid activity is not here defined as undeclared work. For instance, if illegal goods and/or services are traded,
such as illegal drugs, then this paid activity is part of the broader ‘criminal’ economy rather than the undeclared
economy, whilst if the activity is unpaid, it belongs to the wholly separate unpaid economy. However, blurred
boundaries remain, including when activity is reimbursed using in-kind favours or gifts. Here, and mirroring the 2013
survey analysed, activity that is reimbursed in-kind or with gifts are excluded from the analysis. Also, we excluded from
the analysis the declared employees in declared jobs who receive some of their wage as a declared salary and some as
an additional undeclared (“envelope”) wage. Instead, only activities that are wholly undeclared for tax, social security
and/or labour law purposes are included.

COMPETING PERSPECTIVES ON WHO ENGAGES IN UNDECLARED WORK

The ‘marginality thesis’ holds that marginal populations, which are usually loosely defined, are more likely to
participate in undeclared work [1 - 3]. This is the case both for inhabitants of marginalised places as well as marginal
groups who are relatively excluded from the formal labour market. On the one hand, there has been a long-standing
belief at all spatial scales that the undeclared economy is more prevalent in poorer areas. This is viewed as the case
whether one is discussing global regions [4, 17], variations between nations [14, 18], local and regional variations [9,
16] or urban-rural variations [19, 20]. On the other hand, groups that are relatively marginalised from the formal labour
market are also believed to be more likely to work in the undeclared economy. For example, the unemployed are
believed to be more likely to work in the undeclared economy than those who have formal employment [6 - 8, 10, 21],
women more likely than men [5, 10, 11, 22], and those with financial difficulties more likely to work in the undeclared
economy than those without such difficulties [3, 23, 24].

This marginality thesis is a result of, and a key facet of, two dominant theoretical explanations of the undeclared
economy. In modernisation theory, the undeclared economy is leftover from a previous regime that continues in
peripheral enclaves that have not yet been subjected to modernisation and economic development. The undeclared
economy is consequently seen to be disconnected from the formal economy and to be typically participated in by
marginal groups such as the uneducated who operate small unproductive enterprises serving the ‘bottom of the
pyramid’ market in that they produce poor quality products for less affluent consumers using little capital and adding
little value [25, 26].

In political economy theory, meanwhile, the undeclared economy is seen as an inherent feature of an emergent
deregulated global economy in which outsourcing and subcontracting are principal means by which undeclared work is
integrated into contemporary capitalism so that production costs can be reduced [7, 8, 27, 28]. Accompanying
deregulation is a reduction of state intervention in social protection causes those excluded from the formal labour
market and social protection to be pushed into the undeclared economy as a last resort and survival practice [5, 8, 28].
In the political economy perspective, therefore, the undeclared economy is a ‘necessity-driven’ realm in which marginal
populations excluded from the formal economy and social protection [21, 29].

However, this dominant marginality thesis has been regularly contested over the past few decades. Based on the
view that necessity is not the sole universal determinant of participation in undeclared work, it has been argued that it is
not always marginal populations who work in the undeclared economy. Indeed, several studies display that the
undeclared economy is less rife in deprived regions and localities [16, 24, 30, 31], and that the unemployed participate
less in undeclared work than those with formal jobs [32 - 35]. At least four reasons have been given for this finding.
First, they lack the resources (such as a car or tools) required to participate in a wide range of undeclared work [24, 33],
secondly, they receive and hear about fewer opportunities to work undeclared due to their smaller and more confined
social networks [36 - 38], thirdly, they lack the skills and competencies to conduct undeclared work [34, 39] since if
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these are inadequate to find a formal job, they are also likely to be inadequate to find undeclared work; and fourth and
finally, they fear detection from the authorities because claiming welfare benefits illicitly is commonly seen as a more
serious misdemeanour than tax evasion [40, 41]. Women, moreover, are often found to participate less than men in the
undeclared economy [42, 43], and those with financial difficulties are asserted to work less in the undeclared economy
than those without such difficulties [44].

This questioning of the marginality thesis derives from agency-oriented theoretical explanations of the undeclared
economy. On the one hand, neo-liberals have portrayed those working in the undeclared economy as rational economic
actors who decide whether to operate undeclared by weighing up the costs of undeclared work and benefits of operating
legitimately. For these scholars, high taxes, burdensome regulations and public sector corruption result in citizens
voluntarily leaving the formal economy and turning to the undeclared economy [45 - 47]. On the other hand, another
agency-oriented perspective has drawn upon institutional theory [48] and adopted a more ‘social actor’ approach which
views work in the undeclared economy as illegal in the eyes of formal institutions but socially legitimate in the eyes of
informal institutions (citizens’ norms, values and beliefs) [49 - 55]. When symmetry exists between formal and informal
institutions, undeclared work will only occur unintentionally such as when there is a lack of understanding of the laws
and regulations. When institutional asymmetry exists nevertheless, work in the undeclared economy prevails. As such,
the greater the asymmetry between formal and informal institutions, the more prevalent is work in the undeclared
economy [56 - 60].

Till now, most studies (including those reported above) of who participates in undeclared work have been small-
scale surveys of specific localities and/or population groups. Few, if any, extensive cross-national surveys have been
conducted that examine who participates in undeclared work and thus test the validity of the marginality thesis in
relation to urban populations. Here, therefore, we turn attention to a data-set which begins to fill this major gap.

METHODOLOGY

To evaluate the validity of the dominant marginality thesis, we here use the Special Eurobarometer No. 402. Using
the same sampling method as other Eurobarometer surveys, 27,563 face-to-face interviews were undertaken during
April and May 2013 in all 28 member states of the European Union, with some 500 conducted in smaller countries and
1,500 in larger nations. In every country, a multi-stage random (probability) sampling methodology was used which
ensure that on the issues of gender, age, region and whether it is an urban or rural area, the sample was proportionate to
the distribution of the population in each country. Some 17,886 face-to-face interviews were thus conducted with
people living in urban areas. This population is here the focus of our analysis. In the descriptive analysis below, we use
the sampling weighting scheme as suggested by the literature [61 - 63]. In the multivariate analysis nonetheless, there is
debate over whether to do so or not [61 - 64]. Given that the majority opinion is that the weighting scheme should not
be used, we here decided not to do so for the multivariate analysis.

The face-to-face interviews were in the national language with adults aged 15 years and older. The interviews built
rapport with the participants before posing the more sensitive questions, starting off with questions about their attitudes
towards the undeclared economy, followed by questions on which goods and services had been purchased on an
undeclared basis by them. Only after this were questions put regarding their own participation in undeclared work.
Examining the responses of the interviewers about their perceived reliability of the interviews conducted, cooperation
of the respondents was deemed bad in just 1.1 per cent of the interviews completed. Cooperation was said to be
excellent in 63.9 per cent, fair in 28,9 per cent and average in 6.1 per cent.

Given this, attention can turn to an analysis of the results. To do this, we here use multilevel mixed-effects logistic
regression analysis. The dependent variable measures whether respondents participated in undeclared work and is based
on the question ‘Apart from regular employment, have you yourself carried out any undeclared paid activities in the last
12 months?’. The independent variables used to analyse whether marginalised populations are more likely to participate
in undeclared work are divided into socio-demographic, socio-economic and spatial variables and are as follows:

o Socio-demographic independent variables: Gender (1 = males, 0 = females), Age (1 = 15 to 24 years old, 2 = 25
to 39 years old, 3 = 40 to 54 years old, 4 = 55 years old and over), Marital Status (1 = married/ remarried, 2 =
cohabiters, 3 = singles, 4 = separated or divorced, widowed and other form of marital status), People 15+ years
in own household (1 = one person, 2 = two persons, 3 = three persons, 4 = four persons or more), Children up to
14 years old in the household (1 = having children, 0 = not having children), Tax morality index (Constructed
index of self-reported tolerance towards tax non-compliance).
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e Socio-economic independent variables: Employment status (1 = employed respondents, 0 = unemployed

respondents), Difficulties paying bills (1 = most of the time, 2 = occasionally, 3 = almost never/never).

e Spatial independent variables: Area respondent lives (1 = large urban area, 0 = small or middle sized town),
Region (1 = Western Europe, 2 = Southern Europe, 3 = East-Central Europe, 4 = Nordic nations).

We kept in the analysis only the individuals for which data on each and every independent variable is available.

Below, we report the findings.
FINDINGS

Descriptive Statistics

As Table 1 displays, 4 per cent of the respondents who live in urban areas reported that they had undertaken work in
the undeclared economy over the past year, which is 1 in 25 of the citizens surveyed who will in urban areas in the 28
member states of the European Union (EU-28). The mean earnings of these urban dwellers who participate in

undeclared work is €662.

Table 1. Participation in undeclared work in urban areas in EU-28: by socio-demographic characteristics, socio-economic

status and region (n = 16,226).

Urban people engaged in undeclared Earnings from undeclared work

work Disclosed Don’t know; Refusal Mean

(%) (%) (%) ©
All EU-28 4 73 27 662
Gender
Women 3 75 25 618
Men 5 71 29 693
Age
15-24 8 83 17 463
25-39 5 69 31 844
40-54 4 72 28 680
55+ 1 54 46 770
Marital status
Married/Remarried 2 68 32 730
Cohabitating 7 67 33 537
Single 7 84 16 664
Divorced/Separated/ Widowed/Other 3 61 39 711
Number of persons 15+ years in household
One 5 73 27 668
Two 3 74 26 733
Three 4 73 27 648
Four and more 5 69 31 473
Children
Not having children 4 72 28 598
Having children 4 76 24 785
Tax morality (mean=2.24)
Bellow mean 2 69 31 628
Above mean 7 74 26 673
Employment
Unemployed 71 29 583
Employed 74 26 736
Difficulty paying bills
Most of the time 9 74 26 617
From time to time 4 61 39 860
Almost never/never 3 81 19 587
Urban area
Small/ middle sized town 4 71 29 682
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(Table 1) contd.....
Urban people engaged in undeclared Earnings from undeclared work

work Disclosed Don’t know; Refusal Mean

(%) (%) (%) ©
Large town 4 76 24 634
Region
Western Europe 4 83 17 548
Southern Europe 2 59 41 1186
East-Central Europe 4 53 47 479
Nordic Nations 6 93 7 939

To evaluate the marginality thesis, Fig. (1) displays how participation rates vary across the European Union, so as to
understand whether urban inhabitants in the poor East-Central European and Southern European countries have higher
participation rates than the urban inhabitants in the more affluent Nordic and Western European nations. The finding is
that the countries in which urban inhabitants are most likely to engage in undeclared work are Estonia (where 13 per
cent of urban dwellers had engaged in undeclared work in the prior 12 months), Latvia (11 per cent) and the
Netherlands (10 per cent). At the opposite end, the countries with the lowest participation rate in undeclared work are
Malta (with less than 1 per cent), Ireland (1 per cent) and Cyprus, Italy and Portugal (2 per cent). As such, the
marginality thesis does not appear to hold at the European regional level in the sense that urban dwellers in the less
affluent European regions do not appear to have higher participation rates in undeclared work than urban dwellers in the
affluent European regions.

Undeclared work activities
the last 12 months (%)
Estonia: 13

Latvia: 11

Netherlands: 10

Denmark: 9

Slovenia: 8

Lithuania: 7

Bulgaria, Czech Republic,

Luxembourg: 5

Belgium, Finland, Hungary,
Poland, Romania, Spain: 4

0 D EEEEEERm

Germany, Greece, Slovakia,

United Kingdom: 3

| Cyprus, ltaly, Portugal: 2
Ireland: 1
Malta: <1

Austria, Croatia, Francef
Sweden: 6

Created with mapchart.net © {

n Y

Fig. (1). Participation in undeclared work in urban areas in the past 12 months, by EU-28 country (n = 16,226).
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Turning to whether the marginality thesis applies on a socio-demographic, socio-economic and spatial level, Table 1
displays some mixed results. Contrary to the marginality thesis, participation in undeclared work is higher amongst
urban men than urban women (5 per cent of urban men participated over the past 12 months compared with 3 per cent
of urban women) and women earn less than men in urban areas from such work (i.e., 89 per cent the amount earned by
men). Furthermore, the unemployed in urban areas are no more likely to participate in undeclared work than the
employed and even when they do, their earnings are 76 per cent the amount earned by the employed. Neither do
respondents living in small or middle sized towns participate in undeclared work to a greater extent than respondents
living in large urban areas. The tentative suggestion from these descriptive statistics therefore, is that the marginality
thesis does not apply when discussing gender, employment status and urban settlement size.

However, the marginality thesis does appear to be applicable when discussing younger age groups, who are more
likely to participate in undeclared work than older age groups, and also to those who are not married compared with
married/remarried participants, as well as those having difficulties paying bills compared with those seldom having
such difficulties. For all these population groups, the marginality thesis appears to be valid. Analysing the descriptive
statistics therefore, the tentative conclusion is that it is not possible to assert that the marginality thesis is universally
applicable at all spatial scales and across all socio-demographic and socio-economic groups.

Analysis

We here analyse the hypothesis that participation in undeclared work significantly varies according to individual
socio-demographic, socio-economic and spatial characteristics when other variables are taken into account and held
constant. Given the hierarchical structure of the data (i.e., individuals nested within countries), for the multivariate
analysis, we employ a multilevel model. As the dependent variable is dichotomous, we use a multilevel mixed-effects
logistic regression [65]. Indeed, the likelihood-ratio test for the null hypothesis that there are no variations in
participation in undeclared work reports that this hypothesis can be safely rejected. Therefore, the multilevel mixed-
effects logistic regression should be the one used.

To analyse the association between the various independent variables and participation in undeclared work when
other variables are held constant, an additive model is used. The first stage model (M1) includes solely the socio-
demographic factors to examine their association, while the second stage model (M2) adds socio-economic factors
alongside the socio-demographic factors, and the third stage model (M3) adds spatial factors to the socio-demographic
and socio-economic factors to examine their association with the participation in undeclared work in urban Europe.
Table 2 reports the results.

Table 2. Multilevel mixed-effects logistic regression of participation in undeclared work in urban areas.

Model 1 Model 2 Model 3
Gender (Women)
Men 0.588%** (0.082) 0.643*** (0.083) 0.643*** (0.083)
Age (15-24)
25-39 -0.226* (0.123) -0.237* (0.129) -0.231%* (0.129)
40-54 -0.614*** (0.135) -0.646%** (0.141) -0.648*** (0.141)
55+ -1.503*** (0.161) -1.512%** (0.162) -1.520%** (0.162)
Marital status (Married/Remarried)
Cohabitating 0.186 (0.127) 0.152 (0.128) 0.147 (0.128)
Single -0.007 (0.141) -0.053 (0.141) -0.046 (0.141)

Divorced/Separated/ Widowed/Other

0.101 (0.142)

0.031 (0.143)

0.029 (0.143)

Number of persons 15+ years in household (One)

Two

-0.392*** (0.126)

-0.371*** (0.126)

-0.366*** (0.126)

Three

-0.351%% (0.141)

-0.328%* (0.142)

-0.322%* (0.142)

Four and more

-0.366%* (0.156)

0.331%* (0.157)

0.318%* (0.157)

Children (Not having children)

Having children

-0.036 (0.101)

-0.095 (0.101)

-0.105 (0.102)

Tax morality

0.368%** (0.021)

0.358%% (0.021)

0.357%%* (0.021)

Employment (Unemployed)

Employed

-0.061 (0.094)

-0.063 (0.094)

Difficulty paying bills (Most of the time)
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Model 1

Model 2

Model 3

From time to time

-0.606%** (0.112)

-0.622%%% (0.112)

Almost never/never

-1.019%*% (0.115)

-1.049%** (0.115)

Urban area (Small/ middle sized town)

Large town

-0.062 (0.083)

Region (Western Europe)

Southern Europe

-0.682%* (0.316)

East-Central Europe

0.118 (0.254)

Nordic Nations

0.803** (0.368)

Constant

-3.687*** (0.241)

-2.942*%** (0.263)

-2.887*** (0.302)

Observations

16,226

16,226

16,226

Number of groups

28

28

28

Random-effects Parameters

Identity: Country
Variance (constant) 0.298%%** 0.410%%* 0.247%%*
Notes:*** p<0.01, ** p<0.05, * p<0.1; Standard errors in parentheses. All coefficients are compared to the benchmark category, shown in brackets.

Model 1 in Table 2 shows that the marginality thesis is valid when analysing various socio-demographic disparities
in participation rates in undeclared work among urban dwellers. Not only are younger urban dwellers significantly more
likely to participate in undeclared work, doubtless due to their greater exclusion from the formal labour market [12], but
so too are those urban inhabitants more tolerant of undeclared work and holding non-conformist attitudes towards tax
compliance, providing some support for the institutional theory explanation discussed above. That is, those
marginalised in urban areas in the sense that their norms, values and beliefs regarding undeclared work do not conform
to those of the formal institutions are more likely to participate in such work [66, 67].

Contrary to the marginality thesis however, urban men are significantly more likely to participate in undeclared
work than urban women and so too are those urban inhabitants living in a single person household compared with those
living in larger urban households. No significant correlation with participation in undeclared work is found when
analysing the presence of children in urban household and the marital status of urban dwellers. As such, when
considering the socio-demographic variables, the finding is that a variegated understanding of the validity of the
marginality thesis is required. The marginality thesis is valid in relation to some marginal groups (such as younger
urban people and those with non-conformist attitudes), but not others (such as urban women and single person urban
households). The results are in line with other previous studies [68 - 70].

When Model 2 adds the socio-economic factors of employment status and financial circumstances people face to the
socio-demographic variables, there are no major changes to the association of the socio-demographic variables with
participation in undeclared work. Those socio-demographic characteristics statistically significant in Model 1 remain
the same. However, the additional finding is that those urban dwellers with financial difficulties are significantly more
likely to participate in undeclared work than those with fewer financial difficulties, thus providing support for the
marginality thesis. However, no significant association with participation in undeclared work is found when analysing
the employment status of urban inhabitants.

When spatial factors are added in Model 3, the association of the socio-demographic and socio-economic
characteristics remain as discussed above. However, although there is no evidence to support the marginality thesis
when those living in small urban areas are compared with those living in larger urban areas, those urban inhabitants
living in the more affluent EU region of the Nordic nations are more likely to participate in undeclared work than those
urban dwellers living in Western Europe, and those urban inhabitants living in Southern Europe are less likely. As such,
there is no support for the marginality thesis when considering the town size divide and European regional variations.
At a European regional level therefore, there appears to be support for the view that undeclared work is not a substitute
for the declared economy. Rather, undeclared work appears to be more prevalent in economies where the declared
economy is stronger, not least because more money is in circulation that can be used to purchase goods and services
from undeclared work.

DISCUSSION AND CONCLUSION

To evaluate the marginality thesis, the results of a 2013 survey of participation in undeclared work in urban areas in
the 28 member states of the European Union. Using multilevel mixed-effects logistic regression analysis, this has
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revealed support for the marginality thesis in relation to some groups. Younger urban dwellers are significantly more
likely to engage in undeclared work as are those who are more tolerant of undeclared work (who are marginalised in the
sense that their values and attitudes do not conform to those of the codes, regulations and laws of the formal
institutions) and those who have difficulties paying household bills. Contrary to the marginality thesis meanwhile,
urban men are found to be significantly more likely to work undeclared than urban women, as are those living in urban
areas in the more affluent EU region of the Nordic nations. No significant relationship exists however, so far as the
marital status, the presence of children in the household or the town size is concerned.

Examining the theoretical implications of these findings, the outcome is that a variegated interpretation of the
marginality thesis is required when analysing urban Europe. The marginality thesis applies when examining some
socio-demographic and socio-economic characteristics such as their age, tax morality and household financial
circumstances. However, when gender, household size and regional variations are analysed, the marginality thesis is
negated, and indeed reinforces the gender and European regional disparities found in the declared economy. When other
characteristics are analysed moreover, such as the town size, marital status and the presence of children, no significant
relationship with undeclared work is found in urban Europe. What is now required is to evaluate whether the findings
are similar when examining urban areas in other global regions, especially in developing countries, and urban areas in
particular nations, as well as rural areas.

Turning to the policy implications, the first important consequence is that these results display the specific spaces
and populations that need targeting when seeking to tackle undeclared work in urban Europe. In recent years for
example, there has been an emphasis in the European Union on targeting poorer EU regions such as East-Central and
Southern Europe when allocating resources through European structural funds to tackling undeclared work [12, 71].
However, this paper reveals that urban areas in these poorer EU regions are not disproportionately engaged in
undeclared work. Indeed, urban areas in affluent European regions have significantly higher participation rates,
suggesting the need for a rethinking of the spatial allocation of European funds for tackling the urban undeclared
economy. Although this survey reveals that it is inappropriate to target some marginal populations when tackling
undeclared work (such as urban women, people living in small sized towns, and urban inhabitants in less affluent EU
regions), it displays that it may be worthwhile targeting other marginal population groups such as younger urban
dwellers, single-person urban households and those with household financial difficulties. This analysis, in other words,
provides a useful risk assessment of the different marginal urban populations to enable an evaluation of the validity of
the currently targeted populations.

In sum, this paper has revealed for the first time the need for a more nuanced approach towards the marginality
thesis in the urban areas of the European Union. If this paper thus stimulates the emergence of a more variegated
understanding of the validity of the marginality thesis in relation to urban Europe, then it will have fulfilled its
objective. If it also encourages a deeper investigation of the policy implications of this more nuanced understanding, not
least in terms of the urban populations being targeted by the authorities when tackling the urban undeclared economy
and how resources are allocated, then it will have fulfilled its wider intention.
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