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1 Introduction 

This paper has been prepared for the Peer Review on “Control and prevention of 

undeclared work in complex chains of economic activity” within the framework of the 

Mutual Learning Programme. It provides a comparative assessment of the policy 

example of the host country and the situation in Croatia. For information on the host 

country policy example, please refer to the Host Country Discussion Paper. 

 

2 Situation in the peer country 

2.1 Characteristics of undeclared work  

As opposed to formal employment contracts, undeclared informal activities are mostly 

legal productive activities carried out on a small scale, with low levels of organisation 

and often with labour relations based on casual employment and/or personal or family 

relationships. The different estimates of undeclared work when assessed as a share of 

total labour input and gross value added (GVA) are mostly related to the sectoral 

distribution of undeclared work and the varying productivity of sectors. A higher share 

of undeclared work in terms of GVA compared with total labour inputs suggests a 

concentration of undeclared work in sectors where labour productivity is higher 

(Bejaković, 2017). Undeclared work is more present when there is: a lower GDP per 

capita; higher levels of corruption and lower quality governance; lower expenditure on 

labour market interventions to help the most vulnerable groups; lower social 

expenditure, and social transfer systems that are ineffective in reducing the level of 

inequality and severe material deprivation (Williams, Radvansky et al, 2017b).  

2.2 Undeclared activities in Croatia 

There are several estimates of the size of the undeclared economy in Croatia. These are 

no definite figures, but a range of estimates derived from using various measurement 

methods usually applied by experts and policy-makers to develop approximations of the 

relative size of the undeclared economy and how its magnitude varies through time. 

According to the Multiple Indicators Multiple Causes (MIMIC) method, developed by 

Schneider (2013), the undeclared economy in Croatia in 2016 was the equivalent of 

27.1% of GDP, which means that Croatia has the third largest undeclared economy in 

the EU28, after Bulgarian and Romania (32.3% and 29.6%, respectively) (Stefanov et 

al, 2017).  

Undeclared work is a relatively wide-spread phenomenon in Croatia. One in six Croatians 

acquire goods from the undeclared economy, 20% pay for undeclared services, 9.2% 

of adults perform undeclared work, and 6.6% of registered dependent employees 

receive envelope wages. Such activity is mostly casual in nature, as modal annual 

income from such activities is in the range between EUR 130 and EUR 660, and just 

8.5% reported more than that. In addition, almost six out of ten Croatians believe that 

at least 20% of citizens violate tax and labour laws (Franić and Williams 2017). 

Analysing involvement in undeclared work, the same authors underline that the key 

determinants for (non)participation in undeclared work in Croatia are tax morale and 

personal views on the extent to which other citizens participate in undeclared work. The 

lower one’s tax morale, the higher the inclination for participation in undeclared work 

for the demand and supply side. Similarly, the higher the perceived number engaged in 

such activity, the stronger is one’s personal readiness for such behaviour.  

In Croatia undeclared work is mostly prevalent in agriculture and the building industry. 

Over the 12 months prior to the survey by Franić and Williams (2017), more than one 

third of the informal buyers had purchased agricultural products, like meat, fruits and 

similar, without receiving a receipt. Three out of ten people in the sample admitted that 

they hired undeclared workers for home repair and maintenance activities. On the 

supply side, more than one fifth (21.4%) of persons admitting participation in 
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undeclared work had provided home repair and renovation services, while around 8.5% 

were selling agricultural products.  

Social ties have a crucial importance in undeclared economic activities in Croatia; so 

one out of two of such transactions happen within one’s social network, mostly amongst 

friends and colleagues, rather than amongst relatives or neighbours who provide more 

often unpaid support for no economic benefit. An important additional factor fostering 

undeclared work in Croatia is the low level of tax morale. This indicates that a lack of 

horizontal trust among citizens is associated with a higher possibility for participation in 

undeclared work. Particularly worrying is the fact that young people are the most prone 

to non-compliant opportunistic behaviour, indicating a possible long-term problem in 

the current high share of undeclared work. 

In Croatia, at the end of 2019, there were 255 temporary employment agencies which 

employed around 26 thousand workers (Ministarstvo rada i mirovinskog sustava, 2020). 

These agencies contributed to the reduction of undeclared work in Croatia because they 

have to be registered at the Ministry of Labour, Pension system, Family and Social Policy, 

in order to get a permission for work. They also provide ancillary services such as 

contacting workers, preparing employment contracts, registering workers with the 

Croatian Institute for the Pension System, the Croatian Institute for Health Insurance, 

organising insurance against work accidents, referring to needed medical and sanitary 

examinations, and preparing of various certificates for workers and keeping personnel 

records.  

There are no data on complex chains of economic activity and trends in relation to the 

operation of letterbox companies. However, one can assume that they are not very 

widespread, because Croatia is a small country with relatively high tax burden and not 

a favourable business climate, so it is not particularly attractive as a tax haven or a 

harbourage for letterbox companies. Probably there are some Croatian letterbox 

companies abroad, but there is no public information about them.  

 

3 National policies and measures 

A range of methods exist for transforming undeclared into declared work. On the one 

hand, a direct method encompasses an attitude that the rational economic decision 

should be to engage in declared work. This includes deterrence measures to increase 

the costs of non-compliance and/or enable declared work to be more beneficial and 

easier. On the other hand, an indirect method focuses on the enhancement of formal 

institutions, so as to foster the social contract between the state and its citizens in order 

to foster a higher trust in public institutions.  

In Croatia, a relatively narrow deterrence approach has been adopted with a focus on 

deterring participation in undeclared work by increasing penalties and risks of detection. 

Little emphasis is put on improving the benefits of and incentives for declared work, or 

more indirect preventative tools, such as awareness raising campaigns and dealing with 

the imperfections and failings of formal institutions (e.g. by facilitating procedural and 

redistributive justice and fairness, and pursuing wider economic and social policies). 

Therefore, there is a need to shift away from such a heavy reliance on deterrence 

measures to the broader use of preventative incentives, as well as awareness raising 

and to focus on targeting and tackling the main drivers of the undeclared work. 

3.1 Legal definition and forms of unregistered activity in Croatia 

The Prohibition and Prevention of Unregistered Activities Act (OG 61/11) defines 

unregistered activity as any form of legal work conducted by individuals or firms without 

complete and valid documentation and required permissions. In terms of subjects 

involved in these activities, the act stipulates that, except from those who carry out 

undeclared activities, each individual and/or firm who purchases undeclared products 

and services, or in any way enables execution of these activities, is denoted as a 
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participant. On the other hand, activities such as work for one’s own needs, family 

assistance, or help to friends, family members and neighbours, are not considered as 

undeclared work, providing that the activity is carried out without financial or material 

benefit and is not done on a regular basis.  

According to the Government of Republic of Croatia (2021), there are the following 

forms of undeclared work, which are not regulated in Croatia:  

1. Work without a formally established employment relationship (or without a 

signed contract). This is about work for which an employment relationship should 

be established, but the employment contract has not been concluded and the 

worker is not registered for mandatory pension and health insurance. This 

includes also cases of bogus self-employment, i.e. formally independent legal 

status, where the sole or predominant source of income depends on subordinated 

contractual relations with another economic operator who is in fact the employer;  

2. Work on the basis of other concluded obligatory legal contracts (for example, 

contract on provision of services – ugovor o djelu), although an employment 

contract should be concluded. It is, therefore, concealment of employment;  

3. Incomplete data on the agreed essential components of the employment 

contract. For example, a worker is not registered for the appropriate working 

hours, he or she is registered for 20 hours of work per week although is working 

full time of 40 hours per week; 

4. Illegal employment of third-country nationals (foreigners) without a residence 

and work permit or a certificate of registration. Namely, the employer can employ 

a foreigner only on those jobs for which a residence and work permit was issued, 

or a certificate of work applications; 

5. Non-payment of increased wages to workers and non-payment of prescribed 

public benefits, like taxes, surcharges, contributions, etc., on the increased 

salary. For overtime work, night work, difficult working conditions, work on 

Sundays and holidays and similar, the worker is entitled to an increased salary, 

and related increased payments of taxes, surcharges, contributions and others; 

6. Payment of salary or part of salary in cash (envelope wage), without calculation 

and payment of the prescribed public benefits.  

Positive is that the new Alien Act (Zakon o strancima, OG 133/20), stipulates in Article 

230-237, Chapter Obligations of the employer towards the third-country national whom 

he has illegally employed, the obligation of the employer to pay sanction fees and all 

mandatory benefits.  

The State Inspectorate has been recently reorganised. The Act on the State Inspectorate 

(Zakon o Državnom inspektoratu, OG 115/18) which came into the force on 1 April 

2019, defines the organisation of the State Inspectorate, conditions for the realisation 

of inspection activities, its authorities and responsibilities in protection of public interest. 

In the newly accepted National Programme for the Suppression of Undeclared Work, the 

measure 3.2 foresees the elimination of participants in public procurement who 

employed undeclared workers and/or evaded payment of mandatory contributions. 

Therefore, there is a need to ament the Act on public procurement (Zakon o javnoj 

nabavi, OG 120/16). This will significantly demotivate employers for undeclared work.  

3.2 Responsible institutions for the fight against undeclared work 

While undeclared work is relatively widespread in Croatia, an institutional framework is 

inadequate. Social partners had been included as members of the working group for the 

preparation of the National programme for prevention of undeclared work.  

Croatia has neither a single agency or institution responsible for the fight against 

undeclared work, nor a central body responsible for ensuring coordinated action by the 
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multifarious departments involved in tackling undeclared work. Instead, there is a more 

fragmented approach. Responsibility for tackling undeclared work is distributed across 

a range of institutions, with each taking responsibility for different segments of the 

undeclared economy. Whilst the Labour Act violations are the responsibility of the labour 

inspectorate, tax non-compliance responsibility lies with the Ministry of Finance and 

social security and insurance fraud violations with the social insurance bodies. There is 

currently little coordination in the fight against undeclared work across the different 

institutions in strategic, operational or data-sharing terms, and no common cross-

cutting targets. There is also a lack of full data sharing across multiple data systems. 

This is not wholly a technocratic, but also an organisational problem, and could be 

resolved by integrating these electronic systems under one coordinating body. The 

quality of governance, therefore, needs to be improved.  

The involvement of social partners in relation to tackling undeclared work remains 

relatively weak, with little involvement in decision making. Therefore, there is an 

obvious need to insure greater involvement of the social partners into the fight against 

undeclared work. One of the first steps is the need to establish a coordinating body to 

take responsibility for joining-up the strategies, operations and data mining, sharing 

and analysis of all state agencies and social partners involved in the fight against 

undeclared work. It is commendable that the above is provided for in Measure 1.1. 

Establish coordination and joint scope of inspection bodies of the National Programme 

for Suppression of Undeclared Work 2021-2024, and it is planned for IV. quarter 2021. 

3.3 Current policies/measures and practices related to undeclared 
work  

More and more attention is given to the subsidies for declared self-employment, which 

also contributed to the reduction of undeclared work. Another area where a significant 

improvement has been achieved is a simplification of procedures for starting a business. 

The most essential step in this field was launching an online platform called ‘HITRO.HR’. 

Apart from enabling quick communication of enterprises and citizens with the 

authorities, this platform also provides all relevant instructions and other important 

information for starting a business. In order to further simplify procedures, the 

Government launched an online service (e-Company) for quick registration, as a part of 

the HITRO.HR platform. This service, similar to the one-stop shop services in other 

European countries, enables online registration for limited liability companies with 

procedures lasting no more than 24 hours. Further simplification of procedures for small 

businesses was introduced by the possibility for the establishment of the ‘simple limited 

liability company’. 

To tackle undeclared work there is a need to repair the social contract. To align citizen 

morality with state morality, one option is to change the norms, values and beliefs of 

citizens regarding the acceptability of undeclared work, so that these are in symmetry 

with the laws and regulations. One option is to organise a public awareness campaign 

on the benefits of declared work to increase the level of voluntary compliance.  

It is positive that Croatia has lowered the tax burden of personal income tax and 

simplified the tax system. Furthermore, there were some positive changes in 

administrative procedures for the employment of foreigners - third-country nationals. 

According to the new Alien Act (Zakon o strancima, OG 133/20), Article 178 defines that 

a person is considered to be a posted worker when he or she is posted by a foreign 

employer (a natural or legal person established in a Member State of the European 

Economic Area, other than Croatia) to carry out work for a limited period of time (90 

days). In the pre-COVID 19 period, there was a significant shortage of labour force for 

some economic sectors, like construction, tourism and healthcare. The process of 

obtaining the working permission was relatively complicated and long-lasting because 

employers needed to fulfil strict quotas for the employment of foreign nationals. 

Therefore, they quite often resorted to hiring undeclared workers. According to the new 

Alien Act, the government does no longer have the duty to set quotas for the 
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employment of foreign nationals, which is a real positive change. Under the new 

regulation, employers contact the Croatian Employment Service (CES) when planning 

to recruit new workers. The CES establishes whether there are no jobseekers registered 

with the CES with matching qualifications in order to give the green light for hiring 

foreigners. After that, the concerned employer can submit a request to the relevant 

police stations to issue permits for the employment and residence of foreigners. The 

issuance of a permit can take up to 45 days, and in case of professions or occupations 

in high demand the procedure should take no more than 15 days, while requests for 

seasonal employment should be granted in 10 days' time. The CES is also supposed to 

define the cases that do not require labour market tests before recruitment. The 

Government constantly tries to improve the business climate, cancelling out superfluous 

regulation and lowering the tax burden. 

Both countries, Slovakia and Croatia, constantly aim for activities to reduce undeclared 

work. Moreover, in both countries, current legislative proposals suggest a 

concentration/centralisation of control activities under the Labour Inspectorates, which 

is very positive step. However, it looks like that there are also significant differences. 

While the employment of third-country nationals in Slovakia (part 2.5, page 11) is a 

serious problem which required adequate attention and regulation activities, this is 

mostly not a serious problem in Croatia, primarily due to the simplification of the 

procedure. Furthermore, in Croatia there are no systematic activities for control and 

prevention procedures in the complex chains involving several entities, while two stage 

inspection is still lacking (but it is planned). In Croatia there are no clear cooperation 

mechanisms for labour inspectorates to work with other enforcement authorities, but it 

should be improved in accordance with the newly accepted National Programme for the 

Suppression of Undeclared Work. 

 

4 Considerations for future policies and initiatives 

4.1 The national programme for the suppression of undeclared work 

On 25 February 2021, the Government of the Republic of Croatia accepted the National 

Programme for the Suppression of Undeclared Work in the Republic of Croatia 2021-

2024 (NPSUWRC) and the Action Plan for the Implementation of the National 

Programme (OG 20/21). The NPSUWRC mentions illegal employment of third-country 

nationals as one of the forms of undeclared work. In other words, the work of third-

country nationals in Croatia without a stay and work permit or work registration 

certificate. The adoption of the document sets out the obligation to implement 14 

measures, within which 27 activities are envisaged.  

The Programme and the Action Plan for the Implementation of the National Programme 

define priority areas of action, include specific activities to be implemented, deadlines 

for implementation and implementation bodies, and result indicators at the level of the 

measure (direct or immediate outcomes of the implementation of the measure). 

Following the implementation of each of the measures, its effectiveness will be 

monitored through clear indicators and ways of reporting on the implementation of the 

measures. The implementation of activities will be the responsibility of various 

stakeholders in accordance with the prescribed scope, whose activities will lead to the 

suppression of undeclared work. Succinctly, due to its comprehensiveness and clear 

formulation, the newly accepted National Programme for the Suppression of Undeclared 

Work in the Republic of Croatia 2021-2024 can be used as a positive blueprint for similar 

documents in other countries.  

As a new measure, the NPSUWRC in Measure 2.4 proposes the introduction of a register 

of employers fined for undeclared work. The idea is to allow the labour inspectorate, 

state bodies, employees, and companies to check whether an employer was penalised 

for undeclared work. Particularly positive is that the NPSUWRC in the Priority 4 

(Measures 4.1-4.4) underlines the importance of a public campaign to educate citizens 
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about the labour law, tax system, and the rule of law. As the salaries in Croatia are 

directly paid to employees in a net amount, many citizens are not aware of the 

importance and significance of taxes for financing of public goods, like education, 

healthcare or security. Employers, moreover, primarily link undeclared work to the risk 

of detection, i.e. potential exposure to misdemeanour proceedings following the 

inspection of the State inspectorate.  

Not all forms of undeclared work can be detected using labour inspections. In Croatia 

there are relatively many cases of an additional undeclared (‘envelope’) wage. Such 

under-declared employment is almost impossible to detect using inspections. Instead, 

data mining is required by a newly established department in the Ministry of Finance (or 

some other state body, like the Ministry of Economy, the State Inspectorate) in 

cooperation with social partners. To use data mining in a preventative and curative 

manner, businesses perceived to be potentially engaging under-declared workers (e.g., 

with below average wage rates for their sector or size, or for the occupation) should be 

taken into consideration. Furthermore, there is a need to send friendly normative 

notification letters, so as to ‘nudge’ them towards legitimacy. The selection of suitable 

cases has to be done by executive personnel and should be supported by selection 

guidelines. Such activities are planned by the NPSUWRC in Measure 1.2, as well as in 

the Action Plan for its implementation.  

 

5 Questions 

 The register of employers fined for undeclared work exists in Slovakia, and in the 

report some of its positive characteristics are mentioned. Are there any negative 

sides or consequences?  

 Is it possible to say more about the critiques by the National Association of 

Industry Federations regarding the implementation of the measures against 

undeclared work (page 7)? 

 What is the role of social partners in the reduction of undeclared work in Slovakia? 

 Are there any plans for the centralisation and linking of the administrative 

databases, mentioned on page 16? 
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Annex 1 Summary table  

Situation in the peer country 

 Undeclared work is a comparatively wide-spread phenomenon in Croatia and there 

are many estimates of its size. 

 Undeclared work is mostly prevalent in agriculture and the building industry.  

 Until now a relatively narrow deterrence approach has been applied with a focus 

upon deterring participation in undeclared work, while recently accepted strategic 

documents fully respect the holistic (broad and multi-institutional) approach 

towards necessary measures for limitation of declared work.  

 Social partners had been included as members of the working group for the 

preparation of the national programme for prevention of undeclared work. 

National policies and measures 

 The current range of policy measures is relatively narrow compared with other 

Member States.  

 Croatia has neither a single agency or institution responsible for the fight against 

undeclared work, nor a central body responsible for ensuring coordinated action. 

 Coordination between responsible bodies is suboptimal, there is a lack of full data 

sharing across multiple data systems.  

 It is positive that Croatia has lowered the tax burden of personal income tax and 

simplified tax system.  

 Recently there were some positive changes in administrative procedures for 

employment of foreigners. 

Considerations for future policies and initiatives 

 The Government recently accepted the National Programme for the Suppression 

of Undeclared Work in the Republic of Croatia 2021-2024 and the Action Plan for 

the Implementation of the National Programme.  

 This document sets out the obligation to implement 14 measures, within which 27 

activities are envisaged.  

 Particularly positive is that the National Programme for the Suppression of 

Undeclared Work in the Priority 4 (Measures 4.1-4.4) underlines the importance 

of a public campaign for educating citizens about the labour law, tax system, and 

the rule of law. 

 The newly accepted National Programme for the Suppression of Undeclared Work 

in the Republic of Croatia 2021-2024 can be used as a positive blueprint for similar 

documents in other countries. 

Questions 

 The register of employers fined for undeclared work exists in Slovakia, and in the 

report some of its positive characteristics are mentioned. Is there any negative 

sides or consequences?  

 Is it possible to say more about the critiques by the National Association of Industry 

Federations regarding the implementation of the measures against undeclared work 

(page 7)? 

 What is the role of social partners in the reduction of undeclared work in Slovakia? 

 Are there any plans for the centralisation and linking of the administrative 

databases, mentioned on page 16? 
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Annex 2 Example of relevant practice 

Name of the 

practice: 

Voucher-based work 

Year of 

implementation: 

2012 

Coordinating 

authority: 

Ministry of Labour and Pension System 

Objectives: A voucher system has been implemented in 2012, but only for 

workers in agriculture, with the intention to make the employment 

of such seasonal workers on a discontinuous or intermittent basis 

easier and to reduce undeclared work. Voucher work is not allowed 

to employ minors and parents using maternity or parental leaves. 

Moreover, neither the employees nor the self-employed persons 

can use it. Such a restriction is questionable because from 2014 

onwards, additional work above full time has been allowed.  

Main activities: This form is regulated by the Labour Market Act. This is a possibility 

for jobseekers to improve their precarious financial situation and to 

obtain health and pension insurance. The minimum daily net salary 

of such seasonal workers in agriculture in 2012 was set at HRK 

72.40 (around EUR 9.26) and has slightly increased on a yearly 

basis. In 2016 it was set at HRK 72.95 (around EUR 9.59). For the 

years 2018, 2019 and 2020, the net salary could not be lower than 

HRK 83.19, 90.11 and 93.25 (around EUR 11.09, 12.01 and 12.43) 

respectively. 

Results so far: The number of persons engaged in such a voucher work in 

agriculture varies throughout the years. During 2019, a total of 

306,625 value coupons were used for seasonal work in agriculture. 

In 2019, a total of 14,190 workers signed a contract for seasonal 

work in agriculture. During the first three months of 2020, a total 

of 74,386 value coupons were used for seasonal work in agriculture. 

In the same period, a total of 4,015 workers entered into contracts 

for seasonal work in agriculture. 

In relation to employment, disadvantages are relatively few 

possibilities for training and professional promotion as well as 

barriers to obtain a bank loan due to the lack of a permanent job. 

However, there is another serious challenge. In terms of income 

tax, such income is considered ‘other income’. The amount of daily 

income, hence also the daily contribution base, is set at 1/30 of the 

minimum monthly contribution base (i.e., 35% of the average gross 

wage in Croatia divided by 30). Thus, the effect of this specific type 

of work to the pension level is potentially very small. In addition, 

since voucher work is limited to a maximum of 90 days within a 

calendar year and the minimum qualifying period for old-age 

pension is 15 years, it is obvious that voucher work in itself is not 

sufficient to qualify for an old-age pension. Therefore, lower 

pension rights can also be associated with career discontinuity due 

to job insecurity in the case of voucher work. 

 



 

  

 

 

 

 

 

 

 


