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Executive Summary 

This report presents the findings of a survey on undeclared economic practices undertaken 

by Croatian companies. In order to obtain the rigorous evidence on undeclared work in 

Croatia, we previously investigated citizens’ experiences with undeclared work and the 

practice of envelope wages. With this representative survey of 521 companies, we focus on 

frequency of company engagement in the undeclared economy. 

Despite full EU membership, Croatia still has one of the lowest GDP and employment rates 

within the EU. These conditions create a challenging environment for employers, employees 

and industrial relations, thus building foundations for the development of the undeclared 

economy.  

The undeclared economy in Croatia is substantial, although its overall level has diminished 

over time. In 1996 and 2001, the Institute of Public Finance evaluated its size in Croatia in the 

period 1990-2000. Various evaluation methods gave different results, but according to the 

most used methods (national accounting, discrepancy between income and expenditures 

method, labour force survey), the undeclared economy on average accounted for 25% of 

GDP in the period 1990-1995, and for 10% of GDP in the period 1996-2000. Within the first 

period, Croatia was faced with the homeland war, hyperinflation and the beginnings of 

transition, while the second period brought about stabilisation and strengthening of the 

ethical and legal system. These processes resulted in a reduction of the undeclared economy.  

In the sample of 521 companies, more than one quarter are in transportation and storage, 

followed by administrative and support service and manufacturing. According to the number 

of employees, almost 80% are micro companies with less than 10 employees, followed by 

small companies with less than 50 employees. As for their geographic positioning, more than 

40% of the companies are based in Zagreb, followed by 19% of companies from Dalmatia and 

Hrvatsko Primorje and 17% from Istria. 

Regarding the quality of the business environment in Croatia, one third of the interviewed 

representatives stated that rules and procedures do not have an important impact on their 

business activity, while a slightly bigger share find that taxes are a major obstacle. It also 

shows that corruption and illegal competition are considered as a major obstacle by 30.83% 

and 30.35% of the respondents respectively. This percentage is slightly less for the 
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companies (27.98%) which observed the macroeconomic situation as unfavourable. Work of 

local and central administration, and access to finance, represents an obstacle for 37.87% and 

34.06% of interviewed representatives respectively. According to the interviewed 

representatives, too strict controls and inspections as well as inefficient courts do not create 

serious problems for their business activity.  

Almost four out of ten interviewed representatives were neither satisfied nor unsatisfied with 

the performance of the tax administration and the quality of public services, while at the 

same time being rather unhappy with taxation levels. It comes as a surprise that more than 

one third of companies are satisfied with the performance of the tax administration. This 

might mean that companies in Croatia observe the tax administration as an efficient and 

modern state service which can be used as a positive example for the reform and 

development of other government and public institutions. The highest level of dissatisfaction, 

aside from the taxation levels, is in the area of the government's support for entrepreneurs. 

When asked about the level of satisfaction with these four major issues, the performance of 

the tax administration is ranked highest (3.09), followed by the quality of public services 

related to businesses (2.61). The lowest level of satisfaction is recorded for the taxation level 

(2.18), while companies are a little bit more satisfied when it comes to government support 

for entrepreneurs (2.38). 

The survey also showed that companies strongly agree with the statement “In the case of 

being caught doing various informal activities”, almost three quarters of companies expect to 

receive a serious fine with severe consequences. Contrary to that, one fifth of company 

representatives consider that nothing serious would happen and that a small fine would be 

issued. According to the opinion that the state does not give businesses enough in return for 

the taxes they pay, this might be pointing to one of the reasons for the willingness to be 

involved in undeclared economic activities. The results also show that tax evasion is not 

strongly accepted within the Croatian business community since the average value for the 

statement “Tax evasion is an economic necessity for companies to survive” is 3.6 (1 

representing complete disagreement and 10 representing complete agreement). The 

statements “Taxes are appropriately used by the government” and “Underreporting annual 

revenue or turnover in order to evade taxes is acceptable” obtained a relatively low average 

value (3.0).  
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Regarding the probability of being caught doing various informal activities, one quarter of the 

company representatives believe that the mentioned probability is between 50 and 75%, 

while roughly around one fifth of the estimates show that it is between 20 and 35%. There is a 

high probability of getting caught in underreporting business income and the number of 

employees were mentioned by 15% of the representatives, while it is slightly lower (around 

10%) for underreporting the real level of salaries.  

Almost 50% of the interviewed companies assessed that the undeclared economy in Croatia 

is between 20% and 35%, which is in line with estimations of several research studies. 

Regarding the sectors where the undeclared economy is most prevalent in Croatia, more 

than one third of the respondents mentioned the construction sector, followed by tourism 

and other. The share of others, three mentioned sectors - hotels and catering, car repair and 

retail - was significantly lower. The depicted sectors and their ranking mostly corresponded 

with the findings of various surveys on the sector specific presence of the undeclared 

economy. 

Four out of ten survey respondents estimate that 20% to 50% of trade in their sector is 

undeclared, while more than one quarter (21.8%) believe that this percentage is higher than 

50%. Only one sixth of survey respondents state that the percentage of trade in their sector 

conducted through the undeclared economy is less than 10%.  

40% of respondents believe that 20% to 50% of employees in their sector are working 

without a contract, while 11.8% estimate that this percentage is greater than 50%. One 

quarter of the company representatives (26.12%) think that less than 10% of employees in 

their sector do not have contracts. 

More than half of the survey respondents (59.3%) believe that the extent of envelope wages 

in their sector is between 20% and 50%, while 17% deem that underreporting of salaries is 

higher than 50%. A little less than one quarter (23.8%) of respondents evaluated that 

envelope wage practices are not widespread in their industry and that they represent less 

than 20% of salaries. Administrative and support service and accommodation and food 

service activities are at the top of the list of sectors that always apply the practice of envelope 

wages. On the other side, such a practice is never applied in a significant number of 

companies in arts, entertainment and recreation and in education. Regarding the 

characteristic years in business, mentioned behaviour is less prevalent in companies with 

business activity from one to three years and from four to ten years. 
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Almost a half (47.28%) of survey respondents believe that the proportion of the total wage 

payments that are paid unofficially is in the 20-50% range of the total wage payments, while 

around 16% state that this percentage is greater than 50% and another 16% stated that the 

range is between 10% and 20%. A little over one fifth (21.2%) of respondents evaluate that 

such undeclared payments represent less than 10% of total wage payments. According to 

views of the surveyed firm representatives, the most important reason for companies in 

Croatia underreporting salaries of their employees is the intention to keep labour costs 

down, followed by longer working hours. 

All different types of misbehaviour among the competitors, except illicit exporting/importing 

of goods, false documentation or no documentation, happens in 50% to 60% of the cases. In 

addition, 42.64% of the interviewed representatives think that illicit exporting or importing 

never happens, while 17.16% assessed that this behaviour happens in almost all cases. 

Regarding the VAT fraud, almost half of the interviewed representatives (49.39%) stated that 

it happens sometimes, while 28.61% never observed such behaviour. This similar structure of 

responses was found for hiding, not paying taxes, duties and/or excises - more than a half of 

the interviewed representatives stated that this happens sometimes, while 23.4% believed 

that it never happens. 

Overall, the survey respondents widely agreed with the majority of measures for tackling 

undeclared economic activities undertaken by companies, therefore supporting a 

combination of various policies and measures. The majority of the interviewed 

representatives (53.73%) supported the notion that companies, which employ undeclared 

workers, under-report salaries or have outstanding social security payments should be 

banned from participation in public tenders and should not receive subsidies. Furthermore, 

44.05% of companies believe that by simplifying the processes for hiring workers on small or 

occasional jobs would reduce undeclared work. In contrast, less than 20% of the surveyed 

participants think that public exposure of undeclared work and/or awareness campaigns 

about the negative consequences of operating unregistered would result in significant 

reduction in the undeclared economy.  
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1 Introduction  

This report presents the most important findings from a study focused on three South-East 

European economies facing a high social embeddedness of noncompliant behaviour. The IAPP 

project titled ’GREY - Out of the shadows: developing capacities and capabilities for tackling 

undeclared work in Bulgaria, Croatia and FYR Macedonia’ aims at providing well-founded 

recommendations to policy-makers in these three countries to more efficiently combat 

illegitimate economic practices (European Commission, 2013).  

To obtain rigorous evidence on the undeclared economy in the observed countries, two 

separate questionnaire surveys were conducted in each country1. The first surveyed 

individuals and their activities, while the second explored undeclared economic practices 

from the perspective of companies. This report provides an insight into the company-level 

aspects of the phenomenon in Croatia by reporting the second survey, which was based on a 

representative sample of 521 companies conducted between August and October 20152. The 

aim of this particular survey was to determine which types of company in Croatia are more 

likely to carry out illegitimate economic activities and at the same time to understand the 

rationale behind it. In addition, the idea was to assess the attitudes of companies towards 

various types of noncompliant behaviour so as to propose the most effective strategies for 

combating undeclared economic activities.     

For our research, it was rather important to clearly define unofficial/informal economy. One 

of the broader definitions considers all economic entities as part of the official economy if 

their actions are performed according to the established institutionalized ‘rules of the game’ 

(Hodgson, 2006). Only the economic entities which do not operate according to 

institutionalized rules in the market can be deemed as part of the unofficial or informal 

economy (Feige, 1999). The theory of institutionalized economy reveals that institutions, 

which provide the basis for establishing rules of behaviour for economies entities, in fact 

define the development and structural composition of the official and unofficial economy 

within the country (Olson, 1982; North, 1990). A correlation between the economy and 

                                                        
1
 Yet, the endeavours to understand the causes and nature of 'hidden activities' were not limited solely 
to these six surveys. For information on other activities within the GREY project see http://www.grey-
project.group.shef.ac.uk/. 

2
 This is just one of several different reports prepared in this respect. Other reports can be found at: 

http://www.grey-project.group.shef.ac.uk/. 
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institutions was determined through the level of transaction costs that occur during the 

economic exchange (Feige and Ott, 1999; Franičevi, 1999). Notwithstanding, as Williams (2014) 

explains, in most cases the distinction between the official economy and companies in the 

shadow economy is not that simple.  

The literature dealing with the relation between the undeclared and declared economy has 

not produced the final answer whether this relation is positive or negative. According to Chen 

(2007) and Williams (2014) there are at least three schools of thought on links between 

underground and formal economy. First, modernization theory states that the underground 

economy declines with the economic development, while tax morale will be higher in more 

modernised and wealthier economies (Williams, 2017a,b; Williams & Horodnic, 2015a,b,c,d; 

2016a,b,c, 2017a,b,c). Second, according to the neoliberal or neoclassical view with reduction 

of state-interference in the economic life, tax rates will be lower thus leading to increased tax 

morale. In such circumstances, the undeclared economy is positive because it responds to 

the economic environment’s demand for services and small-scale manufacturing (Asea, 

1996). Third, the political economy approach has adopted a ‘state under-intervention’ thesis, 

which deems that this undeclared economy is caused by insufficient levels of state 

intervention as well as low levels of protection within the labour market and the welfare 

system (Williams, 2014). As the citizens are without adequate social protection they are 

forced to participate in the undeclared market, being their only survival strategy (ILO, 2014). 

Contrary to the undeclared economy in developed countries which is transparent, has a 

defined economic system and stable institutions, the undeclared economy in transition and 

post-transitional countries is itself in a process of change. This undeclared economy is based 

on the path dependency of the political and economic logic of a planned economy and 

socially-owned means of production (Bicanic, 1990). The undeclared economies are the 

consequence of significant institutional and regulatory gaps, which still exist in former 

socialistic countries, and/or the low credibility level of the sanctions in cases of illegal 

conduct. In line with the political economy approach, Eilat and Zinnes (2000) believe that the 

high increase of the undeclared economy in transition countries is the side effect of the 

actual structural adjustments to new market conditions. They presuppose that the slow 

development of market institutions and the inefficient state bodies in transition economies 

force the part of the market participants to conduct their activities in the undeclared sector 

(Eilat and Zinnes, 2000). 
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The main trait of the transitional process is the transformation of ownership, institutions and 

regulations. This means a comprehensive and a fundamental redefinition of relations, which 

exist between the state and the economy as well as between politics and citizens and a civil 

society. Liberalization of the economy enabled the entry of new actors, new demands and 

organizational models on the political stage. The explosive dynamics, strength and 

spontaneity of entrepreneurship in many instances and in many ways has preceded the ability 

of the state to provide the desirable and needed regulatory framework. Demand for 

regulation usually comes, after the object of regulation has become established (for example, 

privatised) and recognised in a political process as something that should be regulated. There 

is no doubt that this process has been and still is too open to informality, trying to establish 

and accept its own rules of the game (Hodgson, 2006). Additionally, many aspects of 

regulation taken over or only slightly adjusted from the previous economic system or 

imported from abroad have shown themselves to be insufficient and inadequate. In that way, 

such regulation actually allowed entrepreneurs and occasionally even forced them to resort 

to informal activities and non-institutionalized behaviour.  

Many activities and particularly privatization of state- (or in Croatia socially-) owned 

property, are realised only with the limited number of phases, which are still sufficient to 

transform such property into the private one. Since potential benefits are high, the 

motivation to break the rules of the transition game, which does not have credibility or it is 

very weak, is almost irresistible. In such a setting, as game theory suggests, the non-co-

operative outcome will prevail. It encouraged certain entrepreneurial activities to take place 

and to obtain illegal (or at least immoral) profits. It also led to a high tolerance level and/or 

low resistance of institutions to their linking up with parallel economy. ČUčković (1997) 

underlines that the non-transparency and arbitrary decision making in the privatization 

process only made this inter-connection stronger. At the same time, the state capacities to 

penalize informal entrepreneurship were completely inadequate even when it was trying to 

do so. Frequent justification even of the most obvious and extreme illegal profiteering on the 

pretences that special conditions existed in the new state, caused quite widespread 

suspicions in the public, that even parts of political mechanisms of the state were involved as 

well. The entrepreneurial scene was formed at the crossroads of liberalization and 

privatization, which together gave rise to a wide range of actors whose success was based on 

rough and mostly informal network(s) included in breaking of laws and disrespect of moral 

standards. While the penalization of such activities was insufficient indeed, the transfer of 
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money derived from those activities into the official economy was relatively easy. This not 

only resulted in the development of success models, but also in cynical disbelief in a law-

abiding society, state and its politicians. Politicians did precious little to dissuade citizens in 

their beliefs that they are not willing to prevent and to reduce the unofficial economy. Even 

the most obvious suspicions of illegal or immoral conduct of politicians and/or big 

privatization usually remained unresolved and unheeded. Many partially discovered cases 

never invoked any kind of penalties. This is exactly the right model for the government to 

motivate its citizens for an active participation in the undeclared economy.  

In the rest of this section, we provide a short overview of the economic situation and 

undeclared work in Croatia. This section is followed by a brief description of the 

representative survey of 521 Croatian companies. Section 3 provides an analysis of the 

perceptions of the company representatives with respect to the quality of the business 

environment in Croatia. The prevalence and distribution of undeclared work among 

companies in Croatia from the perspective of the interviewed firm representatives is given in 

section 4. Section 5 contains the analysis of the way forward in tackling undeclared economic 

activities among companies. 

1.1 Business environment in Croatia – obstacles and perspectives  

Despite full EU membership, Croatia still has one of the lowest GDP and employment rates in 

the EU. That creates a challenging environment for employers, employees and industrial 

relations, and produces fertile ground for the undeclared economy. There are several 

reasons that stem behind these developments. Firstly, the Croatian tax system was 

characterised by constant changes which led to legal insecurities and endangered tax morale. 

For example, personal income tax went through 18 significant changes since its introduction 

in 1994 (Simurina, 2015), while company income tax was altered 10 times since 2004. 

Furthermore, all the changes were made without adequate ex-ante evaluation and 

assessments. The government justifies the lack of the suitable preparation and absence of 

sufficiently long public discussion of tax law changes by claiming that they could not afford 

postponing the launch of the reform (The Institute of Economic Zagreb, 2016). Secondly, the 

current economic system and the process of privatisation in Croatia was characterised as 

“clientelistic” (Cvijanovic and Redzepagic, 2011) or “crony” capitalism (Bicanic, 1993). These 

processes further deteriorated the trust in the state and government. Thirdly, the business 

climate is not prone to entrepreneurship. According to the International Bank for 
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Reconstruction and Development and the World Bank (2017) Doing business report, Croatia 

is ranked 43rd (39th in 2016) among 190 countries. There is a particularly unfavourable 

situation in dealing with construction permits (128th), starting a business (95th) and getting 

credit (75th). All these factors represent difficulties that new and ambitious entrepreneurs 

face in establishing their businesses (Bartlett, 2016). Fourthly, industrial relations and 

collective negotiation was not very well developed. Employee representation suffered from 

increasing fragmentation and collective bargaining was increasingly decentralised to the 

company level (Samardzija et al, 2017; Bagic, 2015). This weakness has reduced the ability of 

the economy to respond to economic shocks and has undermined economic 

competitiveness. Therefore, the last economic crisis in Croatia lasted longer and was deeper 

than in the majority of EU members. The total drop in GDP was more than 11 percentage 

points, while around 200,000 jobs have been lost (various sources by the Croatian Bureau of 

Statistics).  

Various surveys confirmed a close relation between the economic crises and the growth of 

the undeclared economy (Madzarevic-Sujster and Mikulic, 2002; Ott, 2002). Lovrincevic et al. 

(2011) indicated that the undeclared economy increased as a result of the economic 

recession. For Croatia, it was evident that the trend of a decreasing share of the undeclared 

economy in GDP stopped in 2008, reversed in 2009, and probably continued to increase 

afterwards (Lovrincevic et al., 2011). The causes are, among others, limited employment 

opportunities in the formal economy, increased unemployment and reduced government’s 

ability in financing needed social transfers for those that are in need. However, the 

perspective for the Croatian economic growth (and related reduction of the undeclared 

economy) for the foreseen and long-term future are quite positive. After a rebound in 2015, 

Croatian GDP recorded a growth rate of 2.9 percent in 2016 - the highest GDP growth rate 

since 2007 but still somewhat lower than in the 2001–2007 period when the average annual 

growth rate was 4.6 percent. The Institute of Economic (2017) predicts the continuation of 

this positive recovery trend and the projections of the real GDP growth in 2017 and 2018 are 

around 3%.  

1.2 Undeclared work in Croatia – what we know so far 

It should be noted that there is a substantial undeclared sector in Croatia, although this 

seems to have diminished over time. In 1996 and 2001, the Institute of Public Finance did two 

waves of research into the unofficial economy (UE) in Croatia in the 1990-2000 period. 
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Various evaluation methods gave different results, but according with the most applied 

methods (national accounting, discrepancy between income and expenditures method, 

labour force survey) the UE came on average to about 25% of GDP in the 1990-1995 period, 

and in 1996-2000 to an average of 10% of GDP. With reservations because of the uneven 

results obtained by these various methods, and uncertainty whether this is a matter of a 

genuine reduction of the unofficial economy or of an improvement in statistics, it can be 

assessed that this was a real positive trend in reducing the unofficial economy. In the earlier 

period there was the homeland war, hyperinflation, the beginnings of the transitions and 

reform, and in the second period there were stabilisation and the strengthening of the ethical 

and legal system.  

According to Ott (2002) reasons for the unofficial economy were the inherited tradition, the 

transition with its vigorous sector and institutional restructuring, the great influence of the 

government in the economy, particularly through paternalism and privatisation, relatively high 

tax burden and unclear and non-harmonised laws and regulations. Additional important 

causes are the lack of the court independence and the absence or insufficient organisation, 

efficacy, expertise and cooperation of state bodies. There is the obvious ambition of the state 

to become large, expensive and paternalistic, to invest in the economy or to subsidise it, 

which encourages new corrupt and illegal practices (Ott, 2002). More recently, Schneider 

(2011) has estimated that the shadow economy amounts to about 30% of Croatian GDP. It is 

mainly located in agriculture, and less so in manufacturing and retailing. However, other 

estimates by Croatian economists find much lower levels of the undeclared economy around 

8% to 9% (Madzarevic-Sujster and Mikulic, 2002; Lovrincevic et al., 2001).  

Lovrincevic et al. (2006) assessed the total amount of undeclared work in Croatia using two 

approaches. The first one is the sum of particular forms of undeclared work according to the 

approach by the Eurostat (N1-N7). Due to the application of conservative assumptions, the 

results of mentioned methods could be taken as a lower estimation threshold of undeclared 

work. In the second variant, using other methods of estimation (input method, DYMIMIC 

method) and average deviations of result of other methods and Eurostat method, they get 

the higher boundary (threshold) of the undeclared work in Croatia. The average share of 

undeclared work in total Gross Additional Value (GAV) and Gross Domestic Product (GDP) 

decreased during the observed period, from 15.4% GAV (12.4% GAV) in 1998 year to 13.9% 

GAV (11.2% BDP) in 2002. The economic sectors with the highest share of the undeclared 

work in GAV in 2002 were: Hotels and restaurants (33.7%), Real estate leases and business 
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services (31.7%), Fishing (26.7%), Building (21.7%), Other community, social and personal 

services (19.9%) and Trade, repairs of motor vehicles and household goods (19.1%). The 

authors remind that the estimation of undeclared work using the discrepancy method in 

statistical national accounts gives significantly lower levels in comparison with the estimation 

by monetary methods. They deem that a cause for the said differences might be that the 

discrepancy method assesses the discrepancy between two independent approaches to the 

assumption of GDP, while a significant part of undeclared work is left uncovered.  

In the study of the scope of the informal economy in Croatia, Klaric (2011) recognized that the 

tax burden is one of the primary causes of undeclared activities. The overwhelming 

importance of the taxes is related to their influence on costs of doing business and the fact 

that they are included in the price of each product on the official market (Klaric, 2011). Tax 

evasion therefore might seem tempting as a way of increasing one’s wealth. It is reasonable to 

assume that the greater the tax burden, the greater the willingness to evade it (Bowles, 1999). 

Therefore, the unofficial and informal production as well as underground employment, are 

more likely to happen. There is an additional reason why it might be useful to analyse and 

observe the impact of the tax burden on the unofficial economy. While most economic 

variables can only be influenced through a set of measures, the results of which is mostly 

uncertain, the government directly decides on the level of the tax burden.  

Regardless of the size and characteristics of the informal economy, Baric and Williams (2013) 

stress that the policy towards the unofficial economy has been mostly uncoordinated. In their 

view, policies are mainly based upon attempts to suppress undeclared economic activities 

rather than to provide sensible incentives for employers to avoid taking the drastic step of 

operating on an informal basis (Baric and Williams, 2013). There is relatively little use of 

curative measures, especially incentives to encourage those working undeclared to formalise 

their status, while attempts to foster commitment to tax morality are fairly recent and/or 

intermittent (Baric and Williams, 2013). The existence of an informal economy does not 

necessary mean that one quarter or more of businesses are unregistered. It rather reflects 

the widespread practice of tax evasion, either through an employer failing to register workers 

for social security purposes, or else under-reporting the wages (so-called envelope wages) to 

avoid payment of labour taxes and social contributions.  

The recommendations given within the GREY project are heavily based on a representative 

survey of 2,000 individuals and a survey of 521 companies. This report summarises the most 
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important findings from the second survey. Before moving to the results, we shall give a 

description of the questionnaire and the sampling strategy applied.  
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2 Representative survey of 512 companies in 
Croatia – a brief description  

The business survey was comprised of a total of 29 questions divided into nine thematic 

areas. In this section we give an overview of the themes discussed with the surveyed 

individuals, while the exact wording of questions will be provided through the report along 

with the summary of the results. 

Given the sensitivity of the issue being scrutinised, the idea was to start with some general 

questions in order to alleviate potential discomfort of the respondents. The introductory part 

of the questionnaire was thus dedicated to general characteristics of the interviewed 

companies, such as the main activity of the company, the number of employees, legal status 

and company existence.  

The survey then shifted its focus towards evaluation of business environment in Croatia as to 

be able to grasp companies’ perception about government revenue/expenses behaviour, tax 

administration and tax levels, government support for entrepreneurs and the quality of public 

services.  

The central part of the questionnaire was dedicated to company opinions and experiences 

regarding the undeclared activities. This section provided insights about the existence of 

informal activities, amongst companies, its scale and presence in different sectors. Moreover, 

it looked at the prevalence of unofficial trade, employment of people without contracts and 

existence of envelope wages in individual sectors. 

The fourth part of the questionnaire was dedicated to policy measures needed to reduce 

undeclared economic activities among companies. In this section the respondents expressed 

their opinion about the applicability of various measures like enforcing stricter sanctions for 

participation in undeclared work, ensuring a sense of fairness in the activities of the tax 

authorities towards the companies, simplification of administrative procedures for reducing 

undeclared work.  

The last section was related to company specific characteristics and its performance. The 

final question was used to obtain some further information on the interviewee, his or her 

position in the company, gender, age, education attainment and years of working experience.  
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2.1 Details on the sampling strategy and the fieldwork process  

The fieldwork, which was conducted between August and October 2015, encompassed 521 

companies. A two-way stratified random sampling procedure was applied to find 

respondents, with the stratification based on regions and settlement size. The structure of 

the sample according to the number of employees in a particular sector and the size of the 

companies resembles to the structure of a total Croatian economy. Regional classification to 

the location of their headquarters was grounded on six traditional regions in Croatia (North 

Croatia; Slavonia; Zagreb and surroundings; Lika and Banovina; Istria, Primorje and Gorski 

Kotar and Dalmatia).  

2.2 An overview of the sample 

Table 1 presents the 521 sampled companies according to the sector of their activities. More 

than one quarter (27.45%) of all companies in the sample are from the sector Wholesale and 

retail trade, followed by Professional, scientific and technical activities (17.47%) and 

Manufacturing (12.67%). The lowest share have sectors Electricity, gas and steam supply and 

Electricity, gas and steam supply (0.58%). 

Table 1 Sampled companies according to the sector of their activities 

  Number of companies 
included 

Share of the total sample 

Agriculture, forestry and fishing 7 1.34 

Manufacturing 66 12.67 

Electricity,  gas and steam supply 3 0.58 

Water supply; sewerage, waste management 3 0.58 

Construction 50 9.6 

Wholesale and retail trade; repair of motor vehicles 143 27.45 

Transportation and storage 15 2.88 

Accommodation and food service activities 33 6.33 

Information and communication 24 4.61 

Real estate activities 17 3.26 

Professional, scientific and technical activities 91 17.47 

Administrative and support service 20 3.84 

Education 9 1.73 

Human health and social work activities 6 1.15 

Arts, entertainment and recreation 4 0.77 

Other service activities 30 5.76 
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Source: Authors’ own calculations based on the representative survey of 521 companies in Croatia 

The structure of the sample according to the number of employees is presented in Figure 1. 

Almost 4/5 (78.5%) or 409 of the analysed companies are micro companies with less than 10 

employees, followed by 65 or 12.48% small companies with less than 50 employees. Only one 

big company with more than 250 employees participated in the survey.  

Figure 2 The structure of the sample according to the number of employees 

Source: Authors’ own calculations based on the representative survey of 521 companies in Croatia 

Differencing the entities regarding regional affiliation shows that the sample mostly follows 

the regional distribution of Croatian economy. Thus, in the analysed sample more than 40% 

of the companies are from Zagreb, followed by Dalmatia and Hrvatsko Primorje and Istria 

County, with 19% and 17% respectively. The shares of the representative companies in the 

sample with their headquarters in Lika and Slavonia are very small, 4% and 7%, as the share of 

business entities from these regions in total Croatian economy follows the exact same 

distribution.  
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Figure 3 An overview of the sampled companies according to the region of their 
headquarters, in % 

 Source: Authors’ own calculations based on the representative survey of 521 companies in Croatia 

The vast majority of the companies operate in small towns (31.5%) and the city of Zagreb 

(30.8%) as shown by summary statistics on Figure 3. The shares of surveyed companies that 

are active within the country and on the EU market and those that are active within the 

country and worldwide is very small - 1.7% and 1.9%, respectively.  

Figure 4 Surveyed companies according to the market at which they operate, in 
%
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The structure of the sample with regards to the period of company existence is presented 

within Table 2 and it indicates that majority of the surveyed companies (48.46%) operates for 

more than eleven years. The companies with four to ten years of existence represent 29.2% 

of the total sample. Only 3.46% of the companies are characterized as being in the nascent 

stage since they are active for less than a year, while 18.85% of the companies performs its 

market operations for one to three years. 

 

Table 2 Sampled companies according to the number of years they have been operating 

 Number of companies encompassed Share of the total sample 

Less than 1 year 18 3.46 

One to three years 98 18.85 

Four to ten years 152 29.23 

Eleven to twenty years 140 26.92 

More than twenty years 112 21.54 

Source: Authors’ own calculations based on the representative survey of 521 companies in Croatia 
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3 Perception of the company representatives with 
respect to the quality of business environment in 
Croatia 

This chapter shows the results of perception of the company representatives regarding the 

quality of business environment in Croatia. The goal was to identify the obstacles and their 

importance for company operations. The interview was started with the first question being 

structured as follows:  

 

The list of potential obstacles was offered and it encompassed the following answers: rules 

and procedures for the company establishment; taxes; business licensing and permits; 

corruption; legislative system; access to finance; political instability; crime; illegal competition; 

controls and inspections; courts; work of local and central administration offices; and 

macroeconomic situation in the country. The respondents were asked to evaluate each of 

these factors on the scale from 1 to 5, assigning 1 to factors which do not represent an 

obstacle for their company operations and assigning 5 to factors which represent severe 

obstacles.  

As it can be noted in Table 3, one third of interviewed representatives stated that rules and 

procedures were no obstacle for their business activity, while slightly bigger percentage of 

interviewees finds that taxes are a major obstacle. Almost every third (30.83%) company 

representative finds that corruption is a severe obstacle thus being the only obstacle that was 

mentioned as very severe by a significant percentage of interviewed persons. A similar share 

(30.35%) of representatives finds illegal competition as a major obstacle, while slightly less 

(27.98%) mentioned macroeconomic situation. Work of local and central administration and 

access to finance represent a moderate obstacle for 37.87% and 34.06% of interviewed 

representatives. Although in the mass media, there are often articles and news about strict 

controls and inspections and inefficient courts in Croatia, only one fourth of interviewed 

representatives sees these factors as obstacles for their business operations. Moreover, 

To what degree the following issues represent an obstacle to the current operations of 

your business and your business activities? 
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almost one fifth of representatives has no problems with work of local and central 

administration and crime. 

Table 3 Obstacles for running a business in Croatia from the perspective of the interviewed 
firm representatives, in % 

  
No obstacle 

Minor 
obstacle 

Moderate 
obstacle 

Major 
obstacle 

Very severe 
obstacle 

Rules and procedures 33.73 19.05 29.17 13.1 4.95 

Taxes 7.39 9.73 31.13 34.63 17.12 

Licences and permits 14.82 15.02 33.60 26.88 9.68 

Corruption 12.78 7.91 20.89 27.59 30.83 

Legislative system 12.16 12.94 32.16 27.25 15.49 

Access to finance 14.14 14.54 34.06 23.12 14.14 

Political instability 17.52 13.19 25.98 23.43 19.88 

Crime 19.84 10.93 25.91 22.06 21.26 

Illegal competition 9.92 9.53 22.18 30.35 28.02 

Controls and inspections 26.22 19.96 30.92 14.09 8.81 

Courts 27.27 15.56 27.48 18.38 11.31 

Work of local and central 
admin. 

18.74 16.37 37.87 15.78 11.24 

Macroeconomic situation 6.94 12.3 31.15 27.98 21.63 

Source: Authors’ own calculations based on the representative survey of 521 companies in Croatia 

 

The situation somewhat changes when we take into account average values of obstacles for 

running a business in Croatia from the perspective of the interviewed company 

representatives (Figure 4). Notwithstanding, corruption remains among important obstacles 

with high average value of 3.56 preceded only negligibly by illegal competition with a score of 

3.57. Very high average values are also recorded for macroeconomic situation (3.45), taxes 

(3.44) and legislative system (3.21). As the least serious obstacles for running the business, 

interviewed representatives recognized rules and procedures (2.37), controls and 

inspections (2.59) and courts (2.71).  
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Figure 5 Obstacles for running a business in Croatia from the perspective of the interviewed 
firm representatives, average values 

Source: Authors’ own calculations based on the representative survey of 521 companies in Croatia 

With the aim to get insight into the satisfaction with various public policies and institutions 

Respondents were asked to evaluate the following issues on a scale from 1 (very unsatisfied) 

to 5 (very satisfied): 

 

As presented in Table 4, almost four out of ten interviewed representatives were neither 

satisfied nor unsatisfied with the performance of the tax administration and the quality of 

public services, while at the same time being rather unhappy with taxation levels. Only 12.96% 

of interviewed representatives are satisfied with the level of taxation, while at the same time 

more than one third of the representatives are satisfied with the performance of the tax 

As a whole, to what extent are you satisfied with: 

1) …. the State Revenue Service performance with regards to tax administration in 

2014? 

2) …the level of taxation in Croatia in 2014? 

3) …the government’s support to entrepreneurs in Croatia? 

4) …the quality of public services related to the business activities in Croatia? 



  

26 | P a g e  

 

administration. More than 50 years ago, Kaldor (1964) stated that the efficiency of a tax 

system is not determined only by appropriate legal regulation but also by the efficiency and 

integrity of the tax administration. In many, especially post-transitional countries, small 

amounts of collected public revenue can be explained mostly by incapability of the tax 

administration in realization of its duty (Kaldor, 1964) Three decades later, Jenkins (1994) 

emphasizes that the tax system can never work better than its tax administration, but even 

the best tax administration would certainly fail to turn a bad tax system into a well-operating 

one. He also warns that many ambitious tax reforms failed because of the inefficient tax 

administration (Jenkins, 1994). It seems that the tax administration in Croatia is considered 

as an efficient and modern state service, which can be used as a positive example for the 

reform and development of other government and public institutions. Interviewed 

representatives showed the highest level of dissatisfaction with taxes and government 

support for entrepreneurs with 28.82% and 26.29%, respectively.  

Table 4 Satisfaction of the interviewed firm representatives with four major issues related to 
the business operations, in % 

  
Very 

unsatisfied 
Unsatisfied 

Neither 
satisfied nor 
unsatisfied 

Satisfied Very satisfied 

Performance of the Tax 
Administration 

7.05 16.83 38.94 34.83 2.35 

Level of taxation   28.82 38.30 19.54 12.96 0.38 

Government’s support to 
entrepreneurs  

26.29 30.28 24.11 17.33 1.99 

Quality of public services 
related to the business  

16.67 25.49 39.22 17.65 0.97 

Source: Authors’ own calculations based on the representative survey of 521 companies in Croatia 

Average values of the interviewed firm representatives’ satisfaction with four major issues 

related to the business operations are presented on the Figure 5. The performance of tax 

administration is ranked highest (3.09), followed by quality of public services related to 

businesses (2.61). The lowest level of satisfaction is recorded for the taxation level (2.18), 

while companies are a little bit more satisfied when it comes to government support for 

entrepreneurs (2.38). 
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Figure 6 Satisfaction of the interviewed firm representatives with four major issues related to 
the business operations, average values 

Source: Authors’ own calculations based on the representative survey of 521 companies in Croatia 

 

Williams and Horodnic (2016) view tax morale through the lens of institutional theory as a 

degree of discrepancy between the codified laws and regulations of formal institutions and 

the unwritten socially shared rules of informal institutions, which they term as ‘civic morale’. 

A lower tax morality and a feeling of unfairness of the state regarding the use of collected 

taxes leads to greater willingness of individuals and/or business entities to become active in 

the hidden economy (Frey and Pommerehne, 1984). With the goal to get an overview of the 

invisible contract between the state and companies and on the appropriate use of collected 

taxes as determinants of the tax moral, the question 6 was following:  

 

The next four statements were offered: taxes are appropriately used by the government; the 

state does not give businesses enough in return for the taxes they pay; tax evasion is an 

economic necessity for companies to survive; and underreporting annual revenue or 

turnover in order to evade taxes is acceptable. 

The highest value (7.0) was obtained for the statement “The state does not give businesses 

enough in return for the taxes they pay” which provides the potential reasoning for company 

To what extent do you agree with each of the following statements (1 means 

completely disagree, 10 means completely agree)? 
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willingness to involve in undeclared economic activities. The results also show that tax 

evasion is not strongly accepted within Croatian business community since the average value 

for the statement “Tax evasion is an economic necessity for companies to survive” is 3.6. The 

statements “Taxes are appropriately used by the government” and “Underreporting annual 

revenue or turnover in order to evade taxes is acceptable” obtained relatively low average 

values (3.0). 

Figure 7 Viewpoints of the firm representatives with respect to the invisible contract between 
the state and companies, average values 

 Source: Authors’ own calculations based on the representative survey of 521 companies in Croatia 

 

Kolm (1973) and Benjamini and Maital (1985) explain that for the reduction of tax evasion the 

probability of being caught in various informal activities is much more important than the 

amount of potential punishment. Therefore, question 7 was dedicated to the assessment of 

the probability of company representatives using with the following structure: 

 

For a typical company in your industry, what would you say is the approximate 

probability (0-100%) of being caught, if the company was to: 

 

1) …. underreport its business income? 

2) … underreport its number of employees? 

3) … underreport the amount it pays to employees in salaries? 
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The results from Figure 7 indicate that company representatives think that the probability of 

being caught in underreporting business income, underreporting number of employees and 

underreporting the employee salaries is rather similar. Regarding probability of being caught 

in various informal activities, one quarter of the company representatives believes that 

mentioned probability is between 50 and 75%, while roughly around one fifth estimates that it 

is between 20 and 35%. High probability of getting caught in underreporting business income 

and the number of employees is mentioned by 15% of the representatives, while it is slightly 

lower (around 10%) for underreporting the real level of salaries. In total, only around one 

tenth of the company representatives believe that the mentioned probability is almost 

negligible. 

Figure 8 Perceived detection risk with respect to three different types of undeclared work, in 
%

Source: Authors’ own calculations based on the representative survey of 521 companies in Croatia 

 

With the next question we wanted to establish what is the interviewees assessment of the 

potential punishment if the company is caught in undeclared activities. The question was 

structured as follows: 

 

 

If a company in your industry were caught for deliberately misreporting, what would be 

the typical consequence for the company? 
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Almost three quarters of companies choose the statement “A serious fine that would affect 

the competitiveness of the company” or the statement “A serious fine that would put the 

company at risk of insolvency”. These responses entail that companies expect serious 

sanctions encompassing large fines with severe consequences (Figure 8). Contrary to that, 

one fifth of company representatives considers that nothing serious would happen and that a 

small fine would be issued. Approximately 7% of interviewees believe that being caught in 

undeclared activities would force them to cease company operations. 

Figure 9 Expected sanctions when caught in undeclared work, in % 

Source: Authors’ own calculations based on the representative survey of 521 companies in Croatia 
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4 Prevalence and distribution of undeclared work 
from the perspective of Croatian companies  

Not only in Croatia but also around the world there are long-term fierce discussions about 

the share of the undeclared economy (Schneider, 2011, Schneider, 2013; Williams, 2014, 2017b; 

Williams and Schneider, 2016), particularly having in mind that various methods produce 

significantly different results (Ott, 2002). For example, Madzarevic and Mikulic (2001) using 

discrepancies in the national accounts found a sharp decline in the size of the informal 

economy in Croatia in the period between 1995 and 2000. In contrast, Sosic and Faulend 

(2002) applying monetary methods of the electricity consumption showed a slight increase of 

the informal economy over the same period. With the intention to paraphrase Tetlocks’ 

statement on the importance of quantifying something that is unquantifiable like the informal 

economy (Tetlock, 2006), we asked company representatives to assess the share of the 

hidden economy by asking:  

 

Figure 9 presents the obtained results. Almost half of the interviewed companies assesses 

that the hidden economy in Croatia is between 20% and 35% of GDP. These results are in line 

with estimations of several other research studies e.g. Schneider (2013), Klaric (2011), 

Lovrincevic et al (2011), Svec (2009) and Madzarević-Sujster and Mikulic (2002), Svec (2009) 

which used demanding and complex econometric methods. Moreover, this confirms the 

standing of Surowiecki (2004) about the exactness of group opinion. He suggests that the 

aggregation of information in groups provides better results relative to what could have been 

made by any single member of the group even when that member is the best knowledgeable 

expert. 

 

 

 

 

What would you say is the overall share of the hidden economy in Croatia? 
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Figure 10 Estimated share of undeclared work in Croatia, in % of the survey 
respondents

Source: Authors’ own calculations based on the representative survey of 521 companies in Croatia 

 

This notion was further analysed as to grasp the thinking of company representatives about 

the proportion of hidden economy in different sectors through the question 18, which was: 

 

Figure 10 summarises answers to this question. More than one third of the respondents 

mentioned Construction as the sector in which the level of undeclared economy is the most 

pervasive. This sector is followed by significantly lower levels for Tourism (20.52%) and Other 

(17.33%). The stated share was below 10% for Hotels and catering, Car Repair and Retail thus 

being observed by respondents as sectors, which perform to the great extent within the 

framework of official channels. These observations of interviewed companies correspond to 

findings of other similar surveys on the presence of informal economy in different sectors 

(e.g. Lovrincevic et al., 2011; World Bank, 2007; Lovrincevic et al., 2006; Mikulic and 

Madzarevic, 2002).  

 

Please choose three sectors in which the hidden economy is the largest and rank them 

1-3, ‘1’ being the largest. 
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Figure 11 Views of the respondents regarding the sector where undeclared work is most 
pervasive, in % 

Source: Authors’ own calculations based on the representative survey of 521 companies in Croatia 

With the next set of questions we focus our analysis on the presence of illegitimate practices 

within individual sectors. Therefore, we firstly ask company representatives to assess 

whether trade activities are done within official or unofficial channels, with the exact question 

being structured as followed: 

 

Four out of ten survey respondents estimate that 20% to 50% of trade in their sector is 

realised through informal activities, while 21.8% believes that this percentage is higher than 

50%. Approximately 16.7% of the survey respondents state that the percentage of trade in 

their sector conducted through informal economy is less than 10%.  

 

 

 

Thinking about the sector in which you operate (not your own business), what 

percentage of trade in your sector would you say is conducted in the informal 

economy/‘cash in hand’? 
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Figure 12 Estimated share of cash-in-hand activities in their sector, in % of survey 
respondents

Source: Authors’ own calculations based on the representative survey of 521 companies in Croatia 

We then shift the analysis from unofficial trade towards employer-employee relationship by 

asking the question:  

 

The results presented on the Figure 12 show quite similar distribution as in the previous 

question. The only distinction is related to the lower percentage of company representative 

who estimate that the number of employees without the contract is higher than 50%. 40% of 

respondents believe that 20% to 50% of employees in their sector is working without a 

contract, while 11.8% estimates that this percentage is greater than 50%. Little bit more than 

one quarter of company representatives (26.12%) thinks that less than 10% of employees in 

their sector does not have a contract. 

 

 

 

Please estimate the approximate proportion of employees working without a contract 

in companies in your industry? 
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Figure 13 Estimated share of undeclared workers in their sector, in % of survey 
respondents

Source: Authors’ own calculations based on the representative survey of 521 companies in Croatia 

The envelope wage practice is a system in which, according to an unwritten agreement 

beyond the formal written contract between employer and employee, one part of the wage is 

paid officially, while the rest is given under-the-table in envelope (Williams, 2015; Williams and 

Franic, 2017; Williams et al, 2015; Woolfson, 2007;). The main motivation for such behaviour 

and underreporting of wages is reduction of fiscal burden placed on labour in the form of 

social security contributions (Williams, 2007). Thus, such behaviour is expected to be more 

widespread where the taxes and social contributions are higher (Becker, 2004). With the goal 

to get an insight into presence of the envelope wage in Croatia, we asked the following:  

 

As noted on Figure 13, 59.3% of survey respondents believe that the degree of the envelope 

wages in their sector is between 20% and 50%, while 17% suppose that underreporting of 

salaries is higher than 50%. Little bit less than one quarter (23.8%) of respondents evaluate 

Turning to employees with a contract, please estimate the approximate degree of 

underreporting of salaries paid to employees by companies in your industry (for 

instance, if the employee receives €1000, but the reported salary is €700, then the 

underreporting is 30%). 
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that envelope wage practices are not widespread in their industry and that they represent 

less than 20% of salaries.  

Figure 14 Estimated degree of underreporting of salaries paid to employees in their sector, in 
% of survey respondents 

Source: Authors’ own calculations based on the representative survey of 521 companies in Croatia 

The next question was dedicated to the assessment of portion of the total wage payments 

that are paid unofficially:  

 

Almost half (47.28%) of survey respondents believes that the portion of the total wage 

payments paid unofficially is in the range between 20% and 50% of the total wage payments. 

16% of company representatives state that more than 50% of the total wage payments is paid 

unofficially, while additional 16% of interviewees thinks that only 10% to 20% are envelope 

wages. Little bit more than one fifth (21.2%) of respondents evaluate that mentioned 

unofficial practice is not so widespread and presents less than 10% of the total wage 

payments (Figure 14). 

 

 

What portion of the total wage payments in your sector are paid unofficially as 

“envelope wages”? 
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Figure 15 Estimated portion of the total wage payments paid unofficially as envelope wages in 
their sector, in % of survey respondents 
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Source: Authors’ own calculations based on the representative survey of 521 companies in Croatia 

The next set of questions was used as to scrutinize opinion of Croatian companies with 

regards to informal or illegal behaviour of their direct competitors related to. They were 

asked to use a scale from 1 (always) to 4 (never) as to answer the question:  
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All different types of misbehaviour among the competitors, except illicit exporting/importing 

of goods, false documentation or no documentation, happens in 50% to 60% of the cases. In 

addition, 42.64% of interviewed representatives thinks that illicit exporting or importing 

never happens, while 17.16% assesses that this behaviour happens in almost all cases. 

Regarding the VAT fraud, almost half of interviewed representatives (49.39%) states that it 

happens sometimes, while 28.61% never observed such a behaviour. The similar structure of 

responses was found for hiding, not paying taxes, duties and/or excises - more than a half of 

interviewed representatives states that this happens sometimes, while 23.4% believes that it 

never happens. 15% to 18.4% of companies surveyed do not observe that their competitors 

hire a worker without a contract, hire an employee under contract with “hidden clauses”, 

report lower turnover, do not issue receipts or invoices for at least part of sales or report 

lower profits. According to their assessment these misbehaviours are done by 20-25% of 

their competitors, while such behaviours are constantly repeated 4% to 8.5% of their 

competitors. These results may lead to assumption that illegal practices are correlated. When 

a firm hires a worker without a contract, there is an increased probability that it would not 

respect other legal obligations, like paying taxes or paying the total amount of salaries 

How often would you say the following practices occur within your direct competitor 

companies/ companies? 

 

1) Hiring a worker without a contract 

2) Hiring an employee under contract with “hidden clauses” (social insurance and 

contributions paid based on a minimum wage, whilst the rest of the pay is paid 

undeclared, without a payslip) 

3) Reporting lower turnover 

4) Hiding/ not paying taxes, duties and/or excises 

5) Not issuing receipts/ invoices for at least part of their sales 

6) Reporting lower profits 

7) Illicit exporting/importing of goods (false documentation/ no documentation) 

8) VAT fraud 
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through official channels. However, for confirmation of such assumption further research is 

needed.  Furthermore, we need to take into account that our results are based on the 

personal assessments of interviewed representatives, thus potentially under-estimating or 

over-estimating the probability of a particular behaviour.  

Figure 16 Occurrence of different types of misbehaviour among their competitors, in % of 

survey respondents 

Source: Authors’ own calculations based on the representative survey of 521 companies in Croatia 

The Table 15 presents the frequency of hiring a worker without a contract according to the 

sector, company existence and size, type of market and region. It might be a surprise that the 

Administrative and support service sector is observed as the sector, which always hire 

workers without an employment contract (17.65%). In such behaviour, this sector is followed 

by Accommodation and food service activities (9.68%) and Construction (4.88%). It is hard to 

find the plausible explanation for such a situation, particularly having in mind that the sector 

Administrative and support service is mostly publicly owned and it does not have direct 

incentives to lower costs or breach the law. On the other hand, a quite positive situation of 

never hiring without an employment contract is recorded in Arts, entertainment and 

recreation and Human health and social work activities. It is interesting that for Agriculture, 

forestry and fishing, Electricity, gas and steam supply, Water supply, sewerage and waste 

management and Information and communication there are no assessments that the hiring 

of workers without an employment contract happens always or never. In these sectors, as 
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well as in the majority of others, such hiring happens in most cases or particularly 

sometimes.  

Regarding the period of company existence, around 18% to 19% of companies that are active 

for less than 1 year and companies that exist for more than eleven years never hire workers 

without an employment contract. The probability of such hiring is mostly decreasing with the 

period of company existence. 6.26% of new companies always hires workers without an 

employment contract, while this is the case with only 3.23% and 1.04% of companies that exist 

eleven to twenty years or more than 20 years. More than 65% of companies sometimes hires 

individuals without a contract independently from the period of its existence, except the 

companies that are active for one to three years and more than 20 years, where mentioned 

percentage is 48.68% and 57.29%, respectively.  

The size of the company influences significantly the probability of hiring workers without an 

employment contract. For 25% of sole proprietors, micro and small companies this happens 

always and in most cases, while 60% to 70% of these companies hire workers on those 

conditions sometimes. Such behaviour is less present among medium and particularly large 

companies that never hire an employee without an employment contract. 

Regarding the type of market, it looks like the hiring of workers without an employment 

contract occurs significantly more in those companies that are oriented towards village/rural 

area and small town relative to those companies whose primary market is the whole country 

and EU.  

Finally, there are regional differences concerning the prevalence of hiring workers without an 

employment contract. The national average for sometimes employing a worker without an 

contract is 60.91%. a Significantly lower share is recorded in Slavonia (44.12%) and higher in 

North Croatia (69.81%). These practices never occur in Lika and Banovina. On the other hand, 

Slavonia is the region with the highest share of the companies that never use such practices 

(23.53%), followed by Hrvatsko Primorje and Istria (18.64%). If we sum up the responses 

always and in the most cases, the national average is 24.09%. The higher shares of such 

behaviour are present among companied from Lika and Banovina (36.84%), Slavonia (32.35%) 

and Hrvatsko Primorje and Istria (28.81%), while lower share is recorder for companies from 

Dalmatia (16.05%) and North Croatia (16.98%).  
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Table 5 How often the instances of hiring workers without a contract occur within their 
direct competitors, in % of survey respondents 

  Always In most cases Sometimes Never 

S
e

c
to

r 

Agriculture, forestry and fishing 0.00 40.00 60.00 0.00 

Manufacturing 1.92 23.08 61.54 13.46 

Electricity, gas and steam supply 0.00 0.00 100.00 0.00 

Water supply; sewerage and waste management 0.00 0.00 100.00 0.00 

Construction 7.69 20.51 61.54 10.26 

Wholesale and retail trade; repair of motor vehicles 4.88 16.26 65.04 13.82 

Transportation and storage 0.00 21.43 64.29 14.29 

Accommodation and food service activities 9.68 48.39 38.71 3.23 

Information and communication 0.00 5.26 84.21 10.53 

Real estate activities 0.00 40.00 60.00 0.00 

Professional, scientific and technical activities 2.56 12.82 60.26 24.36 

Administrative and support service 17.65 11.76 52.94 17.65 

Education 0.00 11.11 55.56 33.33 

Human health and social work activities 0.00 16.67 33.33 50.00 

Arts, entertainment and recreation 0.00 33.33 0.00 66.67 

Other service activities 0.00 24.00 64.00 12.00 

Y
e

ar
s 

in
 b

u
si

n
e

ss
 Less than 1 year 6.25 6.25 68.75 18.75 

One to three years 5.26 34.21 48.68 11.84 

Four to ten years 6.30 17.32 65.35 11.02 

Eleven to twenty years 3.23 12.90 65.32 18.55 

More than twenty years 1.04 23.96 57.29 17.71 

Fi
rm

 s
iz

e
 

Sole proprietors (no waged employees) 0.00 20.83 58.33 20.83 

Micro (1-9) 4.56 20.80 59.83 14.81 

Small (10-49) 3.92 15.69 70.59 9.80 

Medium (50-250) 0.00 15.38 61.54 23.08 

Large (more than 250) 0.00 0.00 0.00 100.00 

T
yp

e
 o

f 
m

ar
k

e
t 

Village/rural area 5.26 10.53 78.95 5.26 

Small town 2.14 24.29 59.29 14.29 

Big city (regional centre) 3.70 19.75 53.09 23.46 

Capital 7.04 19.01 60.56 13.38 

Whole country 2.33 13.95 72.09 11.63 

Country + EU 0.00 0.00 71.43 28.57 

Country + worldwide 0.00 37.50 62.50 0.00 

R
e

gi
o

n
 

Zagreb 5.67 18.04 62.37 13.92 

North Croatia 0.00 16.98 69.81 13.21 

Slavonia 2.94 29.41 44.12 23.53 

Lika and Banovina 0.00 36.84 63.16 0.00 

Hrvatsko Primorje and Istria 5.08 23.73 52.54 18.64 

Dalmatia 3.70 16.05 64.20 16.05 

Total  4.09 20.00 60.91 15.00 

Source: Authors’ own calculations based on the representative survey of 521 companies in Croatia 
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Table 6 presents the estimation of interviewed representatives on how often their direct 

competitors pay the envelope wages. Administrative and support service and Accommodation 

and food service activities are at the top of the list of sectors that always apply practice of 

envelope wages. 17.65% and 16.13% of the formal workforce in these two sectors receive 

more than they report to the authorities. On the other side, such practices are never 

employed by 66.67% of companies in Arts, entertainment and recreation and 33.33% of 

business entities in Education. The highest frequency of envelope wages being paid from time 

to time is observed in Electricity, gas and steam supply and Water supply, sewerage and 

waste, while the lowest is noted in Human health and social work activities (25.00%) and in 

Arts, entertainment and recreation and Education (33%).  

Young companies (active less than 1 year) have the highest share (33.33%) of those that never 

apply practice of envelope wages. Mentioned behaviour is less prevalent in relatively older 

companies with the business activity from one to three years and from four to ten years 

(around 11-12%). Little bit less than one quarter (18%) of companies that exist for more than 

11 years never apply the practice of envelope wages. The payments above the officially 

reported salaries happen sometimes in 40% of young companies and in 64.71% of companies 

that are active eleven to twenty years. If is sum up the frequency for always and in most 

cases, than the lowest rate (16.81%) is recorded for companies with eleven to twenty years of 

existence, while the highest (43.84%) was recorded for companies that are active from one 

to three years. The percentage of such behaviour by all other groups is around 26%.  

Regarding the company size, there is no strict rule, but around four fifths of the companies 

sometimes or never engage in practices of envelope wages. 50% to 60% of sole proprietors, 

micro and small companies sometimes provide additional unreported payments for their 

employees.  

Envelope wages are paid sometimes by 100% of companies oriented towards national and 

European markets, while the mentioned behaviour is less prevalent within companies whose 

market is represented by big cities (42.86%) and the capital (53,85%). Except by the 

companies oriented towards national and European markets and companies oriented 

towards village or rural area (with very low share of 4.76%), envelope wages are paid in most 

cases by 21% to 29% of the companies oriented to other types of markets.  
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There are regional differences concerning the prevalence of practice of envelope wages. 

While the national average for sometimes is 57.01%, significantly lower share is recorded in 

Hrvatsko Primorje and Istria (44.23%) and higher in North Croatia (57.10%). Envelope wages 

are never used by 5.26% of the companies in Lika and Banovina and 18.67% in Dalmatia. 

Slavonia is the region where 15.63% of companies never use such practices and that 

percentage is almost identical to the national average of 15.65%. If we sum up the responses 

always and in the most cases, the national average is 27.33%. The higher shares of such 

behaviour have Hrvatsko Primorje and Istria (40.39%), followed by Lika and Banovina 

(36.84%). The lowest shares of such behaviour is recorded for the region of North Croatia 

(15.10%), followed by Dalmatia (26.67%).  

Table 6 How often the instances of paying envelope wages occur within their direct 
competitors, in % of survey respondents 

  Always In most cases Sometimes Never 

S
e

ct
o

r 

Agriculture, forestry and fishing 0.00 20.00 80.00 0.00 

Manufacturing 0.00 22.00 64.00 14.00 

Electricity, gas and steam supply 0.00 0.00 100.00 0.00 

Water supply; sewerage and waste management 0.00 0.00 100.00 0.00 

Construction 8.11 27.03 54.05 10.81 

Wholesale and retail trade; repair of motor vehicles 5.83 22.50 57.50 14.17 

Transportation and storage 0.00 25.00 58.33 16.67 

Accommodation and food service activities 16.13 32.26 48.39 3.23 

Information and communication 0.00 10.00 75.00 15.00 

Real estate activities 7.14 28.57 64.29 0.00 

Professional, scientific and technical activities 2.53 18.99 55.70 22.78 

Administrative and support service 17.65 11.76 47.06 23.53 

Education 0.00 33.33 33.33 33.33 

Human health and social work activities 0.00 50.00 25.00 25.00 

Arts, entertainment and recreation 0.00 0.00 33.33 66.67 

Other service activities 7.69 19.23 50.00 23.08 

Y
e

ar
s 

in
 b

u
si

n
e

ss
 Less than 1 year 6.67 20.00 40.00 33.33 

One to three years 12.33 31.51 45.21 10.96 

Four to ten years 4.76 21.43 61.90 11.90 

Eleven to twenty years 1.68 15.13 64.71 18.49 

More than twenty years 5.32 24.47 52.13 18.09 

Fi
rm

 s
iz

e
 

Sole proprietors (no waged employees) 0.00 26.09 52.17 21.74 

Micro (1-9) 6.18 22.65 56.47 14.71 

Small (10-49) 4.00 18.00 60.00 18.00 

Medium (50-250) 0.00 14.29 64.29 21.43 

Large (more than 250) 0.00 100.00 0.00 0.00 

T
yp

e
 o

f 
m

ar
k

e
t 

Village/rural area 0.00 4.76 76.19 19.05 
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Small town 1.55 23.26 61.24 13.95 

Big city (regional centre) 11.69 27.27 42.86 18.18 

Capital 6.99 20.98 53.85 18.18 

Whole country 4.65 23.26 60.47 11.63 

Country + EU 0.00 0.00 100.00 0.00 

Country + worldwide 0.00 28.57 71.43 0.00 

R
e

gi
o

n
 

Zagreb 5.08 21.32 57.36 16.24 

North Croatia 1.89 13.21 71.70 13.21 

Slavonia 3.13 25.00 56.25 15.63 

Lika and Banovina 0.00 36.84 57.89 5.26 

Hrvatsko Primorje and Istria 11.54 28.85 44.23 15.38 

Dalmatia 6.67 20.00 54.67 18.67 

Total  5.37 21.96 57.01 15.65 

Source: Authors’ own calculations based on the representative survey of 521 companies in Croatia 

In the questions 14, respondents were asked to express their level of agreement on a scale 

from 1 (strongly disagree) to 5 (strongly agree) regarding the following statements: 

 

Figure 16 presents views of the surveyed company representatives regarding the most 

important reasons to underreport salaries of their employees. The highest average value 

(3.67) is obtained for the statement to keep labour costs down, followed by longer working 

hours (3.01). The least important reason is to attract workers (2.33).  

 

 

To what extent do you agree with the following statements: 

Companies underreport salaries of their employees… 

1) …to keep labour costs down. 

2) …so that employees work longer hours than is in their written contract. 

3) …so that they can ask employees not to take their statutory holidays. 

4) …so that they can ask employees to do different tasks and jobs than is stated in 

their formal contract. 

5) ...to attract employees to work for them. 
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Figure 17 Views of the surveyed firm representative regarding the most important reasons for 
companies in Croatia to underreport salaries of their employees, average values 

Source: Authors’ own calculations based on the representative survey of 521 companies in Croatia
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5 Interviewees’ standpoints on how to tackle 
undeclared economic activities of companies in 
Croatia 

With the goal to propose the way forward in tackling undeclared economic activities among 

companies, the interviewees were asked the following question:  

 

Every respondent was offered a list of ten potential policy measures and asked to express his 

or her level of agreement on the scale from 1 (strongly disagree) to 10 (strongly agree). The 

results are presented in Table 7. Overall, the survey respondents widely agreed with the 

majority of measures for tackling undeclared economic activities undertaken by companies, 

therefore supporting a combination of various policies and measures. Majority of the 

interviewed representatives (53.73%) support the notion that companies which employ 

undeclared workers, under-report salaries or have outstanding social security payments 

should be banned from participation in public tenders and should not receive subsidies. 

Furthermore, 44.05% of companies believe that simpler ways for hiring workers on small or 

occasional jobs would reduce undeclared work. In contrast, less than 20% of surveyed 

participants thinks that public exposure of undeclared work and/or awareness campaigns 

about the negative consequences of operating unregistered would result in significant 

reduction of undeclared economy.  

 

 

 

 

 

 

 

To what extent do you agree with the following statements? 
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Table 7 Attitude of the interviewed firm representatives towards various strategies for 
tackling undeclared work in Croatia, % of survey respondents 

Source: Authors’ own calculations based on the representative survey of 521 companies 

Figure 17 presents average values of company representative attitudes towards various 

strategies for tackling undeclared work in Croatia. Ban intenders obtains the highest average 

value (8.17), followed by greater reliance on small and occasional jobs. The lowest average 

value is for stigmatising undeclared work (5.81), followed by awareness raising campaigns 

(5.91).   

  Strongly 
disagree 

2 3 4 5 6 7 8 9 
Strongly 

agree 

Enforcing stricter sanctions for 
companies engaged in undeclared 
work would be an efficient strategy 
to increase compliance 

9.77 2.93 4.30 3.71 10.35 7.03 9.57 11.52 5.86 34.96 

Ensuring a sense of fairness in how 
companies are treated by the tax 
authorities would reduce evasion of 
taxes and social contributions 

4.14 2.17 2.96 3.35 8.88 9.47 14.00 12.62 6.71 35.70 

Simpler administrative procedures 
for paying taxes and social security 
contributions would increase 
compliance among companies 

6.48 4.52 1.77 5.11 10.41 10.41 8.25 12.18 7.66 33.21 

Specialised support and advice for 
those entrepreneurs who are 
considering moving from undeclared 
to formal work would reduce 
undeclared work 

7.68 4.33 5.71 6.50 10.04 11.22 10.83 10.82 8.46 24.41 

Making it easier to legitimately hire 
workers on small or occasional jobs 
would reduce undeclared work 

3.12 1.17 1.36 4.29 7.02 9.55 10.14 8.97 10.33 44.05 

Creating a “white list” of compliant 
companies which would be entitled 
to preferential administrative 
services (faster VAT refunds, tax 
advice, etc.) would encourage a 
culture of commitment among 
businesses 

6.50 3.15 2.17 4.92 10.83 11.02 11.22 10.83 7.48 31.88 

Raising awareness campaigns of the 
negative consequences of operating 
unregistered (e.g. constrained access 
to finance, restricted access to 
market, limited growth prospect etc.) 
would reduce undeclared practices 
among companies 

11.57 7.25 5.29 9.02 13.14 9.41 8.24 10.98 5.69 19.41 

Publicly exposing and stigmatising 
concrete examples of undeclared 
work and tax evasion would make 
companies more reluctant to engage 
in such activities 

13.92 7.65 5.29 6.27 12.55 11.76 8.24 8.43 6.67 19.22 

Companies that employ undeclared 
workers, under-report salaries or 
have outstanding social security 
payments should be banned from 
participating in public tenders and 
receiving subsidies 

3.35 2.17 1.97 3.15 5.91 6.50 8.27 7.48 7.47 53.73 

Simplifying and consolidating several 
tax liabilities of micro- and small 
companies into one fixed payment 
would result in higher tax compliance 

5.56 2.18 2.58 4.17 9.72 13.29 10.52 12.10 9.33 30.55 
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 Figure 17 Attitude of the interviewed firm representatives towards various strategies for 

tackling undeclared work in Croatia, average values 

Source: Authors’ own calculations based on the representative survey of 521 companies in Croatia 
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