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1997-2001
LOREM IPSUM DOLOR SIT AMET
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Hidden Employment

Hidden Employment

The hidden labour market is driven by a
variety of factors, both legal and illegal. 

Informal hiring is a form of employment
victimization that affects public finances

and the individual worker.

Companies that are pushed to compete
through corrupt means engage in undeclared 

hiring and poor labour conditions for their workers,
perpetuating informality even further.

Hidden employment in SEE excludes
government regulation and diminishes

the rule of law for a large swath of the labour force.

Unemployment in all countries of the
Western Balkans has stayed stubbornly high

and in the double-digits domain.

Unemployment encompasses about a third
of the labour force in the former

Yugoslav Republic of Macedonia and in Kosovo*,
and more than a quarter in Bosnia and Herzegovina.

Country specifics

More than a half of all Turkish employment is
of individuals without formal contracts.

In Serbia, Kosovo* and Albania,
more than a third of those in hidden employment

do not have labour contracts.

Bulgaria enjoys a low rate of only 1% of employed
and 4% of those in hidden employment being

without labour contracts.

Virtually all (87%) Kosovars in hidden employment
completely withhold health insurance contributions.

In Montenegro and Albania, a third of those
in hidden employment do not pay health and

social security contributions.

Social embeddedness of hidden employment

Being in hidden employment is sometimes a matter of choice,
but more often is influenced by a person’s immediate social milieu.

62% of the unemployed in SEE know people who hide at least some part of their income.

In most countries, individuals earn more in the formal sector
than in the hidden one, despite widespread belief in the opposite.

The premium is as high as 50% in BiH and almost a third in Albania.

In Bulgaria and Kosovo*, the premium is negative, thereby pointing
to institutional or regulatory deficiencies.

Workers with advanced degrees are more often found in the formal economy.

Tax Compliance and Evasion

The overall integrity of governance in a country, including the rate of corruption,
affects the propensity of individuals and businesses to engage in illegal behavior.

Factors that contribute to corruption on the government side include the degree
of discretion of tax and customs officials, complexity of tax procedures,

the lack of monitoring, the commitment of political leadership to fight corruption,
and the overall environment in the public sector.

For all SEE countries, tax and customs officials are ranked among
the highest risk of corruption involvement professions.

Lack of resources, mainly human, prevents SEE governments
from effectively monitoring tax and customs officers.

Although rates of fines are positively correlated with tax compliance,
a high fine level can also backfire if businesses consider the punishment

to not be credible, making corruption more likely to continue.

Wage premium in the formal economy vs. the hidden economy

In most countries individuals earn more in the formal sector than in the hidden one,
despite widespread belief in the opposite. The premium is as high as 50%

in BiH and almost a third in Albania. The size of the premium depends on many factors,
including the rate of unemployment, the characteristics of the social security systems,

and the sectors of employment. In Bulgaria and Kosovo* the premium is negative,
although in Bulgaria the difference is not statistically significant.

This finding suggests that staying in the hidden economy might be a
rational choice in some countries (nobody would voluntarily

stay at lower wages, other things being equal),
thereby pointing to institutional or regulatory deficiencies.

Source: SELDI Hidden Economy Survey, 2016.
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Note: The gap between self-reported participation in the hidden economy and the estimation
of the involvement of one’s social circle. Excluding the share of “Don’t know/No answer”.

Source: SELDI Hidden Economy Survey, 2016.

Social embeddedness of hidden employment

Hidden employment arrangements place people in a vulnerable position

Trust in institutions of government in families who are employed
long-term in the hidden economy are detrimentally low.
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Wage premium in the formal economy vs. the hidden economy, 2016
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Source: SELDI Corruption Monitoring System, 2016 and SELDI Hidden Economy Survey, 2016.

Corruption pressure experienced by those in different employment situations, 2016
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The amount of dedicated tax collected in Bulgaria
is not enough to provide quality healthcare services for all.

Healthcare is a vivid example of how corruption
erodes trust in public institutions, further diminishing the

governments’ ability to fund ever increasing bills in this domain.

In Turkey, almost half of those employed in the
hidden economy pay social security contributions

on the minimum wage; between 35% and 38% of those
in the hidden economy in Serbia and BiH do the same.
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This document has been funded by the Regional Cooperation Council (RCC) under implementation
of RCC’s South East Europe 2020 Strategy and it reflects only the views of the author(s).

The RCC cannot be held responsible for any use which may be made of the information contained therein.

*The designation "Kosovo" is without prejudice to positions on status, and is in line with
UNSCR 1244/1999 and the ICJ Opinion on the Kosovo declaration of independence.

**According to the RCC Statute, the full name of MK is: The Former Yugoslav Republic of Macedonia.

Note: Excluding the share of “Don’t know/No answer”.
Source: SELDI Corruption Monitoring System, 2016 and SELDI Hidden Economy Survey, 2016.

Estimates by the public of the rate of corruption among tax officials in SEE, 2016
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Policy Recommendations

Government policies which facilitate formalisation of clusters of companies relying
on complex nexus of social relationships, including informal investment through

remittances (like in the former Yugoslav Republic of Macedonia, Kosovo* and BiH),
might be more effective than labour and tax inspectors going out on raids

(which only adds further corruption pressure leverage).

Raising awareness through campaigns about public finance and tax compliance
is integral in helping to enforce integrity rules.  

When deciding on priority sectors for integrity enforcement measures,
the estimated levels of corruptness among revenue officials must be taken into account,

ultimately reflecting higher public sensitivities to these issues.

Share of people whose social circle
mostly or entirely hides income

Share of people in
hidden employment


