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Extent and nature of the undeclared 
economy in Serbia 

• The undeclared economy in Serbia has been estimated using direct 
and indirect methods.  

• The MIMIC method has the broadest coverage, since it covers all 
institutional sectors and all forms of the shadow economy.  

• The most recent MIMIC method estimates the size of the shadow 
economy in Serbia as approximately 27.9% during 2013, while 
according to the adjusted MIMIC size of undeclared economy in 
Serbia was 18.1% of GDP in 2013.  

• According to the new survey method - the "shadow economy 
index", which is based on data on undeclared employee salaries 
and undeclared corporate profits, the volume is 14.9% of GDP.  
– the survey covered only registered enterprises and entrepreneurs.  



MIMIC Method 

 



Survey Methods 

 

 

 

 

 

 

• Since 2012, the share of businesses engaged in 
the undeclared activities has significantly 
decreased from 28.4% in 2012 to 16.9% in 2017.  



 



Labour Inspectorate Data 

 



Labour Inspectorate Data 

• According to the Labour Inspectorate (2018), although 
violations in employment relations were present in 
almost all industries, they were the most prevalent in 
the construction, agriculture (seasonal jobs), catering, 
trade and craft sectors, as well as in textile and food 
processing industries.  

• Unregistered activities are also quite common in 
several professions.  

• the most common recorded violations were 
employment of unskilled and semi-skilled workers 
that are above 40 years of age or that are receiving 
social assistance, without a contract.  

 



• In Serbia undeclared work typically takes the 
form of informal wage employment and 
informal self-employment. Unpaid 
(contributing) family workers are quite 
widespread in agricultural households.  



 



LFS Data 

 



LFS Data 

 



 



 



Social Acceptability of undeclared work  

 
 
 
 
 
 
 
 

• attitude is a key determinant of both participation 
and a percentage of activity in the undeclared 
economy.  



Labour Market Interventions and 
Social Protection  

 



Inequality 

• Krstić (2016) shows that income inequality, 
measured by the Gini coefficient, has 
significantly increased in Serbia over the 
period of economic crisis, reaching 38.7 in 
20131  



Organisation of the Fight Against Undeclared 
Work: Institutional Framework  

 



Organisation of the Fight Against 
Undeclared Work: Institutional 

Framework  
• The first Action Plan for Implementing the National 

Program for 2016 with projections for 2017  
–  update - Action plan for 2017 and 2018  
–  new plan 

• Central Coordination Body for Directing Activities for 
Reducing the Shadow Economy (Coordination Body) 
was established in 2015 
– the Expert Group of the Coordination Body  
– The Expert Group is coordinated by NALED in cooperation 

with the Public Policy Secretariat.  

• Working Committee for Suppression of the 
Undeclared Work was formed in November 2017.  



 



Action plan 

• Action plans are updated every year with the participation 
of relevant stakeholders and individual targets.  

• The introduction of holistic integrated strategic approach 
for tackling undeclared work in Serbia has achieved 
significant results.  

• Action plans set strategic objectives for the various 
Ministries and agencies involved in the fight against 
undeclared work.  

• Key performance indicators (KPIs) follow so-called SMART 
(Specific, Measurable, Achievable, Relevant & Time-bound) 
approach and tackling undeclared work can be measured.  



Labour Inspectorate 

 
 
 
 
 
 

• The ILO (2006) recommends that advanced countries have at least one 
labour inspector per 10,000 employed persons while transition countries 
have one inspector per 20,000 employed persons.  

• If we use average registered employment in 2017, we obtain 8,500 
employees per inspector which means that at least with respect to 
human resources there is a sufficient number of labour inspectors.  

• However, using LFS data on employment the ratio is 10,500 which is again 
close to the international standard.  



Labour Inspectorate 
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Tax Inspectorate 

Year 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 

Tax Payers 527 344 583 437 413 716 416 929 424 652 428 806 430 872 476 571 452 778 490 243 522 107 

Inspectors 906 893 762 818 672 666 659 607 594 551 501 

Tax Payers per 

inspector 
582 653 543 510 632 644 654 785 762 890 1 042 

Serbia has the smallest number of tax officers per capita of all the countries in 
the region,  
 
Tax Administration has introduced an ambitious Transformation Program (2015-
2020) aimed to create a modern TA utilizing e-based business processes, 
delivering taxpayer services and modern compliance risk management 



Tax Inspectorate 
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Current Policy Approach and 
Measures: An Evaluation  

• Direct Control 
– Deterrence 

• Penalties 
• Measures to improve detection 

– Enabling Compliance 
• Preventative measures 
• Curative measures 

– Stimulating purchaser 
– Stimulating suppliers 

• Indirect Control 
– Change values, norms and beliefs 
– Reform Formal institutions 



Direct Controls 



 



Direct controls - detterence 

• A reform of the tax penalty system in Serbia was 
introduced in 2014.  

• In November 2016, the Serbian Parliament adopted 
amendments to the Criminal Code stipulating changes 
to criminal offence of tax avoidance  

• New amendments to the LTPTA were adopted in April 
2018 introducing even harsher penalties for specific 
tax offences 

• Larger shadow economy and tax evasion in Serbia, 
when compared to other countries, are not caused by 
low statutory penalty rates.  



Direct controls - detterence 

• the actual penalties and sanctions for 
informal employment have seen steady 
increases during last several years 

• it seems that labour inspectors are more 
proactive in bringing and arguing cases in 
misdemeanour court  

• both businesses and regulators believe that 
penalties should be harsher or at least at the 
same level  



 



• This view is similar to the one in other European 
countries where 50 per cent of stakeholders 
interviewed in 2010 view this measure as 
effective and 45 per cent as a neutral and only 5 
per cent an ineffective (Dekker et al., 2010).  

 

• Further altering the sanctions and penalties 
should not be the focus of attention of a 
national action plan for supporting the 
formalisation of the informal economy.  



Deterrence Measures 

• Serbia established Central Register of 
Temporary Restrictions of Rights of Entities in 
2016.  



Detection Measures  
Perceived Risk of Detection 

 



Findings 

• Based on these results It might be assumed, 
therefore, that in Serbia in last five years policy 
measures have been implemented that lead 
businesses to believe that the risk of detection is 
higher.  

• Indeed, in last three years, the majority of 
measures in Serbia pursued to tackle undeclared 
work have been focused on improving the 
perceived and actual risk of detection.  



Labour Inspectorate 

• In 2017, the labour inspectors detected a 
total of 22,411 undeclared workers during 
oversight of both registered and unregistered 
businesses  



Registration of workers prior to 
starting work  

• 2017 changes and amendments to the Labour 
Law 

– The requirement for the employers to register all 
employees with the Central Registry of Social 
Security (“CRSS”) before the employee’s first day 
of employment.  



Coordination across government  

• Some coordination activities already discussed 

 

• The adoption of the Law on Inspection 
Oversight.  

– improved inspections’ coordination and 
strengthened their preventive and advisory role, 
risk-based assessment and risk management.  



Mandatory ID in the workplace  

• Namely, pursuant to the provisions of Article 35 
of the Labour Law it is stipulated that the 
employer is obliged to work contract or other 
contract in accordance with the Law or their copy, 
“in the headquarters or other business premises 
of the employer or elsewhere, depending on 
where the employed or employed person is 
working”. Similar requirements existed before, 
but provisions stipulating location of 
documentation were introduced only in 2014.  



Use of peer-to-peer surveillance (e.g. 
telephone hotlines)  

• In March 2018, as part of the project “Say NO 
to undeclared employment”, carried out by 
the Ministry of Labour a free phone line for 
reporting illegal employment has been 
opened.  

 



Data matching and sharing and 
Coordination of data sharing across 

government  
 

• Serbia launched development of the e-
Inspector, a unified information platform that 
will instead of having each inspection own 
information system create the one-
comprehensive system for all inspections. 
– Piloting phase 

– allocation of responsibilities with respect to 
maintenance, general reporting, etc.  



Targeting of workplace inspections  

• Since the adoption of the Law on Inspection 
oversight, a new approach to inspection 
oversight is based on a planned risk assessment 

 

• Better targeting lead to significant reduction of 
administrative burden. According to the BEP 
survey management spends less time 
management in dealing with inspections (from 70 
hours in 2011 to 20 hours in 2017).   



Other incentives for compliance 

• Consultative visits 

 

• Notification letters to encourage voluntary 
compliance 

 

• Supply chain responsibility 



Direct Controls: supply-side incentives  

• Serbia has made much progress in closing the 
gap with best practices in business regulation.  

• in 2014 and 2015, Serbia simplified its payroll 
and social security returns, and introduced e-
filing for payroll taxes and social security 
contributions, VAT and corporate income tax. 
–  This was significant improvement reducing the 

number of payments indicator from 67 in 2013 to 33 
in 2015 and the time to comply from 279 hours to 
226 hours over the same period.  

 

 



Reverse VAT charge mechanism  

• The reverse VAT charge mechanism in the 
construction industry is often used as an anti-evasion 
measure whereby the buyer, not seller, must file and 
pay the VAT  

• The Law on Value Added Tax was amended in 2012 
introducing the application of the reverse-charge 
mechanism into Serbian legislation in the 
construction industry  
– Acceptable solution for achieving the resistance of the 

VAT system in terms of tax evasion, however changes 
should be considered regarding the application of the 
said mechanism.  



New categories of declared work 

• New categories of declared work could 
provide incentives to reveal 

• Recent changes of the Labour law introduced 
some of new categories of declared work.  

 

• Need to regulate leasing of employees  

 



Social security and direct tax 
incentives  

• In December 2017, the parliament adopted 
amendments to the Law on Personal Income.  

• tax relief for youth’s employment when 
starting their own business through tax 
exemption  

 

• There are other potential incentive-based 
measures that may be applied in Serbia  



Changing minimum wage  

• The amount of the minimum wage is one of 
the key parameters that define how many 
workers will be ‘squeezed out’ of the formal 
sector (Arsić, et al 2015).  



Minimum wage dynamics (2008 – 
2018 measured at the beginning of the 

half-year) (EUR)  
 



Micro-finance to business start-ups  

• According to the recent EIB Report (EIB, 2016), 
the virtual absence of a microfinance sector has 
left the supply of microloans low, and as the few 
equity funds active in the country target either 
technology start-ups or larger consumer-
oriented businesses, microenterprises and non-
technology start-ups are essentially left without 
a source of funding.  

• New Development Finance Strategy 



• Over the last years MSMEs credit conditions 
have improved  

• Collateral was required from 41% of SMEs 
applying for bank financing in 2016, albeit a 
decline from 49% in 2015.  



Society-wide amnesties  

• tax amnesty as ‘a limited-time offer by the 
government to a specified group of taxpayers to 
pay a defined amount, in exchange for 
forgiveness of a tax liability (including interest 
and penalties) relating to a previous tax period(s), 
as well as freedom from legal prosecution’.  

• the evidence is that amnesties do not increase 
long-run revenues. Rather, amnesties decrease 
long-run revenue  



Individual-level amnesties for 
voluntary disclosure  

• Serbian tax legal framework allows taxpayers to come 
forward and correct a mistake, inaccurate or 
incomplete information or to disclose information 
they have not reported during previous dealings with 
the Tax Authorities without penalty or prosecution.  
– Although not officially recognized as voluntary disclosure 

policies (VDP) by the Serbian authorities and legislation, 
article 182 of the Law on Tax Procedure and Tax 
Administration allows taxpayers under specific conditions 
to make disclosure of a mistake or other tax information 
which have not been reported to the Tax Authorities in 
prior periods but may affect the tax position of the 
taxpayer.  



Formalisation advice to businesses 
and formalisation support to 

businesses  
• In Serbia, several institutions provide 

formalisation advice and formalisation 
support. The National Employment Service 
provides informative and advisory services 
through their business centres network.  

– In 2017, 18,296 persons used these services.  



Direct Controls: demand-side 
incentives  

• Besides providing supply-side incentives to 
operate in the declared economy, recent 
years have witnessed the expansion of 
demand-side incentives to encourage the pu 

• service voucher schemes allows a private 
user purchase of declared goods and 
services.  



Service voucher schemes 

• SVS have various advantages, both for domestic workers and for 
their employers:  
– The domestic workers have access to social security benefits 

(pensions, health insurance, accident cover etc.);  
– These schemes are easy to join and use, both for the worker and for 

the employer;  
– Administrative formalities are simplified for the employer;  
– The worker is guaranteed at least the legal minimum wage;  
– The worker is certain of being properly formal, as the risk of 

administrative errors due to the inexperience of an individual private 
employer is eliminated;  

– In the case of a problem with the employment relationship or 
questions about the legislation, both the employee and the employer 
have somebody from whom they can seek advice; and  

– The schemes enable mainly low-qualified people to find formal 
employment.  



Incentives for beginners in business 

• In October the amendments to the Law on 
Income Tax and the Law on Contributions for 
Compulsory Social Insurance propose 
entrepreneurs to be exempted from the first 
two years of their establishment.  

– Start ups 

 

– Outcome? 



Establishment of mechanism for more 
efficient registration of seasonal 

workers 
• In May 2018, the Parliament adopted the Law 

on simplified seasonal employment in 
agriculture 

 

• To early to assess the Law 



Incentivise electronic payments 

• in 2017 83% of the wage recipients in Serbia 
received their wages into their accounts at 
financial institutions 



Ceiling for cash transactions 

• Currently, Serbia does not have a ceiling for 
cash transactions for natural persons. A 
potential regulation introducing ceiling 

• make electronic payment available across all 
sectors, especially those dominated by cash 
transactions such as bars and taxis. 

• At the moment a number of professions are 
exempt from mandatory recording of 
turnover via fiscal cash register, 



• A third option was recently introduced in 
Serbia. Namely, in May 2018 the Parliament 
has adopted the Law on Multilateral 
Interchange Fees and Special Operating Rules 
for Card-based Payment Transactions.  

• The aim of the Law was to reduce the costs of 
payment card acceptance and increase the 
number of points of sale where it’s possible to 
pay for goods and services by a payment card. 



Debit Card Ownership 

 



Indirect Controls 

• Serbia is paying an increasing attention to 
such indirect controls as a means of tackling 
the undeclared economy.  

• These measures are bases on two sets of 
initiatives 
– Altering informal institutions: awareness raising 

campaigns 

– lotteries and information campaign to get into 
the habit of asking for official receipts when 
shopping 



• Next step in this direction in Serbia could be 
a campaign that would to provide 
information to tax payers regarding where 
their taxes are being spent and how much 
they are contributing to which activities of 
government. 



Campaigns to inform undeclared 
workers 

• The campaign of the Ministry of Labour “Say 
No to Undeclared Work” emphasizes the 
adverse consequences of the undeclared 
work. 



Reforming formal institutions 

• Procedural justice 

 

• Distributive fairness 

 

• Changing the products of formal institutions 

 



• Tackling the undeclared economy, therefore, 
is not solely about changing the penalties 
and risks of detection or providing incentives 
to work in the declared economy. 



Morality of informality 

• Tax morale in the Serbian business sector 

– negative evaluation of the tax authorities is 
associated to the lower tax morality. 

– Perceived tolerance 

– Loss makers 

– Belgrade 



 
 RECOMMENDATIONS FOR 

TACKLING UNDECLARED WORK IN 
SERBIA  
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Policy measures to deter undeclared 
work 

 



 



 



 



Incentives to formalize: supply-side 
policy measures  

 



Incentives to formalize: demand-side 
policy measures  

 



 



Changing citizens’ values, norms and 
beliefs  

 



 



Reforming formal institutions 

 



 



Improving the involvement of social 
partners  



 



 


