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Abstract
In spite of a growing body of literature on quasi-formal employment in the European 
Union (EU), there is still limited knowledge regarding the exact functioning of this illegal 
employment scheme. To fill this gap, we report data from the 2019 Special Eurobarometer 
on undeclared work, which reveals that 30.1% of European workers have higher income 
from employment than reported to tax authorities. Explicitly, 2.6% of registered 
dependent employees are entitled to cash top-ups to the official wage, for 7.8% of them 
the amount of supplementary payments depends on the work efforts, whereas 9.2% 
receive informal remuneration under multiple arrangements. In addition to these ‘regular 
recipients’, we also found that 10.5% of employees in the EU can be classified as ‘sporadic 
quasi-formal workers’. Besides showing that wage underreporting is far more pervasive 
than previously assumed, the study also offers a more nuanced insight into different 
manifestations of this illicit practice in the EU. Results of a two-level random intercept 
multinomial logit model reveal that women are less likely to receive fixed and variable 
cash-in-hand payments, whereas older individuals have a lower propensity to receive 
work-time-related income. The analysis also highlights that professionals, service sector 
employees, manual job workers and individuals whose jobs require travelling are more 
prone to variable wages compared to the rest of the population. Given a modest success 
in combating the phenomenon to this date, these findings will be particularly valuable for 
policymakers in their endeavours to devise tailored policy measures.
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Introduction

Recent years have witnessed a rise in precarious work, which has gone hand in hand with 
the decline of standard employment relations (Lewchuk, 2017; Mbara et al., 2020; Oddo 
et al., 2021; Stanford, 2017). There are many economic and legislative factors that moti-
vate employers to prefer ‘contractual labourers’ over standard employees. Reduction of 
labour cost and circumvention of some labour directives (e.g. severance and sick pay 
provisions) are some of the most important, but certainly not the only drivers of employ-
ers’ behaviour in this respect.1 However, the increasing prevalence of ‘quasi-formal 
employment’ in the European Union (EU) suggests that precarious work is not necessar-
ily an alternative, but rather a complement to standard employment. Also referred to as 
‘under-declared employment’ or ‘wage underreporting’, the practice is grounded on a 
verbal arrangement between an employer and their employee about dividing the total 
remuneration for the given job into two parts (Organization for Economic Cooperation 
and Development (OECD), 2008; Woolfson, 2007). Besides the officially declared wage, 
the employee receives a supplementary (unofficial and, obviously, untaxed) payment, 
which is commonly known as an ‘envelope wage’ (Meriküll and Staehr, 2010; Williams 
and Horodnic, 2016).2

Some earlier estimates showed that at least 11.6 million EU citizens are engaged in 
quasi-formal employment (Williams, 2013b). In certain countries, a significant number 
of employees were found to be involved in these arrangements, with Bulgaria (14%), 
Latvia (17%) and Romania (23%) being far above the EU average of 5% (OECD, 2008). 
Nonetheless, no EU member state is immune to this type of scheme, which has signifi-
cant negative effects, both at the micro and macro-level (Williams, 2013b).

Lower pension, reduced social security benefits in case of losing a job and limited 
entitlement to loans and credits represent just the tip of the long list of problems 
quasi-formal workers usually face (see Franic, 2020a). In spite of its short-term ben-
efits, this practice can also be harmful for the business owners in the long run. Being 
a significant source of unfair competition, pervasive wage underreporting can ignite 
‘race to the bottom’ if many compliant companies are forced to apply the same strat-
egy in order to survive. Turning to macroeconomic consequences, it suffices to say 
that deliberate misreporting of wages undermines the credibility of the official fig-
ures on GDP, labour market conditions and quality of life in general (Franic and 
Cichocki, 2022). Finally, besides deleterious effect on budgets of central and local 
governments, it also deprives the pension and healthcare systems from social security 
contributions.

It accordingly comes as no surprise that the need to tackle this phenomenon has been 
emphasised since the onset of the COVID-19 pandemic (Franic and Cichocki, 2022; 
Williams, 2020). Government deficits increased in the EU from 0.5% of GDP in 2019 to 
almost 7% in 2020, and the government debt rose from 77.2% in 2019 to 90.1% in 2020 
(Eurostat, 2021). This has led national governments to try to find additional tax revenues, 
such as from labour taxes. Reducing tax evasion related to quasi-formal employment is 
beyond doubt one of the top priorities in this respect.

However, in spite of noteworthy contributions in this research field over the last few 
years (see Elek et al., 2011; Franic, 2020b; Kriz et al. 2007; Meriküll and Staehr, 2010; 
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Williams, 2009; Williams and Horodnic, 2015a), many aspects of quasi-formal 
employment are still not sufficiently understood. This leaves relevant authorities with 
large knowledge gaps regarding its roots and leads to important limitations when pre-
paring adequate policy responses. Consequently, little success in the fight against the 
phenomenon has been evidenced so far, notwithstanding the strong commitment by the 
European Commission to eradicate it (European Commission, 2018; Mineva and 
Stefanov, 2018).

Several recent studies have suggested that the excessive reliance on repression is 
the main reason for this failure (see Franic, 2019; Williams and Horodnic, 2016). 
Particularly, it has been shown that neither workers nor business owners find the risk of 
being detected and penalised as a deterrent. Indeed, since both sides possess valid docu-
mentation supporting their employment relation with no trace of the agreement to hide 
part of the wage, labour inspectors find it quite challenging (and often even impossible) 
to detect the fraud during an on-site audit. Tax administrations, on the other hand, must 
follow the flow of money on the company level only to get a clue that something is 
wrong (Franic, 2020a, 2020b). As a consequence, proving the existence of wage under-
reporting typically requires cooperation of the violators, which rarely happens in prac-
tice (Franic, 2020a).

Given this, suggestions have been made not only to rely on indirect policy approach 
but also to shift the attention from employers to workers. The latter notion arose from the 
emerging body of literature showing that many contemporary workers willingly join this 
scheme, contrary to the prevalent belief that such arrangements are being imposed by 
reckless company owners (Franic, 2019, 2020b; Franic and Cichocki, 2022). Since 
under-declared employment has substantial long-term consequences for their well-being, 
while providing modest (if any) benefits in the short run, workers indeed appear to be a 
much better target population to tackling this illegitimate practice.

However, such a decisive shift in the strategic approach requires an in-depth under-
standing of the factors driving the decision of workers to accept, or even initiate, wage 
underreporting. Yet, most studies so far have focused solely on exploring which groups 
of labour suppliers are susceptible to quasi-formal employment, whereas the exact 
socio-economic background of this scheme and the specificities of verbal agreements 
between employers and their workers remain insufficiently understood. This is because 
available insights have implicitly assumed the homogeneity of the quasi-formal work-
force on one hand and neglected the potential complexity of payment arrangements on 
the other.

This article seeks to fill precisely these gaps by evaluating the findings from the 2019 
Special Eurobarometer Survey on undeclared work. Representing one of the most com-
prehensive cross-national sources of information on illegitimate economic transactions, 
this latest wave of the survey was the first one to dig deeper into the foundations of quasi-
formal employment. To make use of it, we examine the various types of envelope wage 
arrangements identified by the survey and explore driving forces behind them. The main 
goal is to provide a much broader and more realistic picture of quasi-formal employment 
in the EU.

As one of the very first attempts to understand different manifestations of the prac-
tice, this study is hence expected to have a broad theoretical contribution. While adding 
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to the existing knowledge about quasi-formal employment, our findings will also open 
the prospects for devising tailored policy responses targeting specific categories of 
workers.

To achieve these aims, the rest of the article is structured as follows: in the next sec-
tion, we briefly summarise the literature on drivers of quasi-formal employment and 
further elaborate the main motivation for our research. In Section 3, we describe the 
data and methods employed to achieve our research goals. After summarising the 
main results (Section 4), the final part of the article concludes and gives key policy 
recommendations.

Literature review

Quasi-formal employment most probably appeared for the first time in post-socialist 
countries during the initial phase of the transition as a result of economic and social  
turbulences. However, not much attention was paid to this practice until the mid-2000s 
(see Hazans, 2005; Kriz et al. 2007; Woolfson, 2007). The first studies on the phenom-
enon, which were conducted for Central and Eastern European, and the Former Soviet 
Union countries, characterised quasi-formal employment as ‘the “dark side” of 
employers’ illicit wage practices’ (Williams, 2013a: 1). These studies described com-
pany owners as abusers making use of widespread unemployment and weak enforce-
ment institutions for their financial benefit. Accordingly, quasi-formal workers were 
viewed as individuals struggling to make ends meet, ‘forced to accept or even typically 
collude in the receipt of envelope wages for fear of jeopardising their employment’ 
(Woolfson, 2007: 555).

These earliest studies further revealed that 1 in 10 formal employees from Central and 
Eastern Europe had been receiving envelope wages at that time (Williams and Padmore, 
2013). In comparison, the incidence rate accounted for just 2% in Western Europe, 4% in 
Southern Europe and 2% in Nordic countries (Williams and Padmore, 2013).

The early 2010s brought a surge in the number of academic papers on this issue, 
which led to new insights on the development of quasi-formal employment in the EU. 
Most importantly, the research insights from that period concluded that the difference 
between new and older member states regarding the pervasiveness of the practice has 
been gradually diminishing over time (Williams and Padmore, 2013). In addition, man-
ual workers and individuals whose job requires travelling were emphasised as the most 
common envelope wage earners across the EU (Williams and Horodnic, 2016), whereas 
retail, hospitality, construction and agriculture appeared to be the most susceptible sec-
tors in this respect (European Commission, 2007; Krynska et al., 2007). Furthermore, a 
high correlation between the size of the company and the reliance on quasi-formal 
employment was found, with illicit wage arrangements prevailing in micro and small 
enterprises (Meriküll and Staehr, 2010; Williams and Horodnic, 2016; Williams and 
Padmore, 2013). In case of socio-demographic determinants, the findings suggested that 
women have a lower probability of joining the quasi-formal employment. The same is 
true for older workers, more affluent individuals and especially those who are married 
(Kedir et al. 2011; Meriküll and Staehr, 2010; Williams and Horodnic, 2017).
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It is important to stress that quasi-formal employment was still depicted as a highly 
exploitative practice at that time. This notion has, however, started to change with some 
recent studies, which did not challenge the idea itself, but rather its universality (Franic 
2019, 2020a; Williams and Franic, 2017; Williams and Horodnic, 2017). Although the 
latest research confirms that some employers still use the scheme to exploit their employ-
ees, there is growing evidence that many workers today actively take part in such arrange-
ments. For instance, a representative survey of 6019 individuals from Bulgaria, Croatia 
and North Macedonia showed that one in three quasi-formal workers in these countries 
were accepting, however reluctantly, the receipt of envelope wages (Franic and Williams, 
2017; Williams and Bezeredi, 2017; Yang and Williams, 2017). However, South-East 
Europe seems not to be an exception in this respect as in other European countries work-
ers are more and more ready to underreport their wages (see Franic, 2019).

The failings and imperfections of both the formal and informal institutions appear to 
be the main reasons for this state of affairs (Williams and Horodnic, 2017). The most 
apparent issue in this respect is the declining level of trust in the ruling elites, which has 
come to the fore since the outbreak of the global economic crisis (Algan et al., 2018; 
Karina, 2008; Kroknes et al., 2015). Many citizens nowadays believe their paid taxes are 
not efficiently spent, and therefore look for strategies to retain in their own pockets as 
much money as possible (Franic, 2019, 2020b). It hence comes as no surprise that the 
intrinsic motivation of citizens to pay taxes (the so-called tax morale) is declining in 
many societies. This in turn nurtures quasi-formal employment and akin tax evasion 
schemes. Indeed, the latest studies have shown that tax morale is the most important 
factor influencing the behaviour of workers with regard to wage underreporting (see 
Williams and Horodnic, 2016, 2017).

Even though the cited studies provide general knowledge regarding quasi-formal 
workforce, not much is known when it comes to the different forms of this scheme and 
the exact functioning of theirs in practice. To the best of our knowledge, the qualitative 
study by Franic (2020a) is the only one digging into different approaches applied by 
employers to ensure the collaboration of their personnel, as well as into the role of work-
ers in the process. Franic (2020a) distinguishes between the following types of quasi-
formal employment:

1.	 Quasi-formal employment with fixed payments
2.	 Performance-related quasi-formal employment
3.	 Work-time-related quasi-formal employment
4.	 Occasional quasi-formal employment.

The arrangement with fixed envelope wages represents the most typical type of wage 
underreporting. Workers operating under this scheme always receive identical amounts, 
both in their bank account and in ‘an envelope’. As explained by Franic (2020a), quasi-
formal employment with fixed remuneration is highly common in situations where it is 
fairly easy to substitute an existing employee and the cost of adapting the new employee to 
the job is low. It is therefore low-skilled workers who dominate this cohort. Being certain 
that they will eventually find someone to fill the empty workplace, which is a direct conse-
quence of the abundance of such labour suppliers in many sectors, employers commonly 
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make ‘take it or leave it’ offers. Due to a low negotiating power and poor working condi-
tions, the majority of individuals belonging to this category are dissatisfied with their posi-
tion and are waiting the very first opportunity to escape (Franic, 2020a). It is precisely this 
group of workers that had been in the focus of the pioneering research studies, which 
resulted in somewhat skewed knowledge about this phenomenon.

The most important among the ‘novel types’ is performance-related quasi-formal 
employment, which appears to be widespread in companies where it is easy to link the 
effort of an individual worker to the business revenue (Franic, 2020a). To maximise their 
input, employers hence offer to pay workers an agreed share of the company’s income 
resulting directly from their personal achievement. As a result, workers receive variable 
cash-in-hand supplements every month, which motivates them to work as hard as pos-
sible in order to increase the overall remuneration. Given the nature of the arrangement, 
it is not surprising to hear that this type of employment is especially popular in retail and 
wholesale jobs. Additionally, it is most frequent among young people, not only due to 
having a higher inclination towards risky behaviour but also because many of them are 
still not married. The latter gives them more flexibility in time and work management on 
the one hand and more tolerance towards unsteady income on the other.

The third type of quasi-formal employment assumes a fixed net payment for each 
hour worked by the employee. Thus, the total monthly payment is a product of the num-
bers of hours worked and the price per hour. As in the previous case, workers employed 
under this scheme also receive fluctuating envelope wages, but these amounts are here 
dependent on the exact number of work hours completed rather than on the business 
revenue. Given this, it is not hard to understand why this particular type of quasi-formal 
employment is pervasive in sectors where the business activity is characterised by sea-
sonality (e.g. construction and agriculture).

Franic (2020a) emphasised mutual trust between the two stakeholders as the vital factor 
underlying the two aforementioned types of quasi-formal employment with fluctuating 
wages. As he explained, the scheme can function if, and only if, the worker honestly 
reports the exact number of working hours and/or number of agreed business deals. Even 
though business owners can reduce the risk of misreporting to a certain extent, it is not 
always possible for them to control the trustworthiness of their personnel, especially if 
there is a large number of individuals working under such arrangements. The employer, 
on the other hand, has to obey their part of the agreement and always pay the promised 
amount, as failure to do so commonly leads to disputes and eventually to the end of the 
employment (Franic, 2020a). This ‘social dimension’ of the deal explains why quasi-
formal employment is particularly prevalent in micro and small companies. Unlike 
workers receiving fixed envelope wages, individuals with fluctuating remuneration have 
greater freedom to refute the proposed fraud, as well as to initiate wage underreporting 
in the first place (Franic, 2020a).

As the name of the last category suggests, the occasional quasi-formal employment 
assumes the worker receiving envelope wages on an intermittent basis. This strategy is 
mostly used by employers for motivational purposes or in the case of rewarding employ-
ees. However, it can also serve as an efficient solution to unforeseen fluctuations in busi-
ness activities: instead of hiring new workers, an employer can increase the workload of 
existing personnel and pay this additional effort in cash. Just like workers with variable 
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envelope wages, individuals belonging to this category are also generally happy with 
their arrangement (Franic, 2020a).

To our knowledge, the study by Franic (2020a) is the first and only one so far to 
explore the variety of agreements between employers and their quasi-formal workers. 
However, besides being focused only on one country (Croatia), a further limitation of 
this qualitative inquiry lies in a rather small sample of 30 interviewees. Apart from test-
ing the validity of the findings on a larger geographical area, in the rest of this article we 
seek to build on these conclusions so as to further develop our understanding of the 
existing payment schemes.

Data and methods

We use data from the Special Eurobarometer 498 – Wave EB92.1. The Survey, which 
was conducted during September 2019 in all EU member states, provides a comprehen-
sive coverage of the experience, opinions and attitudes of 26,514 individuals with respect 
to different forms of undeclared work.3 More precisely, approximately 1000 respondents 
above the age of 15 were recruited in every country following a multi-stage random 
(probability) sampling. The only exceptions were Germany (with a total of 1565 survey 
participants), Malta and Luxembourg (505 and 504 interviewees, respectively).4

Among other things, every respondent who identified themselves as a dependent 
employee was asked the following question5:

Which of the following situations apply to you?

1.	 You are employed without a formal written contract
2.	 You receive a cash supplement to your official wage and the amount is always 

the same
3.	 You receive cash supplements to your official declared wage, which vary accord-

ing to professional achievements
4.	 Your pay varies depending on the total number of hours worked, but only a fixed 

amount is declared
5.	 Your pay is fixed, although you occasionally receive additional undeclared 

payments
6.	 None of the above.

Since fully informal employment is not the focus of this article, scenario 1 was 
excluded from the analysis. This gave a final sample of 11,327 individuals.6 Given that 
no apparent ordering exists between scenarios 2 to 6, multinomial logit modelling 
appeared as a natural choice in our quest for the factors explaining why some groups of 
dependent employees are more likely to accept certain types of wage underreporting. 
However, it was first necessary to address the issue of between-cluster overlaps, which 
arose from allowing survey participants to give multiple answers. We hence defined a 
new category of workers, namely those who receive their cash-in-hand supplements 
under multiple arrangements.7 Another important issue to consider was the two-level 
structure of data (i.e. individuals nested within countries), which entails within-country 
correlation (see Hox, 2010; Snijders and Bosker, 1999). To obtain unbiased estimates, 
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we applied a two-level random intercept multinomial logit modelling. In its general 
form, the model is defined as:
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where yi  represents the value of the dependent variable for an individual i and X XK1 −  
are individual-level covariates exerting effects β β1 − K  on the dependent variable. Since 
data are given on two levels (note the presence of a country indicator j), the intercept 
value is allowed to vary from country to country by including the group-level residuals 
u Nj ~ ( , )0 2σ .8

In our specific case, we model the log-odds of receiving each of the five categories of 
envelope wages rather than having all income from employment fully declared. Based on 
the answers to the aforementioned question, the analysed types of envelope wage pay-
ments are:

1.	 Fixed envelope wages
2.	 Performance-related envelope wages
3.	 Work-time-related envelope wages
4.	 Occasional envelope wages
5.	 Envelope wages under multiple schemes

Following the results of previous studies exploring the mechanisms behind quasi-
formal employment, we include three different sets of individual-level determinants in 
the model:

Socio-demographic variables

This group includes gender, age and marital status of a worker. In line with the existing 
literature, we hypothesise that women will be less inclined to accept any form of wage 
underreporting. Likewise, a negative effect of age is anticipated for all examined types 
of envelope wages, meaning that older individuals will be less likely to have part of their 
income concealed. When it comes to marital status, we envisage a strong effect of this 
variable on one’s willingness to arrange work-time-related envelope wages. More spe-
cifically, married individuals are expected to have a lower propensity towards this par-
ticular scheme compared to the remaining cohorts. A similar pattern is also foreseen for 
performance-related envelope wages, whereas no effect of marital status is expected in 
the case of other quasi-formal arrangements.

Occupational covariates

To grasp the economic dimension of quasi-formal employment, the model also evaluates 
whether the size of the company in which an individual works and their occupation exert 
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any influence on their payment scheme. Given the previously presented arguments, 
occupation is expected to be significant in case of performance-related and time-related 
envelope wages. We hypothesise that individuals who find it easy to draw a clear line 
between their efforts and the business revenues of the employer (e.g. service sector 
employees, commercial travellers and manual workers) would be more likely to have 
fluctuating incomes. The size of the company, on the other hand, is expected to be sig-
nificant for all five types of arrangements. As noted in earlier studies, not only do micro 
and small firms have more options for extracting cash from the system, but their owners 
also find it much easier to develop decent social contract with their workers (Franic, 
2020a). The latter is particularly important given that mutual trust plays a vital role for 
workers in their decision about whether to accept/initiate wage underreporting (see 
Franic, 2020a).

Subjective perceptions

To assess the importance of subjective reasoning on the readiness to accept envelope 
wages, the model also included a tax morale index and the perceived risk of being detected 
by the authorities when engaged in noncompliant tax practices. Since previous analyses 
exposed limited effect of the perceived detection risk on the willingness of workers to join 
the quasi-formal employment, the same outcome is anticipated here as well.

To test the relevance of tax morale, we created a composite tax morale index from the 
variables quantifying the level of one’s tolerance towards the following four activities: 
undeclared work by a firm for a household, undeclared work by an individual for a 
household, informal transactions between companies and un(der)declaration of income 
by a private person (i.e. income from self-employment and/or from afternoon moonlight-
ing). For each of the scenarios, the participants were asked to express their attitude on a 
10-point Likert-type scale, with larger values designated a greater level of acceptance. In 
line with this, the resultant tax morale index, which was extracted by applying factor 
analysis, is also given on an opposite scale (i.e. higher values of the index indicate lower 
tax morale). Following existing studies, we hypothesis that people with lower tax morale 
will be more prone to accept any type of envelope wage arrangement.

The models were processed in MLwiN software using the Markov Chain Monte Carlo 
method. However, to speed up the procedure, data pre-processing and descriptive analy-
sis were done in STATA. The only exception was the task of addressing missing values, 
which was carried out with REALCOM-IMPUTE software. The latter was preferred to 
STATA due to enabling the multiple imputation procedure for multilevel data. Finally, 
post-stratification weights were applied in all parts of the analysis, and therefore the 
estimates presented in the rest of the article are, in fact, population-based projections.

Findings

The results of the survey shed new light on the real extent of envelope wage practices in 
the EU. As can be seen from Figure 1, 3 out of 10 European workers receive higher 
incomes than reported to the authorities. More specifically, 2.6% of dependent employees 
receive fixed cash supplements every month, whereas 7.8% of them get variable net 
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wages (3.4% are entitled to performance-related envelope wages and for further 4.4% 
cash payments depend on the exact number of working hours). This represents only a por-
tion of workers with fluctuating incomes, given that additional 9.2% of workers receive 
envelope wages under multiple informal arrangements. There is also a non-negligible 
cohort of those who receive cash-in-hand payments on an occasional basis (10.5%).
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Figure 1.  Quasi-formal employment in EU27 by country, %.
Source: Authors’ own calculations based on the Special Eurobarometer 498 – Wave EB92.1.
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When it comes to the results for individual countries, they are mostly in line with the 
previous insights into the matter. Looking only at the ‘standard’ form of envelope wages, 
namely fixed monthly cash supplements to the formal wage, one can see it is mainly post-
socialist (e.g. Romania, Bulgaria, Slovakia, Croatia and Lithuania) and Mediterranean 
(Malta, Portugal and Italy) countries that dominate in this respect. Continental and North 
Europe, on the other hand, record lower incidence of quasi-formal employment with fixed 
envelope wages.

The situation is also similar in the case of other illicit wage arrangements. Fluctuating 
envelope wages most often occur in Bulgaria, Romania, Poland, Slovakia and Italy, 
whereas Finland, the Netherlands and Sweden are on the opposite side of the list. 
Generally speaking, performance-related envelope wages seem to be slightly more prev-
alent than those attached to the exact number of working hours completed. However, 
both these schemes appear to be more preferable than fixed remuneration by employers 
in the majority of countries.

A descriptive insight into economic and socio-demographic characteristics of quasi-
formal employment, which is provided in Table 1, suggests a pivotal role of gender in 
this respect. This is not surprising given that women are not only less prone to risky 
behaviour but also generally exhibit higher intrinsic willingness to pay taxes (Franic, 
2020b; Williams and Horodnic, 2015b). The effect and age and marital status, on the 
other hand, is much less pronounced. The only category for which the effect of these two 
variables is evident at this point is work-time-related quasi-formal employment, which 
also reflects the findings from earlier studies on the matter (see Franic 2020a).

This is not the case with firm size, as workers in micro and small companies seem to 
be receiving envelope wages more often than their counterparts in larger firms, regard-
less of the underlying payment scheme. Although a similar argument is applicable to 
occupation, this variable appears to be particularly relevant in situations where fluctuat-
ing envelope wages are in place. As hypothesised, it is service sector employees, people 
whose jobs assume travelling and manual workers who are more prone to variable cash-
in-hand supplements.

The findings on deterrence are also in line with the expectation, given that descriptive 
statistics reveal no apparent link between perceived risk of being detected in noncompli-
ance and participation in any of the discussed types of envelope wage payments. The 
opposite is true for tax morale, which shows substantial correlation with one’s propensity 
to receive part of wage in cash. However, conclusions about the causal effects have to be 
made cautiously at this point, owing to a considerable number of missing answers. Since 
almost 8% of respondents either refused to answer this question or did not provide an 
exact answer, it is plausible that the true underlying distribution on quasi-formal workers 
significantly diverges from the one presented in Table 1.

For a more robust analysis of the driving factors, it is essential to look at the results of 
the two-level multinomial logit modelling, which properly addressed the issue of miss-
ing values (see Table 2). The conducted analysis, however, not only does strongly endorse 
these descriptive insights but also reflects the findings of earlier studies (see Franic, 
2020a). Starting with envelope wage with fixed payments, the analysis exposed this 
arrangement as being more intrinsic for small and mid-sized companies (see Table 2). 
What is more, men are found to be statistically more likely to receive them than women. 
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On the other hand, even though the estimated coefficient has the expected sign, we did 
not find a significant effect of age on one’s propensity to receive fixed envelope wages. 
The same is true for marital status, and occupation, which can be partially a consequence 
of a rather small portion of positive answers in the sample (only 2.6% of respondents 
acknowledged the existence of this particular scheme).

This was certainly not the case for tax morale, as the estimated coefficients and 
accompanying test statistics suggest a strong positive effect of this feature on workers’ 
readiness to receive part of their wages in cash. This says that lower tax morale leads to 
a greater inclination towards envelope wages. Furthermore, this does not apply only to 
the case when a worker is offered fixed cash payments but also to all other types of quasi-
formal employment. As a matter of fact, the results presented in Table 2 underline tax 
morale as being a more important element in workers’ decision-making process for 
performance-related and work-time-related envelope wage payments than is the case 
with the fixed cash-in-hand remuneration.

Indeed, the results for these two types of quasi-formal employment reveal a much 
stronger role of workers in the process. This can be seen by examining the VPCs for the 
five models. For fixed envelope wages, almost 20% of the variation in behaviour of 
workers across the EU can be ascribed to the economic and social environment in which 
they operate. On the other hand, for work-time-related envelope wages this drops to 
3.1%, which suggests that the differences between countries in this respect can be almost 
fully explained by peculiarities of individual workers. Despite being somewhat higher 
(0.138), the VPC for performance-related envelope wages is also way below than the one 
for fixed remuneration.

Further evidence on the vital role of labour suppliers for the development and sus-
taining of fluctuating envelope wage arrangements can be found by examining the 
results related to their socio-economic characteristics. For instance, the analysis empha-
sised workers whose jobs assume travelling as being far more prone to variable enve-
lope wages compared to the rest of the population. In addition, performance-related 
cash supplements appear to be more prevalent among professionals, whereas manual 
workers and service sector employees show a higher inclination towards work-time-
related payments.

These findings are in line with Franic (2020a), who also pointed at the link between 
the nature of a job in place and workers’ readiness to accept flexible working hours. 
Furthermore, our study validated the idea that married individuals are significantly less 
likely to engage in quasi-formal employment with an unsteady work schedule than any 
other group (see Franic, 2020a). Given this, one should not be surprised to see that age 
does play an important role. However, neither age nor marital status were found to be 
significant in the case of performance-related envelope wages, which seem to be driven 
primarily by worker’s tax morale and occupation type. Finally, the size of one’s company 
also matters, although its effect is more pronounced in the case of work-time-related 
envelope wages.

Turning to occasional cash-in-hand payments, they seem to be related mainly to the 
occupation of the worker and their tax morale. In particular, professionals and service 
sector employees are less likely to receive sporadic cash payments than other groups. On 
the other hand, the effect of tax morale is as envisaged: lower intrinsic willingness to pay 
taxes implies higher eagerness to accept occasional cash payments.
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Tax morale of a worker seems to be the most salient, and certainly one of the rare fac-
tors explaining the existence of multiple envelope wage schemes. Generally speaking, 
having several wage arrangements is most typical for unmarried men, whereas profes-
sionals show a much lower inclination towards the combination of schemes compared to 
other occupation groups. No other socio-economic characteristic was found significant 
in this respect.

Before moving to the discussion, it should be mentioned that the fear of being detected 
and prosecuted by the authorities was not found to exert influence on the decisions of 
workers, and this applies to all evaluated forms of wage underreporting. These results 
are, again, fully in line with previous studies on the matter (see Franic, 2019; Williams 
and Horodnic, 2016), as well as with the descriptive statistics presented earlier.

Discussion and conclusions

Using the data from the 2019 Special Eurobarometer Survey on undeclared work, we 
found that 3 out of 10 European workers receive higher incomes than reported to the 
authorities. This number is about three to six times higher than in previous studies, which 
were focused only on quasi-formal employment with fixed payment (Williams, 2013b; 
Williams and Horodnic, 2016). Since our analysis embraces other types of payments 
schemes, it gives a much broader and more realistic picture regarding the pervasiveness 
of quasi-formal employment in the EU.

These numbers are especially worrying when considering the current state of public 
finances in the EU due to the COVID-19 pandemic. A significant increase of public defi-
cits and debts has pushed governments to find additional sources of tax revenues to 
finance the budgets, including from labour taxes. Reducing tax evasion related to quasi-
formal employment is certainly one of the most appealing options to provide such reve-
nues. However, incomplete knowledge regarding quasi-formal employment and its types 
leaves relevant authorities in the dark and leads to important limitations when preparing 
adequate policy measures to tackle this phenomenon.

To start filling this gap, in this article we dug deeper into the structure of envelope wage 
arrangements and analysed the composition of workforce inside this realm. Our article 
represents one of the very first attempts to provide a comprehensive overview of the 
forces driving different subtypes of quasi-formal employment. The conducted two-level 
random intercept multinomial logit modelling underscored individuals whose jobs 
assume travelling, service sector employees and manual job workers as the most frequent 
recipients of envelope wages (primarily the fluctuating ones). This is not surprising since 
in these cases employers find it much easier to draw a line between worker’s effort and 
the revenue of a company. As explained by Franic (2020a), some business owners take 
advantage of this by offering to share a certain proportion of company’s income arising 
from the worker’s accomplishment. Not only does this strategy ensure larger motivation 
of workers, but it also leads to increased business revenues.

Since people regularly place more emphasis on current-day situation, many workers 
accept or even personally initiate this arrangement owing to somewhat larger take-home 
pay under such schemes. However, this comes with substantial consequences for their 
future well-being, which is something many of them either are unaware or simply do 
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not to care about presently (Franic, 2020b). It is this precise category of workers that 
should be under the microscope of policymakers. While certain results can be achieved 
by prevention (for instance by making employee attendance tracking technology com-
pulsory in certain sectors), awareness raising campaigns seem to be a more viable solu-
tion to this issue.

The same option imposes itself in the case of young/new entrants to the labour  
market, who are found to be particularly prone to work-time-related envelope wages. 
Although a national-level education campaigns targeting inexperienced individuals 
would yield best results, a lot can be achieved even if interventions are restricted to 
those working in micro and small companies. While quasi-formal workers recruited 
through the ‘take it or leave it’ strategy should be encouraged to cooperate with 
enforcement bodies, the enthusiastic envelope wage earners ought to be informed 
about all the pitfalls of this scheme.

Even though education does look as a promising strategy, it is by no means sufficient 
to eradicate wage underreporting on its own. This can be best exemplified with the find-
ings on highly educated professionals, who appear to be quite susceptible to fluctuating 
and occasional envelope wage payments. Given higher negotiation power compared to 
the rest of the workforce, such individuals are very unlikely to participate against their 
will. Likewise, it is difficult to expect that low income from regular employment lies 
behind the decision of professionals to receive part of the wage off-the-books. As sug-
gested by earlier studies (e.g. Williams and Horodnic, 2016), it is not the economic fac-
tors that underlie the behaviour of such workers, but rather the socio-psychological ones. 
This primarily refers to the unwritten contract between the state and citizens, the per-
ceived trustworthiness of other taxpayers and a range of personal peculiarities, which 
jointly shape individual’s willingness to pay taxes. Indeed, our analysis identified tax 
morale as the key determinant of quasi-formal employment, and this applies to all five 
examined types of payment arrangements.

Yet, while there is no doubt that improving tax morale represents a vital precondition 
for a more successful fight against envelope wage practices, it is not going to be an easy 
task. Above all, this would require various measures related to governance and public 
finance. Improving the quality of public administration and delivered public goods, 
enhancing the transparency of the tax system, combating corruption, strengthening the 
rule of law and addressing the sustainability issues of pension and healthcare systems 
are just some of the essential moves that have to be done in this respect. Although chal-
lenging and time-consuming, the long-delayed structural reforms will have to be con-
ducted in a due time so as to close an increasing gap between the authorities and 
taxpayers in the EU.

Before concluding, it is important to stress certain limitations of the conducted study. 
First, the trustworthiness of the respondents who respond negatively when being asked if 
they receive envelope wages was beyond our control. Therefore, it is reasonable to 
assume that with some positive probability, part of these respondents are engaged in 
quasi-formal employment. A second limitation relates to the incomplete set of explana-
tory variables at our disposal. For instance, it would be interesting to investigate the 
dispersion of discussed payment schemes across sector. However, this was not possible 
at this point given that workers were not inquired about the nature of their job. Other 
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variables whose effect is worth examining include individual’s satisfaction with the gov-
ernment in general, views on the quality of the welfare systems, involvement in other 
forms of violation, experience with surveillance bodies, religious views, etc. These 
aspects should be investigated by future research so as to allow us to fully understand the 
phenomenon of quasi-formal employment.

Finally, it would be incorrect to claim that the list of payment schemes discussed 
here is exhaustive. Although the majority of individuals who chose ‘Other’ as response 
probably referred to multiple schemes, it is plausible that some of them were in fact 
working under so far not described arrangements. Hence, if this article motivates other 
researcher to continue dissecting this deleterious practice, it will have fulfilled one of its 
broader aims.
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Notes

1.	 For a detailed discussion on this matter, see Kalleberg (2009).
2.	 Hereafter, the phrases ‘envelope wage’, ‘cash payment’, ‘cash supplement’, ‘cash-in-hand 

payment’ and ‘supplementary payment’ will be used interchangeably to denote the undeclared 
part of the wage.

3.	 The survey took place in the United Kingdom as well, but we excluded the respondents from 
this country given that it is not an EU member as of 1 February 2020.

4.	 For a detailed overview of the methodology, see European Commission (2020).
5.	 The survey also contained a more straightforward question on the ‘standard’ form of 

quasi-formal employment, which was identical to those asked in the previous two waves 
(conducted in 2007 and 2013). However, to acknowledge the existence of other payment 
schemes, the European Commission introduced this indirect question in the last wave of the 
survey.

6.	 The survey embraced 11,567 dependent employees, 240 of whom admitted to receiving all 
their income ‘under the table’.

7.	 Respondents were also offered the option ‘Other’, without the requirement to clarify their 
answer. Although the nature of employment relations reported under this category is unknown, 
it is highly plausible that the bulk of them refer to multiple arrangements. To ensure the com-
pleteness of the dataset, the decision was hence made to treat them as multiple schemes. 
However, we are aware that there could exist some other payment strategies, which we are 
not aware of at this point.

8.	 The model can be easily extended to incorporate country-level variables. However, owing 
to rather small sample sizes for certain types of envelope wages, as well as for certain EU 
member states, the inclusion of level-two predictors was not possible at this point.
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