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Abstract

The main purpose of the paper is to study the decision of the individual with regard to the participation and the allocation of time in regular and irregular labor markets. The labor supply decision is analyzed along the extensive margin (participation decision in the labor market) and along the intensive margin (hours of work on the job). The basic model I refer to is the one developed by Strøm et al (2004), a labor supply model when tax evasion is an option. My study reveals that at intensive margin the model achieves to capture and predict better the level of irregular hours of work in comparison with the extensive margin. The expected labor supply, predicted by using the estimated model at intensive margin, is closer to the observed values compared to extensive margin model. The expected tax level evaded is predicted at a higher level by the intensive margin model. These results will be compared with those attained by estimating a labor supply model with the assumption of no irregular hours of work. The findings shows the relevance of studies of labor supply both at intensive and at extensive margin compared to a discrete choice model of labor supply where tax evasion falsely is ignored.  The results have important policy implication for the reforms in the tax system and social welfare system. 

