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JOINT OECD/UNECE MEETING OF NATIONAL ACCOUNTS EXPERTS

MEASUREMENT OF INFORMAL ACTIVITIES: THE POLISH CASE

By

Z. Rajewski and L. Zienkowski

I - SOURCES OF FORMATION AND DEVELOPMENT OF HIDDEN ECONOMY IN POLAND DURING

THE PERIOD OF CENTRAL COMMAND ECONOMY AND TRANSITION PERIOD

1. The economic phenomenon most frequently called the hidden economy or the underground
economy is inseparably linked with economic activity, as well as with the scope and intensity of the State’s
regulatory functions. In this interpretation, the hidden economy can be found in all countries in the
contemporary world, although its scale is quite different.

2. The hidden economy existed in Poland also during the period of central command economy. Its
scale and forms were connected with specific characteristics of that economy. Due to the monopolistic
nature of production in state-owned and cooperative enterprises (with the latter being classified also in the
public sector), the phenomenon of concealing incomes by registered units was rather insignificant. Namely,
enterprises in the public sector had no motivation to avoid obligatory cash payments (taxes, social security
charges). Meanwhile, a vast majority of private firms operating at that time were small (most often family-
owned) crafts or service firms not employing hired labour and paying taxes most frequently in the form
of lump-sum taxation.

2.1. The most common form of hidden economy during the period of central command economy in
Poland was performance of non-registered additional jobs by those employed in enterprises or peasant
farms. These were activities connected with building or repairing houses and other buildings especially in
villages and small towns, repairing agricultural machines, providing different kinds of household services,
child care, private classes, clothes making services, and so on. There also existed all the time the "black
market" being a result of market disequilibrium.

2.2. The economic crisis in Poland in the 1980’s considerably intensified the permanent market
disequilibrium and equally permanent surplus of demand over supply which, accompanied by a poorly
elastic pricing system, led to the mushrooming of unofficial markets, illegal sale of goods by state-owned
trade enterprises at prices higher than obligatory (the difference was collected by sellers), taking bribes for
rationed products (e.g. cars, agricultural machines), illegal trade in foreign currency, etc.

3. The period of economic transformationfrom the central command economy to the market
economy has created completely different conditions for activation of the hidden economy and significant
enlargement of its scope. It could be most generally said that the intensification of hidden economy in
Poland during the period of transformation is partly caused by economic reasons related with processes
of building the market economy and partly by an ineffective organization and functioning of the
infrastructure (legal regulations, banking and tax systems, customs institutions) unable to keep pace with
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rapid changes in the economy. The transition period to the market economy is characterized primarily by
changes in the structure of ownership resulting in a substantial increase in the number of private firms, and
especially small firms owned by natural persons (not being partnerships). Whereas in the second half of
the 1980’s the number of small firms amounted to about 500,000, at the end of the third quarter 1994 it
rose to 1.7 million firms. Simultaneously, there was abolished the state monopoly in foreign trade, which
led to a marked increase in the number of economic units dealing with foreign trade from several tens to
several hundred thousand. The small economic units try to diminish their cash payments to the State (taxes,
social security charges) resorting to different forms of underreporting their real revenues, overestimating
costs of production and, consequently, lowering their official incomes. In turn, small and medium-sized
importing firms conceal the real volume of imports by submitting false invoices or bribing customs
officials. Due to numerous weaknesses of the tax and customs institutions, the above practices of evading
due cash payments are successfully used on a wide scale.

3.1. The next factor favorable for the rapid expansion of hidden economy was recession in the Polish
economy in the years 1989-1992, which together with a parallel rationalization of employment brought
about a considerable decrease in the number of persons employed in the economy and a dramatic increase
in the number of unemployed persons. At the end of the third quarter 1994, the number of registered
jobless amounted to about 2.9 million, and the rate of unemployment reached around 16.5%. The
emergence of unemployment phenomenon on such a big scale in Poland released in a way automatically
a rapid growth of various types of gainful activities performed without registration required by the law,
which are most often referred to as illegal employment. The increase in the number of jobless persons was
accompanied by a big inflow of cheap and competitive labour mainly from the countries of the former
Soviet Union, which only intensifies tensions on the labour market and creates additional sources of illegal
employment.

3.2. The expansion of hidden economy is also due to the State fiscal policy, and particularly to high
social security charges (paid in Poland exclusively by employers). They reach 48% of the wage bill.
Together with taxes it has imposed such a heavy burden on costs of production that in numerous cases,
especially in small firms, production becomes unprofitable. Such situation is a strong inducement either
to hire employees without registering them or to underestimate employee incomes declared to social security
organs (the incomes officially declared for this purpose are most frequently the lowest admissible wage)1.

3.3. Alongside the above mentioned areas, which are characterized by intensification of the hidden
economy arising from the new economic situation, there continue to exist in a way traditional areas of the
hidden economy, which could be found also in the previous period such as private classes, paid domestic
personnel, child care services, renovation services, crafts construction services especially in villages and
small towns, and so on.

3.4. The period of transformation in Poland is connected with the country’s opening to the world. This
process also has its margin of negative consequences. It paves the way for the formation and enlargement

1 An example of such activity could be the production of small clothing firms employing informally non-registered
homeworkers making clothes to their orders. This is also connected with a big demand for cheap Polish clothes
purchased by traders mainly from the former Soviet Union. Such informal employment can be also found in
construction firms, in horticultural production during harvesting of fruit and vegetables, and so forth.
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of criminal areas of the hidden economy, which were observed on an insignificant scale in the previous
period. With regard to their scope and intensity of social harmfulness, there should be listed here, first of
all, mass smuggling on commercial scale, manufacturing and sale of narcotics, various kinds of services
provided by organized groups of criminals (e.g. escorting cars stolen in the West through the territory of
Poland to its eastern border). Among the other forms of illegal production in our country are, for instance,
trade in arms, illegal abortion, illegal production of spirits, forging banknotes and circulating them, extortion
of ransoms by organized criminal groups, intensifying corruption of employees of state and self-
government offices and institutions, as well as banks.

3.5. The changes in the country’s economic situation made it necessary to adapt the legal infrastructure
(tax law, customs law), the tax and banking systems, customs services, social security, and also the police
along with the entire law enforcement system in the field of fighting against the social pathology. These
spheres continue to be characterized by a high degree of inefficiency. The examples of their inefficiencies
include the absence of a uniform and internally coherent system of tax and customs tariff information, still
non-computerized systems of tax and customs information, low level of education among employees of the
tax and customs systems, their big turnover and low wages. There should be also underlined a still
inefficient operation of banks, which concerns both an insufficiently developed network of banks in relation
to the number of economic units and needs posed by economic relations and in many cases poor
qualifications of bank employees, etc. Concealing of incomes on an increasingly bigger scale is also
facilitated by a large share of cash transactions among all economic transactions (sometimes of a very high
value) with bypassing cashless payments made through banks.

II - H IDDEN ECONOMY IN THE SYSTEM OF NATIONAL ACCOUNTS

(MAIN DEFINITIONS AND GROUPINGS )

1. In accordance with the recommendations of SNA-93, any production activity (production of goods
and provision of services) should be treated as production and that irrespective of its organizational forms
and the fact whether it is a legal activity in conformity with the law or also incompatible with the legal
order binding in a given country. For the statistical practice, this recommendation implies that all
production activity should be covered by the Polish National Accounts. Two major fields of human
activities are excluded from the accounts according to SNA:

-- own-account production of services within households (except for the services of owner-
occupied dwellings and of paid domestic personnel);

-- transactions carried out without the mutual agreement of both parties involved (theft and
other acts of violence).

2. In accordance with the SNA-93, the hidden economy which should be included in the production
account and consistently in the remaining accounts covers two groups:

-- illegal production,
-- concealed production.
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2.1. Let us recall here that illegal production consists in manufacturing such goods or providing such
services whose production, sale, dissemination are fully forbidden by the law. Illegal production may
consist also in manufacturing goods or providing services by persons not possessing appropriate
qualifications required by the law (e.g. provision of medical services without necessary competencies).

2.2. Concealed production, in turn, consists in manufacturing goods or providing services whose
production is not forbidden by the law, but it is fully or partly concealed deliberately from the state
administration organs (tax, customs, social security, statistical organs).

2.3. In the Polish reality -- let us repeat it once again -- the main cause of hidden economy is a desire
to evade paying taxes, customs duties, and social security charges. A distinction should be made here
between concealed production carried by economic units not registered at all, when we are dealing with
a complete evasion of payments (the full value of their activity is shown in the hidden economy), and
concealed production carried by registered units, when we are dealing with a partial evasion of payment
(only part of the value of their activity belongs to the hidden economy).

3. In the case of hidden economy, certain types of activity can hardly be classified explicitly as
production activity or redistribution. We are dealing with productionwhen the result of economic activity
are products or services; we are dealing with redistributionwhen only a transfer of incomes or products
between different units takes place, with no goods or services being produced as a result of activity.
Obviously, in the production account (total value of production and gross domestic product) there should
be included only the value of goods and services produced within the hidden economy. Transfers, on the
other hand, should find expression in the accounts of redistribution and consumption of incomes but only
in case these are transfers between different institutional sectors. (Particular categories of the illegal
economy to be found in Poland are shown on the enclosed list).

3.1. Including transfers in the accounts of redistribution and consumption of incomes (shifts between
institutional sectors) is rather of a theoretical character, as it does not seem possible to include them in the
accounts in practice. In the statistical practice of other countries known to us, nobody has made an attempt
as yet to take into account the transfers between institutional sectors within the hidden economy.

3.2. Making a clear distinction between illegal production in the hidden economy and transfers
frequently comes across major difficulties and in many cases it must have a contractual character. Below
are some examples. It has been quite a common practice recently in the Polish state-owned hospitals,
where medical treatment is free, that physicians collect money from patients for provided services, for
example, operations. Such practice is defined as the hidden economy within the public health service.
However, there arises a question here whether as a result of such practice physicians provide an additional
service for a patient (a greater care and input of work in the medical treatment process), which increases
the gross domestic product, or whether this is exclusively a money transfer (voluntary or forced out), which
does not increase the gross domestic product. Similar doubts arise also in the case of collecting fares by
train or coach guards (without giving tickets). It could be argued that treating such payments from
households as transfers leads in both cases to underestimating the value and volume of services in health
care and transport. This argument is stronger in the latter case, as here a transport service has undoubtedly
taken place. We shall leave these questions as open, and they can be an object of no doubt interesting
discussion.
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3.3. The problem of illegal economy in the national accounts will be of a rather theoretical importance
in the Polish practice, as we do not see any possibilities of measuring most types of activity in the
immediate future.

4. When analyzing the problem of the hidden economy in the field of statistics, that is estimates of
its scale in the national accounts, it should be pointed out that in the Polish practice there exist certain
spheres of economic activity (production of goods and services), which do not belong to the hidden
economyin its sense discussed above, but still they are concealed for statistics. This refers to the situation
of economic units operating legally, not concealing anything from the state administration organs, whose
scale of activity is not estimated by statistics at all for different reasons or estimated inaccurately. A good
example here characterizing the situation in Poland can be the activity of private non-profit institutions such
as churches, political parties, social organizations, or trade unions. These units do not have any obligation
to submit statistical reports concerning their revenues, costs and incomes, and the scale of their activity is
only roughly estimated by the Central Statistical Office. An inaccurate estimate here (according to our
opinion, the scale of their activity is rather underestimated) signifies a corresponding mistake in the gross
domestic product estimate.

4.1. Another example can be the assessment of production volume and value added in family-owned
farms. They pay a property tax (depending on the land area they occupy) and they do not submit any
statistical reports. The volume of production in these farms is determined solely on the basis of surveys
based on representative samples and statistical estimates. In our opinion, the methods applied so far to
estimate the scale of activity in this field need to be verified in the future to make the estimates more
realistic.

4.2. We should also like to point here to the estimates of net exports. Under the central command
economy, the volume of exports and imports in the so-called tourist traffic (purchases made by non-resident
units)was not estimated at all in the Polish statistical practice due to an insignificant and most probably
balancing scale of this phenomenon. In recent years, on the other hand, there has been observed a
substantial increase in the volume of purchases by non-residents on the domestic market on all Poland’s
borders, and particularly on the Polish border with Germany and The Czech Republic2. This is a fully
legal activity, but the probability of an error in estimates is very significant. The results of already started
comprehensive statistical surveys will not be known until the end of 1995. It can be presumed that the
estimates of net exports in the so-called border traffic are at present too low.

2 An interesting example of activity, which is legal in the light of binding regulations, but which actually has a character
of smuggling, and more precisely -- according to the terminology of SNA-93 -- of quasi-smuggling are mass purchases
of beer by Poles in the Czech Republic (which is much cheaper there). In accordance with the regulations, one person
can bring five bottles of beer across the border into Poland without any duty. Special porters, called "ants" in the
border jargon, cross the border ten and more, or even several tens of times bringing to the Polish side five bottles each
time, which altogether gives even more than 100 botlles a day. Customs officers are familiar not only with the
procedure itself but also with persons involved in it, but this activity does not violate any valid regulations (these
regulations do not specify how many times a day one person can cross the border), and hence there are no grounds for
intervention.
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5. Summing up it could be said that the overall, real scale of the hidden economy is composed of:

a) Differences between the volume of activity reported for statistical organs by economic
units and the volume of economic activity estimated by these organs = the hidden
economy covered by the estimates of gross domestic product;

b) Differences between the volume of economic activity of all economic units estimated in
practice by statistical organs and the real volume of activity = a measurement error and
deliberate non-coverage by statistics of certain economic activity conducted in the hidden
economy (hidden economy not covered by the estimates of gross domestic product).

III - G ENERAL CHARACTERISTICS OF METHODS OF HIDDEN ECONOMY ESTIMATES ,
WHICH ARE OR WILL BE USED IN POLAND

1. There is known a wide range of methods of estimating the scale of hidden economy. For practical
purposes, we are choosing only a few, which seem to be the most effective in the conditions of economic
transformation and, simultaneously, are not too costly and possible to implement in practice. We assume
that in some cases there will be used different methods for estimating the same or similar, but not
identically defined, phenomenon. We are also aware that the danger of overlapping will occur, and we
shall attempt to minimize this danger, but final results will be based on subjective (to some extent)
evaluations of experts concerning that which we call the overlapping.

2. We distinguish two groups of units and three basic methods of estimates. All economic units are
divided into:

a) registered units,
b) non-registered units.

2.1. Registered units include:

-- corporations,
-- quasi corporations,
-- unincorporated enterprises -- including natural persons other than peasant households,
-- peasant households,
-- government units (central and local),
-- non-profit institutions serving households.

2.2. Non-registered units include:

-- units including natural persons carrying on illegal activity,
-- units carrying on legal activity not covered by the register,
-- employed natural persons performing a second job (or multiple jobs) and hiding this fact,
-- natural persons not employed, performing a job and hiding this fact.
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2.3 The concept of "second job" is understood to mean additional (not repeated) activities in the place
of the first, principal job. For example, if a physician in a state-owned hospital provides an extra paid
service for a patient during his or her stay in hospital, this is not counted as a second job.

2.4. The idea of dividing the units operating within hidden economy into registered and non-registered
is prompted by a different amount of information about these units and the ensuing possibilities of using
different methods of estimating the scale of their activity.

2.5. For registered units (covered by the tax register and the statistical register REGON), it is possible
to determine certain features characterizing their economic activity such as, for example, field of activity,
place of activity, number of those employed, which can be a basis for economic-statistical analyses and
evaluations. In the case of non-registered units, it is impossible to use this kind of information.

2.6. We distinguish the following three main methods:

-- methods of "direct"estimates,
-- methods based on labour market surveys,
-- questionnaire surveys among consumers.

A parallel application of the three methods can lead to the overlapping as mentioned above.

3. The so-called "direct methods"are used to estimate the scale of hidden economy in registered units
in the market sphere. We assume here that large enterprises employing over 50 persons carry a reliable
book-keeping and correctly state the scale of their economic activity (such assumption does not seem to
correspond fully to the reality, which is confirmed by various irregularities or virtual crimes disclosed by
the treasury organs, with a typical procedure in Poland being the inclusion of investment expenses in
current costs of activity). At the present stage, our attention is focussed on evaluating the scale of hidden
economy in economic units where the number of employees does not exceed five persons. We have started,
simultaneously, surveys of units with over five employees but less than 50. (Initial findings indicate that
also in this group there take place activities that we call the hidden economy).

Direct methods - hidden economy in registered units

a) Hidden economy in enterprises with less than five employed and self-employed persons)

The first phase of estimates

4. The availability of a well-kept, complete and currently updated register is of very great
significancefor the reliability of hidden economy estimates in this group of units. The method of estimates
consists here in estimating for a random sample of enterprises: the volume of gross output, intermediate
consumption, gross value added, compensation of employees, operating surplus and blowing up the sample
results for the entire population. Thus, the first step in estimating consists in determining the actual number
of units with five or less workers. As has been proved by the Polish and Hungarian experience, the number
of units in the register does not correspond to the number of units really existing at the moment a survey
is carried. It appears that a number of the randomly chosen units do not answer the questions contained
in the questionnaire because they have been liquidated, they have suspended their operation or they refuse
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to answer them. It should be stressed that in practice the selection of units in Poland is made according to
the state at the end of July, while surveys are conducted at the end of September (once a year). Thus, due
to big fluctuations (bankruptcies, resignation from economic activity, newly set up units), it can appear that
in the period between July and September a large number of units suspended their activity and a number
of new units are established in the meantime. Consequently, the difference between the real situation and
the register is not exclusively accounted for by the number of units still on the register but which in reality
do not conduct any economic activity (liquidated units). There is, however, no other solution besides the
proposal suggested in Poland, according to which the number of units really existing in September should
be assessed on the basis of the relation between the number of units in the sample from which answers
were obtained or which were ascertained to exist although they did not respond to the questionnaire, and
the total number of units in the sample. The number of units in the register is then decreased by this
percentage before blowing up the sample results to estimate the total scale of economic activity. This can
lead, however, to an underestimation of the total number of units because those which were set up in
August and September of a given year but which are not included in the sample. The underestimation from
this cause is probably quite small.

The second phase of estimates

5. After determining the number of units, the next step consists in estimating the true amount of
gross value added and other magnitudes mentioned earlier. At this point, it should be added that in Poland,
as shown by the analysis, the information passed to the treasury offices and the corresponding information
given in the statistical questionnaire is identical (there is still missing confidence for statistics, as economic
units fear that information about them gathered for statistical purposes will be passed on to the treasury
department). Most probably the data provided by respondents are considerably underreported in comparison
with the reality. Hence, the main task is to estimate (per firm and per employee) the probable true values
of economic categories listed above, with the most important of them being the gross value added.

6. Different approachescan be used here and in our opinion they are already used in our practice.
These can especially -- in our opinion -- be the production approach and the income approach. We are here
greatly skeptical as regards possibilities of using any other information given by respondents apart from
the number of those actually working (self employed and employed) and the type of activity of a firm in
the analyzed year. (The information on the number of employees is doubtful). The information on sales
and wages, on consumption and incomes of owners can be used, in our opinion, only to determine which
part of the finally estimated production and incomes can be classified in the hidden economy and which
part in the formal economy.

7. In the case of each approach, the estimates can be based on the opinions of experts from the
central or regional level, and on questionnaire surveys of households.

7.1. The experts’ opinions are formulated, among others, on the basis of comparisons of average
compensation of employees and incomes of owners (income approach), or analogous comparisons of labour
productivity in large and small enterprises, and the relation between intermediate consumption and gross
output (production approach). Opinions can be formulated here in the form of percentage points of
underreporting or of absolute data about the supposed average volume of output and level of incomes per
each unit in the main sectors of economy. According to the experts, differences in labour productivity
(sales per employee) are related to both the size of an enterprise (with one employee, with two or three,
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and four to five) and its location (town - village), while differences in incomes of owners and compensation
of employees is strongly affected by location. According to most experts, the underreporting affects both
gross output and intermediate consumption (production approach), and both employee compensation and
incomes of owners (income approach).

7.2. Questionnaire surveys of households -- similarly to the experts’ opinions -- provide an insight into
the views of small business owners on compensation of employees, incomes of owners and the scale of
non-registered employment.

b) Hidden economy in enterprises with over five employees

8. We estimate that in this group of firms, hidden activities are significant in industrial units
employing between 5 and 50 persons and in non-industrial units with 5 to 20 employees. For these units,
we have at our disposal a comprehensive and reliable register. According to the experts, under reporting
in this group of economic units also concerns both the gross output (sales) and the gross value added (and,
thus, also intermediate consumption). The methods of making estimates are analogous to those referring
to the second phase of accounts concerning economic units with under five employees.

c) Hidden economy outside the enterprise sector

9. The above analysis focussed on the estimates made with regard to the non-farm enterprise sector.
As regards the remaining registered units, it should be said that:

(i) In the case of peasant farms, we do not plan any more comprehensive estimates of the
hidden economy at the present stage. Most probably the hidden activities are primarily non-
registered construction and agricultural jobs (services rendered for neighbors using
agricultural machines) and non-registered rental of rooms during the tourist season;
fragmentary studies are conducted on the basis of the household questionnaire;

(ii) In the case of the government sector, we plan that the studies should encompass, in
particular, hospitals3 (there are planned household questionnaire surveys), and educational
institutions later on;

(iii) The estimates concerning non-profit institutionswill be made jointly with the church
authorities (the Catholic Church), political and social organizations, and partly by means
of household questionnaires. During the first phase, we shall be focussing our attention on
very general estimates based on available but dispersed information and opinions of the
experts.

3 The pilot studies seem to indicate that additional "voluntary" fees are collected especially by surgeons and specialist
physicians working at hospitals belonging to the public sector (it is estimated that an additional fee for an operation
ranged from 2.5 to 5 million zloty in 1994, which was an equivalent of US$ 100 and 200 (according to the exchange
rate or twice those amounts in dollars taking into account the purchasing power parity).
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IV - HIDDEN ECONOMY IN NON-REGISTERED UNITS -
LABOUR MARKET SURVEYS

10. Households surveys of the labour market in Poland, which are used next in estimates of the hidden
economy, are limited to estimating the number of working hours of employed and self-employed persons
and converting them into so-called full time jobs. They concern working persons on the territory of Poland
irrespective of their nationality and permanent residence. (Working persons are understood here as
employed and self-employed persons, who can be divided into those registered and non-registered).
Moreover, a distinction is made here between persons registered as employed in one place of work, persons
registered as employed in more than one place of work (assessment of the scale of second and multiple
jobs), persons formally not working, the registered unemployed and foreigners who are performing non-
registered jobs in one or more places of work.

10.1. Persons registered as employed in one place of work may be performing non-registered jobs in
other places of work; similarly persons registered as employed, for example, in two places of work may
be performing still other additional non-registered jobs in other places of work. On the other hand, there
are excluded from the term "employed" those persons who have a formal attachment to their jobs (place
of work) but temporarily are not at work (e.g. on long-term paid or unpaid leave, on maternity leave).

10.2. The household surveys will allow us first to estimate the total number of working hours on the
entire territory of the country converted into full time jobs and second, by deducting the part which is
registered and covered by "official statistics", to determine the amount of work expended in the sphere of
hidden economy with a division into employed and self-employed persons. It could be added that a
separate analysis is being made of the additional amount of work done by persons registered as unemployed
(number of refusals to accept offered jobs, findings of inspections and other sources) and by foreigners.

11. The next phase is estimating the incomes received by those employed in the hidden economy.
There are used here similar estimation methods as those discussed earlier in connection with the so-called
income approach to estimating the gross value added in units with less than five employees.

12. An estimate of the gross value added generated in the hidden economy by non-registered units
(including natural persons) is made on the basis of labour market surveys supplemented by other
questionnaire surveys mentioned below.

V - QUESTIONNAIRE SURVEYS OF CONSUMERS

13. The main aim of these surveys is:

(i) estimate the size of these fragments of the hidden economy which cannot be estimated
through "direct estimates" or by labour market surveys, and

(ii) collect opinions about individual incomes of persons employed and self employed in the
hidden economy. They ask questions about household expenditures on persons employed
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in the public sector to the extent to which such expenditures can be considered expenditures
on purchases of services, such as payments to physicians, teachers, government officials,
railway employees, etc.).

14. Questionnaire surveys of consumers also provide a parallel assessment of certain phenomena
investigated by means of other methods, as well as a general assessment of the volume of purchases made
by households within the sphere of hidden economy in registered units. The questionnaire contains
questions about payments for services provided for a household without bills (construction and repair of
flats and houses, other small repairs, car overhauls and repairs, clothes making and shoe repair services,
tourist services, child care, private classes, tips in hotels and restaurants, etc.). The findings of these
questionnaire surveys can be confronted with the information provided by estimates made by means of other
methods discussed above.

VI - CONCLUSIONS

15. Our past experience points at the superiority of the income approach over the production approach.
In the former case, assumptions underlying the estimates are more explicit.

16. A "cautious" approach boils down to assuming that average compensation of employees and
incomes of owners in registered units with less than 50, or less than 20 employees are the same as the mean
wages, in a given sector, in economic units with more employees. In our opinion, this leads to
underestimating the scale of hidden economy and owners’ incomes. We are inclined to estimate the latter
by relying on the opinions of experts supplemented by questionnaire surveys of households.

17. Estimates of the scale of hidden economy concerning non-registered units are even less accurate
than those referring to registered units.

18. Estimates concerning registered unitsshould be made annually, while those concerning non-
registered unitsonce in every five years. The relation of value added of these units to gross domestic
products will remain constant during the periods between (both in constant and current prices) since in the
case of annual estimates, changes between particular years may prove to be accidental due to an estimation
error.
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VII - ILLEGAL ECONOMIC ACTIVITIES

1. Redistribution activities

-- in Poland they will not be included in the System of National Accounts although, in principle
they should be included in the national accounts as transfers between institutional sectors or
subsctors.

a) theft and robbery,
b) corruption and bribery,
c) other crimes,
d) other illegal redistributive activities.

2. Production activities

-- should be in principle included in the System of National Accounts

a) smuggling -to be included in practice
b) prostitution
c) trade and production of narcotics
d) clandestine abortions
e) trade in stolen goods
f) fake brands and money
g) fraud on food brands
h) production activities by non-authorized persons- to be included only partly in practice

(mainly construction)
i) other illegal production activities (a part of them will be included)
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ANNEX 1

Hidden economy in units below five employees and self-employed persons
in the administrative province of Kielce

A pilot survey concerning the activity of economic units with less than 5 employees was carried
out in The Administrative Province of Kielce in 1993.

The survey was based on the following assumptions:

a) The information collected by the Central Statistical Office by means of its annual
representative questionnaire survey of economic units of less than 5 employees is not very
reliable and it can be used only as auxiliary data for estimates of incomes concealed by these
units.

b) The average output per employee is similar to that in a given section in medium-sized
enterprises on the entire area of the province.

c) The majority of "small firms" are profitable and their operating surplus represents the owner’s
income.

d) The persons employed in these firms do not receive a lower pay than those employed in
bigger enterprises in the same (similar) sector and locality.

e) The average income of an owner is distinctly higher than that of an employee, which is due
to a bigger input of work and ownership of capital.

Proceeding from these assumptions, there was carried out (in consultation with the financial
organs) an analysis of the activities of the firms in question located in the Administrative Province of
Kielce. The firms were grouped according to such criteria as type of activity, size of a locality and
number of employees:

a) Sections of the NACE

-- industry,
-- construction,
-- transport, storage and communication,
-- trade and repair,
-- other sections of the NACE.

b) Types of localities

-- administrative district,
-- small town,
-- bigger town/city.
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c) Number of employees in an enterprise

-- 1 and 2 persons,
-- 3 and 4 persons,
-- 5 persons.

The point of departure for estimates of the scale of economic activity of enterprises was
constructing a table of norms for the average gross output and average compensation per employee.

After testing many individual reports and comparing an average output per employee in the
group of large and medium-sized units, the assumption was accepted that the biggest output per employee
is produced by units with the smallest number of employees. This is due to the fact that in these units
almost all those working are owners (or co-owners) and their productivity is higher than that of hired
labour.

The level of normal pay was determined on the basis of the average annual pay in the
administrative province recorded by economic units within a given NACE section according to the type of
locality.

Average incomes of owners were estimated on the basis of experts’ opinions; they were fixed
at 2,6 times the level of the average pay, with their levels being differentiated according to types of locality
and NACE section.

It could be added that the result of estimates concerning the average pay, the average income of
an owner, and the average income per employee were discussed with the financial organs.

On the basis of the above mentioned "table of norms" and information concerning the number of
enterprises, persons working in firms and employees, an estimate was made of incomes and gross value
added for 1993, as well as pay and incomes of owners.
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The results are shown below.

Specification

Data according
to the statistical

records
Estimated data Differences

3:2

in milliard zlotys

1 2 3 4 5

Total
1. Income
2. Intermediate consumption
3. Compensation of employees
4. Private owners’ income

of which:

20201,3
19804,7

361,2
-368,8

28143,7
22677,4

507,5
4306,9

7942,4
2872,7
146,3

4675,7

139,3
114,5
140,5

x

Trade
1. Income
2. Intermediate consumption
3. Compensation of employees
4. Private owners’ income

15998,8
16766,7

199,6
-1284,7

23180,5
20167,3

283,2
2263,6

7181,7
3400,6

83,6
3548,3

144,9
120,3
141,9

x
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ANNEX 2

A sample survey of households

The sample survey of households was carried out in the third quarter of 1994. The survey aimed
at obtaining the statistical information on selected segments of the underground economy in Poland. It was
designed by the Research Centre for Economic and Statistical Studies of the Central Statistical Office and
the Polish Academy of Sciences.

The sample survey was conducted by the Central Statistical Office using teams of interviewers.
There were 3990 households in the sample and 3914, i.e. 98 per cent of respondents, replied to the
questions.

The survey was composed of two parts. The first one included questions about household
purchases of goods and services in the informal economy -- i.e. purchases of services without receiving bills
on supplied services. These questions concerned such services as: construction or repair of a house, repairs
of flats, repairs of cars and of agricultural machines, clothes-making services, housework, child care and
other services of housemaids, coaching, renting room for recreation purposes, etc.

In the second part of the survey the owners of small and medium size private enterprises were
asked about the level of their personal income from economic activity. Moreover, they were treated as
experts, i.e. persons who through their capacity had information about the level of income of the owners
of establishments in other segments of economy.

This type of study was carried out for the first time in Poland so some shortcomings were
unavoidable and they effected negatively the final results.

It can be noted that results are consistent with previous rough estimates of the scope of
underground economy in Poland.

The expenditure of households for services supplied by the informal economy involved mainly
three categories of services:

-- repairs of flats (32 per cent of households reported these types of expenses);

-- craftsman’s services (32 per cent of households reported purchase of services without
receiving bills on their purchases);

-- repairs of car (19 per cent of households reported repairs without receiving bills).1

1 In Poland ca 33% of households have a car.
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Non-registered economic activities were also observed among peasant households. The following
types of activities or sources of income come under this category:

-- various payable craftsman’s services (provided against payment) supplied by friends and by
neighbors (58 per cent of peasant households);

-- the repair of agricultural machines (38 per cent of peasant households);

-- purchases of meat from other peasant households (21 per cent of peasant households).

The analysis of the owners of private establishments’ views have confirmed the facts of concealing
income from financial and statistical offices by the registered units; 58 per cent of owners have confirmed
those facts. At the same time, 56 per cent of private owners claim that the scale of concealed income was
higher or at the same level in 1994 and only 12 per cent of respondents thought there was a downward
trend. According to their opinions, the income of small business owners is about 3-4 times higher than the
average remuneration.

Small business owners were unanimous in affirming underreporting of compensation of employees
in the records submitted to social security authorities in order to minimize the social security contribution.
The average compensation of employees was estimated as being about 2 times higher than those recorded
in the statistical surveys.

The view of private owners also confirmed that informal ("black") employment in Poland occurs
in about 33% of enterprises.
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ANNEX 3

Estimation of unregistered work (illegal work)

Estimates of unregistered work performed as the main job have already been made twice in
Poland. The main job has been understood here as the sole employment for a given person, although it
does not have to be of permanent or full-time character.

The phenomenon of unregistered work is not directly statistically observable, and that is why
indirect methods were used to estimate its size. A major source of information for the estimates in question
are findings of surveys concerning the population’s economic activity rates (called SPEA), which have been
conducted by the Central Statistical Office for three years. The survey is conducted in the whole country
using a representative sample of about 25,000 households, and interviews are made for there are interviewed
members of households above 15 years of age. In the previous practice of the Central Statistical Office,
two methods of estimating the number of illegally employed persons were used.

The first method consists in comparing the number of economically active persons provided by
the SPEA (which covers all those employed together with unregistered employees) with the data about the
number of employees coming from statistical reports submitted by enterprises and other units (and, thus,
covering only formally employed persons). The difference between the two figures can be interpreted as
the number of employees in the informal sector.

The other method of estimating the number of employees in the informal sector was inspired by
quite a common conviction that a part (maybe a majority) of unemployed persons registered in employment
agencies perform unregistered jobs. This method involves comparing the number of unemployed according
to the SPEA (which is persons without any jobs, even unregistered jobs) with the number of unemployed
persons registered in employment agencies (which is persons, that in accordance with the Polish law, can
perform work and remain in the register, as well as collect unemployment benefits provided their income
from work does not exceed 50% of the minimum wage). The difference between these two figures is
interpreted as the number of registered unemployed persons working illegally.

The first estimate of persons working in the informal sector was made in 1993 according to the
methods described above. The first method revealed that the number of those illegally employed amounted
to 365,000 persons (which was considered to be the lower threshold by the researchers), while according
to the second method their number reached 1,084,000 (which represented 5.5% of the total economically
active population in Poland). The researchers could not account for such big difference between the two
estimates.

The next estimate of the number of employees in the informal sector was carried out for 1994.
According to the first method, the number of illegally employed persons amounted to 840,000, while
according to the second method -- 1,126,000 (which made up 7.5% of the entire economically active
population). It should be noted that in the estimate for 1994, the discrepancy between the findings is less
significant, which could be cautiously treated as indicating some improvement in the reliability of these
estimates.
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