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THE HIDDEN ECONOMY IN POLAND IN 1994-1997:  CSO ESTIMATES

%R HQD�-DNyELDN, Maria Jeznach, Leszek Zienkowski
Central Statistical Office of Poland

1. Along with the work aiming at the implementation of the System of National Accounts into Polish
statistical practice, reconstruction of the statistical system was initiated in order to guarantee regular
flow of information as required by new statistical guidelines (SNA/ESA).  Changes introduced by
Central Statistical Office (GUS) aiming at the implementation of SNA/ESA standards mainly
concerned several types of registers, followed by implementation of new classifications and new
surveys of enterprises, price and foreign trade statistics.  Such a huge undertaking as the
implementation of the System of National Accounts could not have been pursued immediately.  The
system has been implemented gradually and the scope of published studies and analyses is regularly
broadened.

2. There are several difficulties and doubts (new definition of capital formation, accrual approach to
budgetary data, treatment of pension funds, FISIM, employment estimates non-market output at
constant prices etc., and generally the necessity of undertaking several rough and risky estimates)
related to the full implementation of SNA/ESA recommendations.

3. In the present paper - after some introductory remarks - we shall restrict ourselves to one problem
only:  estimates of activities in the so-called “hidden economy”.

4. As it has been said we shall start with few selected remarks concerning rather general problems.  As
we understand the SNA recommendation, national accountants are expected to undertake several
risky estimates.  It is assumed that “it is better to be approximately right than absolutely wrong”.

5. There are however several problems connected with such an approach.  Let us assume that the right
unknown data is 110 and it is reported by enterprises as 100 (underreporting).  In such a situation
any estimate in the range 101 to 119 is better than the reported data.  But the estimate above 120 is
worse than the reported data.  Thus - in our opinion - one has to be rather cautious not to overshoot
the estimate.

6. Second problem.  Let us assume that every fifth year special investigations are carried out and the
results are used as a base for the estimates of the magnitude of the hidden economy.  What should be
done in the meantime?

7. The first solution may be to distribute the once estimated values at pro rata (constant percentage)
each year in relation to reported values.  When new estimates are performed, the whole five-year
series would have to be changed, including the published growth rates (decision makers do not like
such changes).

8. In the Polish situation one can expect for the five-year period the difference in the growth rates of
the range of 5 percentage points.  For example:  in the first year the hidden economy is equal to 20%
of reported values (100 + 20 = 120);  the real growth rate of reported value for the five year period is
20%;  in the case of the pro rata approach the volume index of GDP is 120 [144/120] (first year =
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100);  in the fifth year according to the new estimates hidden economy decreased to say 15% of
GDP and the growth rate of reported values is again 20%, thus the total value of GDP in constant
prices is 138 [120 + 18 = 138] and the volume index is 115 instead of 120.

9. A second solution would be to try to estimate the changes in the values of hidden economy each
year.  If it is reasonable to assume that the hidden economy is shrinking then it would be better to
change the values each year than to follow the pro rata approach.  But in such a case the impact of a
subjective judgement on the results of yearly estimates of GDP is really dangerously high.

10. Polish CSO follows this second approach (it would be interesting to know what is the practice of
other countries).

11. Other doubts relate to the recommendation to estimate the budgetary data according to the accrual
principle.  The budget is prepared by the Ministry of Finance according to the cash principle.  The
same relates to the reports on budget receipts and expenditures.  In the discussion in the parliament
on the budgetary problems such data (Ministry of Finance data = cash approach) are used and - if
SNA rules are strictly followed - those data are different from national accounts data (e.g., ratio of
budget deficit to GDP).  In Poland there are substantial differences between cash and accrual data
(estimates of the value of receipts due, which never would be paid, are extremely risky).

12. We have also certain doubts about the recommendation relating to capital formation.  It is
recommended to include as capital formation among others the following:  “Entertainment, literary
or artistic originals”, as recorded musical performances, drama performances, sporting events;
“Acquisitions less disposals of valuables” as precious stones, paintings, sculptures, jewellery.  At the
same time expenditures on R and D are not to be treated as capital formation.

13. We do not see much reason for the difficult and risky estimates of unimportant items only for the
sake of theoretical purity1 and resignation from the estimates of the part of R and D expenditures
which are made undoubtedly directly for the sake of the future production (and are now probably the
more important factor of the growth of productivity than many other investments).

14. The work concerning the estimates of hidden economy has been going on for some years and
resulted in the new estimates which have been recently published.

15. Central Statistical Office published new estimates of gross domestic product - GDP (starting from
1994 data) - in which much broader dimensions of the hidden economy than previously are included.

16. In accordance with SNA’93 recommendations, in the goods and services account and therefore in
the remaining accounts, the full scope of the so-called hidden economy has been introduced.

17. Although the necessity of including this type of phenomenon as hidden economy was imposed by
the new methodology, it also resulted from the needs of domestic users.

18. In accordance with the definition, the hidden economy includes two types of production:

a) illegal production

b) concealed production.

                                                     
1. Even this is doubtful since for the economic analysis capital formation should be rather restricted to such

items that influence the future volume of production and that not necessarily express the growth of wealth
(e.g., as objects of arts).
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19. European Union countries do not include illegal production in their national accounts in practice,
and therefore estimates of the hidden economy in Poland also do not include this category.

20. Concealed production, considered in CSO’s new estimates, consists of the manufacture of goods or
the rendering of services which is not prohibited by law, but its scope is, in whole or in part,
concealed from bodies of the state administration (taxes, customs, social insurance, statistics).

21. Within the framework of concealed production the following were singled out:

a) hidden effects of activity by registered economic entities

b) non-registered economic activity conducted through own-account work.

22. The results of our work (data since 1994) within the scope of national accounts includes new
estimates of the full dimensions of the hidden economy for:

a) registered economic entities (of the private sector, excluding co-operatives) employing up to 5
persons, from 6 to 50 persons in the sections “Mining and Quarrying” - C and “Manufacturing”
- D, as well as from 6 to 20 persons in other sections of the national economy;

b) natural persons engaged in non-registered work, mainly in service activity.

Methods used to estimate the size of the hidden economy

23. The very nature of the hidden economy results in it being a phenomenon which is very difficult to
measure.  There is also no single universal method of measure.  Different types of methods are
recommended depending on the type of activity within the hidden economy.

24. In the work connected with estimates of the dimensions of the hidden economy, CSO was supported
by experts from the Research Centre for Economic and Statistical Studies of Central Statistical
Office and Polish Academy of Sciences).  In addition, the Centre for Hidden Economy Studies was
established in the Regional Statistical Office in Kielce and has been conducting special research in
this field for several years.

25. As a result of the work conducted over several years, three survey methods have been singled out
and used in estimates:

a) direct method,

b) survey of non-registered work through labour market survey (labour force survey as well as a
non-registered work module survey),

c) consumers survey.

Direct method

26. The Direct Method is used for estimating concealed production in registered economic entities.  As
stated above, the surveys included small economic entities (of the private sector, excluding co-
operatives), i.e., employing up to 5 persons, and medium-size entities, i.e., employing from 6 to 50
persons in sections C and D as well as from 6 to 20 persons in other sections of the national
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economy.  Large economic entities (employing more than 50 persons in sections C and D as well as
more than 20 persons in the remaining sections) were not included in the survey, as it was assumed
that the accounting conducted by these entities was honest enough that the calculations made on the
basis of their financial reports provide a reasonable approximation of the scale of economic activity.

27. The direct method of estimating consists of experts estimates of so-called normatives of average
productivity, the average wage and salary per employee and average income of the owners.  These
normatives were then used to estimate average revenues per employee and per owner which
constitute the basis for estimating gross output, intermediate consumption and gross value added.

28. Estimations of normatives are made according to the following characteristics:

a) sections according to NACE

b) kind of locality (gminas, town-gminas, towns)

c) number of employees (1-2 persons, 3-4 persons, 5 persons, more than 5 persons).

29. This method of direct estimates is in our opinion the most appropriate for estimating the dimensions
of the hidden economy in registered entities.

Surveys of the labour market

30. Surveys of the labour market are used for estimating the dimensions of activity, in the hidden
economy, of natural persons engaged in non-registered work, mainly service activity.  These surveys
include official statistical data concerning wages and salaries, number of employees and registered
unemployed persons as well as the results of the Labour Force Survey (LFS) and the non-registered
work module survey conducted by the Labour Statistics Division.  The results of both surveys
constitute the basis for the estimation of the total number of persons working in the hidden economy.

31. The estimate of incomes of natural persons engaged in non-registered work consisted in multiplying
the estimated data regarding the number of working days in the course of the year according to the
kind of work accomplished by the corresponding amount of the average wage and salary for the
work.  Separate estimates were made for groups of persons engaged in non-registered work, which
accounted for either primary or supplemental source of maintenance.

Consumers survey

32. A consumers survey was used for estimating household expenditures for purchases of goods and
services (mainly) originating from activity in the hidden economy.  The survey (conducted in 1994
by the then Households Statistics Division of CSO) concerned the dimensions of expenditures,
among others, for such services rendered by the hidden economy as:  construction and renovation of
houses, garages and other farm buildings, the renovation of apartments and emergency repairs,
tourist services, the cleaning of dwellings, baby-sitting, the renting of houses, apartments, etc.

33. In addition, the results of the survey of supply and use of goods and services, conducted by the
National Accounts and Finance Division of CSO were used in the final, complete balancing of
estimates (among others, the survey accounted for the basic source of information for revising gross
fixed capital formation).
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Changes in GDP estimates

34. A consequence of including activity of the hidden economy in the GDP estimates compiled by CSO,
is the change in some data within the scope of national accounts.  The new, broadened, annual GDP
estimates were published for the first time in “The Statistical Yearbook of the Republic of Poland
1998”.

35. Such macroeconomic categories as: gross output, intermediate consumption, gross value added,
gross domestic product, compensation of employees, gross operating surplus, gross disposable
income and individual consumption expenditures in the households sector, gross fixed capital
formation and exports were corrected in relation to previously published data.  Also changed was
average employment (published in the “National Accounts” chapter of “The Statistical Yearbook of
the Republic of Poland 1998”) regarding estimated employment in the hidden economy (natural
persons engaged in non-registered work) i.e., it grew by approximately 300 - 320 thousand persons
in respective years.

36. In order to illustrate the scale of changes, a comparison of the basic, previously published categories
and their new data for 1994 to 1997 are presented in the tables.  A comparison of data (table 1)
shows that the existing range of estimates of the hidden economy increased from approximately
9-10% of GDP to approximately 15-17% of GDP (of which in registered entities - from
approximately 7-8% to approximately 11-12%, and from non-registered work - from approximately
2% to about 4-5%).

37. Moreover, the structure of GDP distribution changed.  The share of gross fixed capital formation
increased (by 1.8-2.4 points) and the share of individual consumption expenditures of households
sector declined (by 1.7-2.0 points).

38. According to new estimates (table 2), nominal GDP levels, in comparison with previously published
levels, were higher, from 6.4% in 1994 to 5.5% in 1997, of which gross value added from 7.5% in
1994 to 6.4% in 1997.

39. In all years (1994-1997), the greatest activity in the hidden economy was shown by entities
conducting trade, industrial and construction activity.  In these entities (with the exception of
industrial entities, for which activity in the hidden economy has almost completely been considered
in the estimates made to date) the largest nominal increases in gross value added were noted, in
comparison with those previously published (from approximately 20% to approximately 40%).

40. The level of individual consumption expenditures in the households sector grew by approximately
3%, and gross fixed capital formation grew by approximately 17-18%.

41. Real GDP levels, in relation to those published previously, grew by approximately 6%.

42. Due to the fact that the above increases did not essentially differ for individual categories in
successive years, as well as that only small changes in price indices occurred (mainly resulting from
changes in the structure), the volume indices of the discussed categories either did not change at all
or changed only to a small degree (table 3).
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Table 1:  Estimates of the hidden economy during 1994-1997 in current prices

Specification Previous estimates New estimates

1994 1995 1996 1997 1994 1995 1996 1997

% %

GROSS DOMESTIC PRODUCT 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
(excluding “hidden economy”)

unpublished category

Estimates of the hidden economy: 10.1 9.8 9.0 9.1 17.1 16.5 15.8 15.2

- in registered entities 7.7 7.7 6.9 7.5 12.0 11.8 11.2 10.9

- from non-registered work 2.4 2.1 2.1 1.6 5.1 4.7 4.6 4.3

GROSS DOMESTIC PRODUCT 110.1 109.8 109.0 109.1 117.1 116.5 115.8 115.2
(including “hidden economy”)

GROSS DOMESTIC PRODUCT 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
(including “hidden economy”):

- individual consumption expenditures in the household
 sector

64.3 62.1 64.2 64.3 62.5 60.3 62.2 62.6

- gross fixed capital formation 16.2 16.9 19.0 21.2 18.1 18.7 20.8 23.6
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Table 2:  GDP during 1994-1997 including previous and new estimates
of the hidden economy, current prices

Specification 1994 1995 1996 1997

Previous estimates in mn zl

Consumption 174 850.4 232 835.9 299 754.4 367 062.8

of which individual expenditures in the
household sector 135 388.6 179 234.8 232 855.9 286 044.2

Gross capital formation 33 363.4 52 030.8 73 191.7 99 720.4

of which gross fixed capital formation 34 078.3 48 730.8 68 763.8 94 070.3

Foreign trade balance 2 193.5 3 834.6 -10 131.9 -22 034.3

of which exports 50 582.9 74 769.6 90 091.7 112 479.4

GDP 210 407.3 288 701.3 362 814.2 444 748.9

of which:

Gross value added 179 715.8 248 886.7 311 841.1 385 315.3

of which:

Industry 59 587.4 84 213.9 98 375.3 118 373.3

Construction 11 976.7 14 989.7 19 454.4 25 358.9

Trade and repairs 27 623.6 39 200.4 53 150.5 65 098.7

Transport, storage and
communications 13 329.2 16 152.5 19 858.4 24 579.5

Business and real estate activities
13 237.9 18 919.9 25 664.7 36 924.7

GDP per employee (in zl) 13 975 18 860 23 238 27 745

GDP per inhabitant (in zl) 5 459 7 482 9 395 11 507
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Table 2:  GDP during 1994-1997 including previous and new estimates
of the hidden economy, current prices (cont.)

Specification 1994 1995 1996 1997

New estimates in mn zl

Consumption 179 397.6 238 377.0 306 661.8 373 743.4

of which individual expenditures in the
household sector 139 935.8 184 775.9 239 763.3 293 866.5

Gross capital formation 39 670.3 60 704.6 84 818.3 116 002.8

of which gross fixed capital formation 40 385.2 57 404.6 80 390.4 110 852.7

Foreign trade balance 4 828.8 7 236.7 -6 032.0 -20 374.1

of which exports 53 218.2 78 171.7 94 191.6 120 408.1

GDP 223 896.7 306 318.3 385 448.1 469 372.1

of which:

Gross value added 193 205.2 266 503.7 334 475.0 409 892.1

of which:

Industry 60 031.4 84 961.3 101 282.9 121 024.9

Construction 14 371.1 19 504.2 25 046.9 32 767.1

Trade and repairs 39 306.5 53 575.9 70 477.2 86 766.9

Transport, storage and
communications 14 379.5 17 546.0 21 756.6 26 611.2

Business and real estate activities
15 819.6 21 962.1 29 174.3 40 021.9

GDP per employee (in zl) 14 582 19 598 24 227 28 736

GDP per inhabitant (in zl) 5 809 7 938 9 981 12 144



STD/NA(99)55

10

Table 2:  GDP during 1994-1997 including previous and new estimates
of the hidden economy, current prices (cont.)

Specification 1994 1995 1996 1997

Previous estimates = 100

Consumption 102.6 102.4 102.3 101.8

of which individual expenditures in the
household sector 103.4 103.1 103.0 102.7

Gross capital formation 118.9 116.7 115.9 116.3

of which gross fixed capital formation 118.5 117.8 116.9 117.8

Exports 105.2 104.6 104.6 107.0

GDP 106.4 106.1 106.2 105.5

of which:

Gross value added 107.5 107.1 107.3 106.4

of which:

Industry 100.7 100.9 103.0 102.2

Construction 120.0 130.1 128.7 129.2

Trade and repairs 142.3 136.7 132.6 133.3

Transport, storage and
communications 107.9 108.6 109.6 108.3

Business and real estate activities
119.5 116.1 113.7 108.4

GDP per employee (in zl) 104.3 103.9 104.3 103.6

GDP per inhabitant (in zl) 106.4 106.1 106.2 105.5
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Table 3:  Volume indices of selected elements of GDP - creation and use -
and dispersion during 1995-1997 including previous and new estimates

of the hidden economy, current prices

Previous estimates New estimates

Specification 1995 1996 1997 1995 1996 1997

Previous year=100

Consumption 103.4 107.5 106.2 103.2 107.2 106.1

of which individual expenditures in the
household sector 103.6 108.7 107.1 103.3 108.3 106.9

Gross capital formation 126.0 120.3 120.2 124.1 119.5 120.8

of which gross fixed capital formation
116.9 120.6 120.6 116.5 119.7 121.7

Exports 123.6 112.5 110.6 122.8 112.0 112.2

GDP 107.0 106.1 106.9 107.0 106.0 106.8

of which:

Gross value added 106.7 105.3 106.5 106.7 105.3 106.5

of which:

Industry 110.4 107.1 109.8 110.4 107.6 110.3

Construction 106.1 103.5 114.8 105.8 102.8 113.6

Trade and repairs 106.1 108.0 106.5 105.0 106.1 108.1

Transport, storage and
communications 101.9 105.7 105.6 102.3 105.4 105.6

Business and real estate
activities 103.7 102.4 104.8 105.8 100.9 99.3


