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Abstract

Objective: This study analyzes the phenomenon of the grey zone in Poland and 
identifies the tax gap in Poland caused by its development. This raises the question of 
the extent to which the shadow economy affects the Polish economy, and in particular 
its contribution to the tax gap.
Research Design & Methods: The article is based on grey zone data in the Polish 
economy. The data was obtained from the EY Economic Analysis Team report as well 
as from the CASE report for the European Commission on the VAT gap.
Findings: The study shows that the impact of the grey zone on the economy is multi-
faceted. The growth of the grey zone is largely due to the government’s mismanagement 
of economic policy. In turn, the reason for the reduction in the grey zone in Poland 
is the reduction in the amount of tax fraud through the use of better government 
measures and an increase in cashless transactions. The results show that although 
the grey zone in Poland has been increasing since 2019, it remains at a similar level to 
before. By contrast, since 2015 the tax gap has reduced by more than 20%.
Implications / Recommendations: The study shows that in order to reduce the negative 
phenomenon of the grey zone in the economy, effective measures should be taken 
through the application of appropriate economic policies. The actions of the 
government should be focused on eliminating systemic factors that favour activities 
which are not officially registered. It is through the development of unregistered 
activities that the government loses tax revenue.
Contribution: The article contributes to the literature on the changing size of the grey 
zone in Poland over the last decade. The analysis enhances our understanding of how 
the impact of this phenomenon on the Polish economy changed in recent years.
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1. Introduction

The phenomenon of the grey zone in the economy has been of interest 
to academics for a number of years. The way it operates is complex and 
multidimensional. It is difficult to estimate the true size of the grey zone 
because it is not possible to summarize all the reasons for its existence and 
the factors contributing to its development. This, in turn, makes it difficult 
to effectively scale down and completely eliminate this phenomenon. 
However, regardless of the size of the grey zone, its impact on the economy 
is negative.

The concept of the grey zone cannot be defined in a consistent way. 
The variety and complexity of its processes have influenced how many of 
the definitions of the grey zone operate in the language of economics. These 
definitions vary depending on the purpose of research and on the methods 
used to study it (Schneider & Enste 2000). The basic definition presents the 
grey zone as all activities carried out in the area of the state economy which 
contribute to official GDP growth but which remain directly unregistered. 
These are activities which are not prohibited by law, but which involve 
conducting illegal trade in legal goods and services, and the income derived 
from that trade is hidden in whole or in part from the public administration.

The phenomenon of the grey zone has permanent effects. It not only 
affects the markets of underdeveloped countries and economies in transition, 
but is also present in all economies around the world and in almost all 
industries (Krajewska 1998). All economic actors can observe its effects 
with varying degrees of intensity. If the investment conditions of a state are 
favourable, corruption is low, and there is a high level of awareness in society 
about the harmful impact of the grey zone, then its size will be negligible. 
By contrast, in poorer countries, where taxes are not too high but corruption 
is a widespread phenomenon, and society calls for such practices, then the 
tendency to conduct business in the grey zone will be relatively high.

After exhibiting a downward trend for several years, the shadow economy 
is on the rise again in Poland. Growth has been recorded since 2019. 
The COVID-19 pandemic, as well as rising inflation and the war in Ukraine, 
have all contributed to it. The war has an impact on the shadow economy in 
that it increases the costs of running a business, which are reflected in the 
need to look for savings through illegal practices (Cieślak-Wróblewska 2022a). 
The rising costs of running a business do not have a positive impact on 
the number of people taking up work in an officially registered manner. 
An analysis of the shadow economy can indicate the policy direction that 
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the Polish government should follow in order to limit the development of this 
phenomenon.

The purpose of this paper is to analyze the grey zone in Poland and 
identify the tax gap caused by its development. This raises the question 
of the extent to which the shadow economy affects the Polish economy, 
and in particular its contribution to the tax gap. In order to analyze this 
phenomenon, quantitative data based on desk research are used. By using 
this research method, it was possible to present the changes in the grey zone 
in Poland between 2013 and 2021. This method was also used to present the 
changes in the tax gap, which is closely related to the size of the grey zone. 
Indeed, the grey zone is to some extent responsible for the incidence of the 
tax gap.

2. Literature Review

Researchers have a problem with defining the shadow economy. The most 
popular view is that the unofficial economy is the one that, while creating 
new value, is not subject to registration in the national accounts. We do not 
take into consideration the production activity of households aimed at their 
own needs. Also, for many experts, avoidance of taxation is the main motive 
for locating entities in the unobservable economy. In connection with this, 
the shadow economy is often referred to as tax abuse (Pasternak-Malicka 
2019).

The grey zone consists of the following activities (Pauch 2015):
– illegal activity – this includes trade in goods and services, the 

possession, sale and distribution of which is prohibited by law. An activity 
which is normally legal but becomes illegal if it is carried out in a situation 
where no licence or authorization has been obtained, e.g. medical practice, 
legal practice, taxi transport, is also considered illegal. The most common 
activities carried out outside the area of state control are the smuggling of 
tobacco products, the production and trafficking of drugs, and deriving 
income from the prostitution of others. It is not possible to clearly identify 
entities operating illegally in the grey zone. They are generally unregistered 
economic entities, usually criminal gangs, but the participation of registered 
and legally operating companies in illegal activities is increasing;

– hidden activity (undeclared) – this refers to activities carried out by 
officially registered economic entities whose transactions are not against 
the law, but are not reported to the tax authorities, because the amount of 
turnover is deliberately understated. Such activity is pursued in order to 
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avoid payment of taxes such as income tax or VAT and to avoid payment 
of social security contributions. The desire to hide the amount of turnover 
from the public administration is also associated with non-compliance with 
the standards required by law, e.g. minimum wage, maximum working hours, 
occupational health and safety, technical standards, and environmental 
regulations;

– informal activity – this involves not keeping any records. Most often it 
concerns individuals providing paid services to other persons or enterprises. 
The total lack of registration of their activities is most often the result of 
the small scale of the services provided or may be dictated by the casual or 
seasonal nature of the work undertaken. This group consists of: unemployed 
people with little chance of finding work on the official labour market due 
to, for instance, low qualifications; employees who want to earn extra money 
in the grey zone, sometimes using their employers’ materials, equipment and 
devices for this purpose; pensioners; students; and migrant workers.

The main reasons for the development of the shadow economy are 
considered to be the high costs of doing business that are directly related to 
the tax system and the excess of economic regulations imposed on enterprises 
by the state. From the point of view of the entrepreneur, the most significant 
and burdensome costs are tax costs (income tax, VAT), followed by social 
insurance contributions and administrative fees depending on the type of 
activity carried out (Fundowicz, Łapiński & Wyżnikiewicz 2018). The greater 
the propensity of entrepreneurs to move their activities into the grey zone, 
the higher the costs of doing business legally. Economic overregulation e.g. 
the need to obtain the concessions permits authorizations necessary to carry 
out certain activities, the excess of compulsory forms and declarations, and 
excessive and frequent inspections carried out by various state institutions 
discourage entrepreneurs from doing legal business. Many publications 
suggest that the emergence of a grey zone is associated with the violation 
of ethical principles in the application of law and points to the weakness of 
the state; it is manifested, for instance, in discretion on the part of officials, 
corruption, and the ineffectiveness of the justice system (Szwałek 2003).

The existence of a few positive aspects of the economic impact of the grey 
zone is only a consequence of the imperfection of the economic system and 
does not change the overall negative influence of this phenomenon; it should 
not therefore be regarded as an aspiration in itself (Łapiński, Peterlik 
& Wyżnikiewicz 2014). National governments must draw up economic 
programmes that balance economic and social issues and propose measures 
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to systematically and progressively reduce the size of the grey zone. This 
should be done by pursuing an appropriate economic policy directly aimed 
at eliminating systemic factors conducive to the development of undeclared 
activities. The most important elements of such a policy should be measures 
aimed at (Fundowicz et al. 2016):

– simplifying the tax system,
– reducing the fiscal burden,
– reducing the non-tax operating costs of conducting economic activity,
– reducing the number of regulations (including the number of permits 

and authorizations),
– limiting the necessary number and scope of inspections in companies,
– supporting the development of cashless trading (e.g. through the 

promotion of electronic payments and the introduction of administrative 
restrictions on cash payments).

An effective method of reducing the size of the grey zone that is widely 
used by many countries is the promotion and popularization of non-cash 
trading. In the grey zone, payments are made only in the form of cash 
transactions, which leave no audit trail in the financial system and therefore 
make it impossible to establish that the activities concerned are illegal 
(Pauch 2015).

3. Research Methods

The principal characteristic of activities undertaken within the grey 
zone is that they are not registered and remain unnoticed by administrative 
authorities. It is therefore difficult, but not impossible, to analyze the actual 
size of the grey zone phenomenon. To that end, the following analyses are 
used (Fundowicz et al. 2016):

– analysis of the labour market – this enables the involvement of 
employees in business in the grey zone to be assessed. It uses a comparative 
method of the number of registered unemployed and the number of 
unemployed estimated using the International Labour Organization’s 
definition;

– fiscal analysis – this refers to examining the level of tax evasion;
– analysis of the monetary sphere – this consists in assessing the speed of 

cash turnover and the demand for high-denomination banknotes, which are 
typical for settlements made in the grey zone;

– comparative analysis in the national accounts – based on the differences 
between household income and expenditure. Indeed, statistical studies show 
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that expenditure exceeds household income and savings, which suggests that 
this is the result of income received from the grey zone;

– econometric modelling – this looks for relationships between variables 
describing the grey zone;

– random and curiosity approach – this is an estimate of selected aspects 
of the grey zone, e.g. an analysis of electricity consumption in different 
locations assuming that above-average consumption indicates activity in the 
grey zone.

The methods used to measure the informal economy can be divided 
into two groups: direct methods and indirect methods. Direct methods 
include questionnaire research, while indirect methods include analysis of 
macroeconomic data. Compared to questionnaire surveys, indirect methods 
do not have any of the disadvantages typical of questionnaires, e.g. subjective 
assessments of people directly involved in creating the shadow economy. 
There are also no restrictions related to the number of respondents here 
(Czapkiewicz & Brzozowska-Rup 2021).

In order to analyze this phenomenon, quantitative data based on desk 
research were used. By using this research method, it was possible to 
present the changes in the grey zone in Poland between 2013 and 2021. This 
method was also used to present the changes in the tax gap, which is closely 
related to the size of the grey zone. Indeed, the grey zone is to some extent 
responsible for the incidence of the tax gap. The data was obtained from the 
EY Economic Analysis Team report as well as from the CASE report for 
the European Commission on the VAT gap.

4. Results

Currently, two conditions are identified that contribute to the reduction 
of budget revenues from taxes (Buszko 2017):

– grey zone, i.e. conducting business that is not registered to avoid taxes,
– tax fraud.
In addition, the elements that have an impact on the reduction of budget 

revenues are social acceptance of tax avoidance and lack of appropriate 
legislation (Buszko 2017). According to a study on the measurement of 
the grey zone in Poland carried out by the Institute of Economic Forecasts 
and Analyses, in the years 2013–16 the grey zone remained at a similar 
level. However, Figure 1 shows that it began to get bigger from 2020. It was 
estimated that it could reach 18.9% of GDP in 2022 (PLN 590 billion), 
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whereas in 2021 it amounted to 18.3% (PLN 511 billion), and in 2020 
– 18% (PLN 449 billion) (Cieślak-Wróblewska 2022b). This study focuses on 
measuring gross value added to cash payments, which is defined as the cash 
shadow economy.
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Fig. 1. The Level of the Grey Zone in Poland, 2013–2022
Note: for 2022 – estimated value.
Source: author’s own elaboration based on data from the EY Economic Analysis Team 
(EY EAT 2020) and Statistics Poland.

The factors supporting the level of the grey zone in Poland include:
– economic results that are related to the state’s economic situation or 

unemployment rate,
– GDP per capita,
– level of income per person in the family,
– level of taxation (PIT, CIT, excise duty),
– the complex tax system is cited as a key factor.
Concern about the income situation and standards of living also 

contributes to the development of the grey zone in Poland (Buszko 2022).
Given this phenomenon, it is important to analyze the tax gap. Compared 

to the grey sone, the tax gap is the difference between the value of the taxes 
that should theoretically be collected and the actual value of tax revenues. 
The grey zone, in turn, covers a wide range of unregistered activities and 
is responsible for only part of the tax gap. The loss of VAT revenues has 
a negative impact on spending on public goods and services, including 
schools, hospitals and transport, which are used by all Poles (Słomski 2022).
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Figure 2 shows the level of the tax gap in Poland in the years 2013–21. 
Since 2013, the size of the tax gap has been falling. The decline continued 
until 2018. The tax gap then decreased from more than 25% in 2013 to 
11.7% in 2018. In 2019, the level of tax gap was similar to the previous year. 
However a downward trend is observed from 2020 onwards.
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Fig. 2. The Tax Gap in Poland, 2013–2021
Source: author’s own elaboration based on data from EC (2021).

Throughout the period under analysis, there was a systematic decline 
in the cash grey zone. This was facilitated by the proliferation of non-cash 
transactions, resulting in a reduction in the value of the VAT gap. The most 
visible decline in the gap was seen between 2016 and 2017. This decrease was 
due to a reduction in tax fraud. Another significant decline was recorded in 
2021, which attests to the improved actions of the government in combating 
tax fraudsters. The decrease is noticeable, because over a period of almost 
10 years, the tax gap has decreased from more than 25% to 4.3% in 2021.

5. Conclusions

The aim of the study was to analyze the phenomenon of the grey zone 
in Poland and to identify the tax gap in Poland caused by its development. 
The study showed that the grey economy is multi-faceted problem that arose 
as a result of the consequences of the economic policy pursued by the state. 
Its growth was mainly due to the tax system, which for many entrepreneurs 
is complicated and does not allow them to derive satisfactory income from 
their activities. The implementation of corrective and preventive measures 
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faces various obstacles, but is necessary in order to make the public aware 
that the impact of the grey zone is harmful and that it is in the public interest 
to curtail it. The results demonstrated that although the grey zone in Poland 
has been increasing since 2019, it remains at a similar level to before. 
By contrast, since 2015 the tax gap has reduced by more than 20%.

The existence of a grey zone distorts key economic indicators, such as 
the level and dynamics of GDP, inflation, and employment, which makes 
achieving the goals of a rational economic policy chaotic and ineffective. 
The grey zone decreases state budget revenues, which contributes to the 
formation of a budget deficit in the long run. It causes a general weakening 
in the efficiency of the economy, reduces the degree of public confidence 
in the state, and increases state budget expenditure on social programmes. 
The grey zone interferes with the proper functioning of market mechanisms. 
Business entities operating in the grey zone often become more competitive 
than companies operating fully legally. By avoiding taxation, and thus 
unfairly reducing their costs, they can offer goods and services at lower 
prices. This distorts the basic concept of competition, since the prices 
at which such goods can be purchased in the grey zone cannot be offered by 
non-tax evaders. In periods of economic downturn, when consumer incomes 
are not growing rapidly or are falling, the price criterion plays an important 
role. The bad economic situation and the need to measure up to unfair 
competition forces companies that pay their taxes honestly to move their 
activities into the grey zone. In a situation where the most important factor 
determining sales is price, other aspects of competition, such as the quality 
or innovation of products and services, are becoming increasingly important. 
On a macroeconomic scale, less investment in research and development 
means a decline in the innovation and international competitiveness of 
the economy. It also indirectly affects the rate of economic growth. In this 
way, the negative effects of the microeconomic grey zone extend to the 
macroeconomic dimension. The impact of the grey zone on the economy 
is generally negative, but there are also positive aspects of the operation of 
the market in this area. The grey zone creates opportunities for unregistered 
work, especially for those with low or no professional qualifications who 
cannot find employment in the official economy. The income they earn is 
spent mostly in the legal economy and contributes to state budget revenues 
via VAT. It also translates into relief for the state budget as regards spending 
on social benefits for those persons and their families (Fundowicz, Łapiński 
& Wyżnikiewicz 2018). Undeclared work also means lower employment 
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costs for employers, who bypass administrative barriers and thus recruit 
workers for short periods of time in order to get the necessary work done 
more quickly (Pauch 2015).
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