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3. C l a s s i f i c a t i o n s  i n  t h e  Secondary Economy 

The ex i s tence  of a secondary economy bas  i t s  e f f e c t s  i n  eevera l  areas of 

policy-making. For  f o u r  of t h e s e  areas re levan t  secondary a c t i v i t i e s  w i l 1  be 

c l a s s i f i e d .  As Tanzi (1983, p. 303) p o i n t s  out ,  var ious  d e f i n i t i o n s  of t h e  

secondary economy are used. A d e f i n i t i o n  which emphasizes f o t  example t h e  

p o t e n t i a l l y  recoverable  t a x  revenues r e f e r s  t o  a d i f f e r e n t  s e t  of a c t i v i t i e s  

than one which i s  concerned wi th  d i s t o r t i o n  of t h e  n a t i o n a l  accounts. 

( l )  The government budget 

The goverment  budget i s  a f f e c t e d  on t h e  income s i d e  by a c t i v i t i e s  l i l re  

t a x  evasion and t a x  avoidancel) and on t h e  expendi ture  s i d e  by, f o r  

example, misuse o r  ' improper use of t h e  s o c i a l  s e c u r i t y  system o r  subsidy 

regula t ions .  I n  a d e f i n i t i o n  of t h e  secondary economy with  t h e  exuphasis OE 

t h e  f i n a n c i a l  consequences f o r  t h e  publ ic  household, al1 t a x  r e s i s t a n c e  

a c t i v i t i e s  and abuses of goverment  funds are re levan t .  These a c t i v i t i e s  

a r e  not homogeneous: t a x  r e s i s t a n c e ,  f o t  example, covers  a v i d e  range of 

methods t o  r e s i s t  t o  a v a r i e t y  of taxes .  According t o  Van de Braak (1983) 

t h e  usua l  d i s t i n c t i o n  between l e g a l  ( t a x  avoidance,  improper use of funds) 

and i l l e g a l  ( t a x  evasion,  misuse of funds) a c t i v i t i e s  i s  not  very re levan t  

i n  a publ ic  household context .  A c t i v i t i e s  i n  both c a t e g o r i e s  "a re  con t ra ry  

t o  t h e  i n t e n t i o n  of t h e  government and have t h e  s i m i l a r  e f f e c t  of br inging 

about an  unintended and undesired r e d i s t r i b u t i o n  of income". 

Pen (1983) r i g h t l y  n o t e s  t h a t  an  x m i l l i a r d  g u i l d e r  secondary economy 

( a s  def ined above) does not  cause an x m i l l i a n i  gap i n  t h e  government 

budget. I n d i r e c t  e f f e c t s  have t o  be taken i n t o  account a s  wel l :  t h e  govern- 

ment revenues foregone i n  consequence of a n  x m i l l i a r d  t a x  evasion mag be 

less than t h e  amount of t h e  l o s s ,  i f  e.g. p a r t  of t h e  income from evasion 

i s  spent on r e g u l a r  commodities, t h e  product ion and s a l e  of which a r e  

s u b j e c t  t o  t axa t ion .  



















4. Methods of Measurement - General  Descr ip t ion  

Diagram 1 shows how t h e  method of measurement i s  a mediating f a c t o r  between 

secondary a c t i v i t i e s ,  a v a i l a b i l i t y  of in fo rmat ion  and informant  a t t i t u d e  on one 

s i d e ,  and d i s t o r t i o n  of Gross Domestic Product (GDP) on t h e  o ther .  Secondary 

a c t i v i t i e s  may, depending on t h e  method of measurement, l e a d  t o  f r a u d  d i s t o r -  

t i o n ,  while d a t a  a v a i l a b i l i t y  t o g e t h e r  wi th  e s t i m a t i o n  p r a c t i c e  a f ' f ec t s  t h e  

s t a t i s t i c a 1  d i s t o r t i o n .  

Diagram 1.Causes and media f o r  d i s t o r t i o n  

causes  mediating f a c t o r  d i s t o r t i o n  i n  GNP 

method of measurement 

I n  t h e  preceding s e c t i o n  t h e  secondary a c t i v i t i e s ,  which a r e  r e l e v a n t  t o  t h e  

n a t i o n a l  accounts  were s i n g l e d  out.  I n  t h i s  s e c t i o n  some genera1 c h a r a c t e r -  

i s t i c s  of methods of measurement w i l 1  be discussed.  

d a t a  a v a i l a b i l i t y  

respondent a t t i t u d e s  

- * 

One very important  a spec t  of a method of measurement i s  i t s  dependence on ' 

informants .  Often in format ion  about p roduc t ion  i s  obta ined d i r e c t l y  from t h e  

producer o r  f rom a p a r t y ,  which i s  involved i n  t r a n s a c t i o n s  wi th  t h e  producer. 

Some methods, however a r e  independent of such respondent i n f o m a t i o n ;  t h e y  a r e  

unobtrus ive  methods of measurement, t h a t  deduce t h e  s i z e  of economic a c t i v i t y  

from o b j e c t i v e l y  observable  f a c t o r s .  For  example, p a r t  of t h e  p roduc t ion  of 

a g r i c u l t u r e  i n  The Netherlands i s  es t imated  from in format ion  about a g r i c u l t u r a l  

land use ,  which i s  measured annua l ly ,  and Fe ige  (1979) e s t i m a t e s  t h e  e n t i r e  

n a t i o n a l  income from c u r r e n t  monetary t r a n s a c t i o n s .  

_j> 
s t a t i s t i c a 1  

d i s t o r t i o n  
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5. Methods of Measurement: Dutch P r a c t i c e  

E s s e n t i a l l y ,  t h e  Netherlands C e n t r a l  Bureau of S t a t i s t i c s  uses  t h e  product ion 

method t o  e s t i m a t e  GDP. Informat ion ob ta ined  v i a  surveys  of e n t e r p r i s e s  and 

t h e  government i n s t i t u t i o n s  i s  i n t e g r a t e d  annual ly  i n  t h e  framework of an  

input-output t a b l e ,  where i n c o n s i s t e n c i e s  a r e  discovered and have t o  be cor-  

r ec ted  f o r .  The inpu t -ou tpu t tab le  i s  t h e  b a s i s  f o r  t h e  n a t i o n a l  accounts.  The 

advantage of t h i s  procedure i s ,  t h a t  a l1  sales and purchases of t h e  v a r i o u s  

i n d u s t r i e s  can be compared i n  a n  i n t e g r a t e d  framework. This  g i v e s  opportun- 

i t i e s  t o  d e t e c t  i n c o n s i s t e n c i e s ,  i m p l a u s i b i l i t i e s  and p o s s i b l e  mis inf  ormation 

by respondents.  

Two s t a g e s  can be d i s t inghu ished  i n  t h e  e s t i m a t i o n  process:  i n  t h e  f i r s t  

s t a g e  i n d u s t r y  s p e c i a l i s t s  c o l l e c t  d a t a  on t h e  i n p u t s  and o u t p u t s  of each 

indus t ry .  The r e s u l t i n g  value-added e s t i m a t e  w i l l  be c a l l e d  t h e  i n i t i a l  esti- 

mate. The i n i t i a l  e s t i m a t e  i s  sometimes, e s p e c i a l l y  i n  t h e  s e r v i c e s  s e c t o r ,  

r a i s e d  t o  account f o r  f raud.  I n  t h e  second s t a g e  of t h e  e s t i m a t i o n  p rocess  t h e  

i n i t i a l  e s t i m a t e s  w i l l  be f u r t h e r  improved and made c o n s i s t e n t  dur ing  t h e  

i n t e g  r a t i o n  of a l1  i n d i v i d u a l  i n d u s t r y  i n f  ormation i n  t h e  f  ramework of an  

input-output t a b l e .  The i n i t i a l  e s t i m a t e s ,  which i n  some c a s e s  were a l r e a d y  

r a i s e d  by e x p l i c i t  f r aud  margins, a r e  rev i sed  by i n t e g r a t i o n  c o r r e c t i o n s  and 

t h e  r e s u l t i n g  f i g u r e  w i l l  be c a l l e d  t h e  f i n a l  estimate. I n  t h e  next s e c t i o n s  

only  t h e  methods of measurement and d i s t o r t i o n  up t o  t h e  f i r s t  s t a g e  of t h e  

e s t i m a t i o n  p rocess  w i l l  be discussed.  

5.1. The i d e a l  measurement wih t h e  product ion method 

I n  an  i d e a l  a p p l i c a t i o n  of t h e  p roduc t ion  method, t h e  s t a t i s t i c i a n  o b t a i n s ,  

f o r  every producer,  d a t a  on p r o d u c t i o n  and in te rmedia te  consumption from which 

he d e r i v e s  a value  added f i g u r e .  By d e f i n i t i o n ,  t h e  v a l u e  added of t h e  govern- 

ment and of some government-related i n s t i t u t i o n s  i s  c a l c u l a t e d  i n  a d i f f e r e n t  

way: a s  t h e  cum of a l 1  compensations of employees. Data on product ion and 

in te rmedia te  consumption should be based on observa t ions  of commodity t r a n s -  

a c t i o n  (commodities having a wide i n t e p r e t a t i o n ,  i n c l u d i n g  s e r v i c e s ) .  Produc- 

t i o n  i s  composed of t r a n s a c t i o n s  regarding s a l e s  and t h e  change i n  inventory 



of f i n i s h e d  good, whi le  consumption c o n s i s t s  of purchases and t h e  change of 

inventoxy of goods t o  be used i n  t h e  production process.  Di rec t  phys ica l  

observat ion by t h e  s t a t i s t i c i a n  i s  t h e  i d e a l ,  but genera l ly  not  f e a s i b l e  way 

t o  o b t a i n  t h i s  i n f  ormation and surveys a r e  t h e  more ' p r a c t i c a 1  so lu t ion .  

I n  p r i n c i p l e  t r a n s a c t i o n s  betveen domestic producers a r e  measured twice:  a t  

t h e  buyer's end and a t  t h e  s e l l e r ' s  end. These measurements can be compared, 

e s p e c i a l l y  i f  a l1 informat ion i s  c l a s s i f i e d  rind s p e c i f i e d  i n  t h e  same, v e l 1  

defined way, i f  both value- and q u a n t i t y  information i s  a v a i l a b l e  and i f  t h e  

o r i g i n s  of purchased goods and t h e  d e s t i n a t i o n s  of sold  goods a r e  known. In- 

formation i n  t h e  surveys  of domestic producers about goods purchased abroad o r  

de l ive red  t o  c a t e g o t i e s  of f i n a l  expenditure can a l s o  be compared, i f  addi- 

t i o n a l  c o r r e c t l y  c l a s s i f  i e d  and specif  i e d  d a t a  about f o r e i g n  t r a d e ,  consump- 

t i o n  of households, government expendi ture  and investment of e n t e r p r i s e s  i s  

a v a i l a b l e  . 

5.2. Deviations f rom t h e  i d e a l :  a s p e c t s  of Dutch measurement p r a c t i c e  

The i d e a l  descr ibed above does not e x i s t  i n  p r a c t i c e .  Not al1 Dutch producers 

a r e  covered by surveys o r  by phys ica l  observat ions .  I n  a d d i t i o n  t o  t h e  survey 

method a v a r i e t y  of procedures i s  used t o  estimate value  added. Rather  t h a n  

one genera l  product i o n  method t h e r e  e x i s t  s e v e r a l  measurement methods wi th in  

t h e  f ramework of t h e  product ion method . 
Three c r i t e r i a  a r e  used t o  d i s t i n g u i s h  between t h e s e  measurement methods: 

( a )  From which v a r i a b l e s  a r e  t h e  value  added f i g u r e s  der ived? Generally t r a n s -  

a c t i o n s  of goods a r e  observed, which l e a d s  v i a  e s t i m a t e s  of product ion and 

in te rmedia te  consumption t o  a value  added es t imate .  I f  t h i s  i s  not  f e a s i b l e  

value added i s  es t imated  from income t r a n s a c t i o n s .  

(b) Who i s  t h e  source  of informat ion? Espec ia l ly  informat ion about t h e  t r a n s -  

a c t i o n  of goods can be obta ined from var ious  sources :  d i r e c t l y  from t h e  

producer, o r  i n d i r e c t l p  from o t h e r  p a r t i e s  i n  t h e  t r ansac t ion .  I n  excep- 

t i o n a l  cases  t h e  s t a t i s t i c i a n  does n o t  have t o  depend on w r i t t e n  informa- 

t i o n  from producers:  e s t i m a t e s  of t h e  a g r i c u l t u r a l  land use a r e  an example 

of phys ica l  obse rva t ions  by t h e  s t a t i s t i c i a n  about ( p o t e n t i a l )  t r ansac-  

t i o n s  of goods. 









6. Categories of D i s t o r t i o n  

I n  respondent-dependent methods of measurement two informat ion f lows can 

g e n e r a l l y  be d i s t ingu i shed :  f i r s t l y  a f low within  t h e  e n t e r p r i s e ,  i n  which t h e  

producer-respondent i s  informed by h i s  employees and secondly a flow between 

t h e  producer-respondent and t h e  s t a t i s t i c i a n .  To br ing about an  in fonna t ion  

flow two a c t i o n s  a r e  necessary:  (1) t h e  observat ion,  t o  o b t a i n  informat ion and 

(2) t h e  d e s c r i p t i o n ,  t o  r e p o r t  t h e  information.  I n  each s t a g e  d i s t o r t i o n  i s  

poss ib le .  The observat ion can be wrong when percept ion does not conform t o  

r e a l i t y :  a t r a n s a c t i o n  may be i n c o r r e c t l y  observed, o r  w r i t t e n  informat ion may 

be misread. I n  t h e s e  cases  i t  i s  not t h e  i n t e n t i o n  of t h e  informant t o  d i s t o r t  

informat ion and t h e r e f o r e  such d i s t o r t i o n  i s  r e f e r r e d  t o  as statistica1 d i s -  

t o r t i o n .  S t a t i s t i c a l  d i s t o r t i o n  can a l s o  a r i s e  i n  t h e  d e s c r i p t i v e  s t a g e ,  f o r  

example by a s l i p  of t h e  pen i n  w r i t i n g  down t h e  infonnat ion.  But t h e  d i sc re -  

pancy between observa t ion  and d e s c r i p t i o n  can a l s o  be brought about i n t e n t i o n -  

a l l y :  an  employee exaggerates  h l s  expenses f o r  t h e  f i rm,  o r  a producer does 

not r epor t  hidden production.  These a r e  examples of f raud  d i s t o r t i o n .  

The d i s t o r t i o n  which may a r i s e  i n  i n i t i a 1  estimates of Dutch measurement 

p r a c t i c e  i .e. p r i o r  t o balancing c a l c u l a t i o n s  wi th in  t h e  input-output frame- 

vork, w i l 1  be c l a s s i f i e d  i n t o  a number of ca tegor ies .  The d i s t i n c t i o n s  i n  t h e  

c a t e g o r i e s  of f raud  d i s t o r t i o n  a r e  based on two observat ions:  who suppl ied 

i n t e n t i q n a l l y  i n c o r r e c t  informat ion and which v a r i a b l e  w a s  consequently 

d i s t o r t e d .  Fraud d i s  t o r t  ion  i s  caused by : 

( a )  i n t e n t i o n a l  misinformation by employees t o  t h e  p roducer in formant  about 

production o r  i n t e m e d i a t e  consumption. This  occurs  as a consequence of 

employee the f  t 

(b) i n t e n t i o n a l  mis informat ion by t h e  producer-informant about production o r  

in termediate  consumption. Secondary a c t i v i t i e s  l i k e  evasion of t a x e s  o r  

regu la t ions  may l e a d  t o  t h i s  behaviour 

( c )  i n t e n t i o n a l  mis infonnat ion by a t h i r d  pa r ty  ( u s u a l l y  ano ther  producer) 

about ( p a r t  o f )  t h e  product ion o r  in te rmedia te  consumption of t h e  producer 

concerned. This misinformation by th i rd -par ty  producers i s  caused by t h e  

Same secondary a c t i v i t i e s  a s  mentioned i n  category (b)  above 















7. I n d i c a t o r s  f o r  t h e  S u s c e p t i b i l i t y  t o  D i s t o r t i o n  

I n  previous  s e c t i o n s  t h e  f o c u s  was on methods of measurement. For each homo- 

geneous method of measurement t h e  d i s t o r t i o n  p o s s i b i l i t i e s  i n  t h e  i n i t i a 1  es- 

t i m a t e s  were desc r ibed  i n  t a b l e  4 .  This t a b l e  does no t  g i v e  a  p i c t u r e  of t h e  

d i s t o r t i o n  p o s s i b i l i t i e s  of a n  e n t i r e  i n d u s t r y ,  because g e n e r a l l y  t h e r e  i s  no 

one-to-one l i n k  f  rom measurement methods t o  i n d u s t r i e s .  Measurements f  o r  in -  

d u s t r i e s  a r e  nor homogeneous: more t h a n  one method of measurement i s  employed 

t o  e s t i m a t e  va lue  added of t h e  indus t ry .  This  s e c t i o n  focuses  on d i s t o r t i o n  a t  

t h e  i n d u s t r y  l e v e l .  F i r s t l y ,  we g i v e  f a c t o r s  which have t h e  p o t e n t i a l  t o  a f f e c t  

t h e  q u a l i t y ,  and t h e r e f o r e  t h e  s u s c e p t i b i l i t y  t o  d i s t o r t i o n ,  of t h e  i n d u s t r y  

es t imate .  These f a c t o r s  a r e  c h a r a c t e r i s t i c s  of t h e  i n d u s t r y  i t s e l f  and of t h e  

methods of measurement used f o r  t h a t  i n d u s t r y .  They r e f e r  t o  t h e  f i n a l  esti- 

mates,  which have come about a f t e r  c o n f r o n t a t i o n s  and c o r r e c t i o n s  have been 

made i n  t h e  framework of t h e  input-output t a b l e .  Secondly, f o r  each i n d u s t r y  a  

rough i n d i c a t i o n  of t h e  s c o r e  pe r  f a c t o r  i s  provided.  A minus-score i n d i c a t e s  

t h a t  t h e  f a c t o r  i s  a  p o t e n t i a l  exp lana t ion  f o r  a p o s s i b l e  d i s t o r t i o n  i n  t h e  

i n d u s t r y  es t imate ;  i t  does not i n d i c a t e  t h a t  t h e  f a c t o r  a c t u a l l y  causes  a  

d i s t o r t  ion. 

The fol lowing,  sometimes over lapping f a c t o r s  f o r  d i s t o r t i o n  s e n s i t i v i t y  of 

t h e  f  i n a l  indus t  ry e s t i m a t e s  a r e  d i s t i n g u i s h e d  : 

Controls  and sanc t ions .  Lack of c o n t r o l  on p h y s i c a l  t r a n s a c t i o n s  o r  on t h e  

w r i t t e n  in format ion  about t h e s e  t r a n s a c t i o n s  makes i t  e a s i e r  t o  misinform 

t h e  t a x  o f f i c e  o r  any o t h e r  i n s t i t u t i o n .  Cont ro l s  may be combined wi th  

sanc t ions  on mis informat ion,  as i s  f o r  example t h e  c a s e  wi th  forwarding 

agen t s ,  who r i s k  t o  l o s e  t h e i r  l i c e n s e  i f  they  supply t h e  customs o f f i c e  

w i t  h  i n c o r r e c t  i n f  ormation. Government i n s t i t u t i o n s  and indus t  r i e s  under 

d i r e c t  c o n t r o l  of t h e  government, l i k e  p u b l i c  t r a n s p o r t ,  communications 

and banks have a  p o s i t i v e  s c o r e  on t h i s  f a c t o r .  Apar t  from t h e  p o s s i b i l i -  

t ies f o r  c o n t r o l ,  t h e r e  i s  no r e a l  i n c e n t i v e  f o r  government i n s t i t u t i o n s  

t o  g e t  involved i n  a c t i v i t i e s  l i k e  t a x  evasion,  because t h e y  a r e  n o t  sub- 

j e c t  t o  d i r e c t  t a x a t i o n .  Large p r i v a t e  e n t e r p r i s e s  a r e  c o n t r o l l e d  reason- 

ab ly  w e l l ,  f o r  example because of p e r i o d i c a l  a u d i t s  of t h e  books. Fur ther-  

more more people would have t o  be involved i n  i r r e g u l a r  a c t i v i t i e s  of l a r g e  











8. Trade-offs between Fraud D i s t o r t i o n  and S t a t i s t i c a l  D i s t o r t i o n  

The choice  of measurement methods a f f e c t s  both t h e  s i z e  of t o t a l  d i s t o r t i o n  and 

i t s  d i s t r i b u t i o n  over  i t s  main components: t h e  f r a u d  b i a s  and t h e  statistical 

bias.  The f raud b i a s  tends  t o  be smal ler  wi th  measurements that do not  re19 on 

respondents a t  a l l ,  o r  only use  non-involved infonnants .  Unobtrusive measure- 

ments completely e l imina te  f raud d i s t o r t i o n ;  t h i s  a p p l i e s  f o r  example when 

c u r r e n t  monetary t r a n s a c t i o n s  a r e  measured t o  e s t i m a t e  n a t i o n a l  income, as i s  

t h e  case  i n  F e i g e ' s  (1979) t r a n s a c t i o n  method. S t a t i s t i c a l  e r r o r s  tend t o  be 

smal ler  i f  measurements can be f i t t e d  d i r e c t l y  i n t o  t h e  d e f i n i t i o n s  and class- 

i f i c a t i o n s  of t h e  o v e r a l l  accounting framework. With respec t  t o  Dutch m e a s u r e  

ment p r a c t i c e  t h i s  i s  more l i k e l y  i f  t h e  observat ions  on value  added r e l a t e  t o  

t h e  t r a n s a c t i o n  of goods and a r e  made a t  t h e  product ion u n i t  concerned. I n  t h e  

recent  h i s t o r g  of Dutch p r a c t i c e  t h e r e  has  been a tendency t o  rep lace  " indi-  

r ec t "  and "remaining measurements" by " d i r e c t  measurements" i n order  t o  reduce 

t h e  s t a t i s t i c a 1  b ias .  This i s  i l l u s t r a t e d  by t h e  i n t r o d u c t i o n  of new produc- 

t i o n  surveys of manufacturers of ins tnmients  and o p t i c a l  goods, i n  construc- 

t i o n ,  t r a d e ,  h o t e l s ,  c a f e s  and r e s t a u r a n t s  and i n  t h e  car r e p a i r  business.  The 

switch from " i n d i r e c t  measurements* and unobtrus ive  "guesstimates" (which 

belong t o  t h e  category "remaining es t imates")  t o  d i r e c t  measurements i n t r o -  

duces a sys temat ic  f raud  d i s t o r t i o n  v i a  t h e  p o s s i b l e  misinformation by pro- 

ducers  o r  employees. I n  rep lac ing  rnethods, t h a t  do no t  r e l y  on ( d i r e c t l y  in- 

volved) respondents by d i r e c t  measurements t h e  s t a t i s t i c a 1 , q u a l i t y  may in- 

c rease ,  but a t  t h e  c o s t  of newly introduced s e n s i t i v i t y  t o  f raud.  

I n  diagram 3 i t  i s  assumed, t h a t  t h e  i n i t i a 1  e s t i m a t e  of GDP i s  t o o  low 

because of f raud and s t a t i s t i c a l  e r r o r s  which a r e  negat ive  on balance. The 

diagram i l l u s t r a t e s  how t h e  s i z e  and t h e  d i s t r i b u t i o n  of t h e  d i s t o r t i o n  may be 

a f f e c t e d  by a change i n  t h e  s e t  of measurement methods, which e n t a i l s  t h e  

replacement of unobtrus ive  methods by d i r e c t  surveys. 











9. Conclusions 

I n  consider ing secondary a c t i v i t i e s  and t h e  f raud  d i s t o r t i o n  they cause  i n  t h e  

n a t i o n a l  accounts ,  it i s  necessary  t o  t a k e  i n t o  account t h e  r o l e  of measure- 

ment methods. Not on ly  a r e  they a mediating f a c t o r  i n  t h e  g e n e r a t i o n  of f r a u d  

d i s t o r t i o n ,  but they a l s o  a f f e c t  t h e  s i z e  of t h e  s t a t i s t i c a l  d i s t o r t i o n .  Fraud 

d i s t o r t i o n  and s t a t i s t i c a 1  d i s t o r t i o n  a r e  r e l a t e d  through t h e  choice  of t h e  

method of measurement: a change i n  t h e  method of measurement rnay simultane- 

ously  cause a decrease  i n  f r a u d  d i s t o r t i o n  and an  i n c r e a s e  i n  statistica1 d i s -  

t o r t i o n  o r  v i c e  versa .  Therefore i t  i s  undes i rab le  t o  s tudy  f r a u d  d i s t o r t i o n  

s e p a r a t e l y  from s t a t i s t i c a 1  d i s t o r t i o n :  t h e s e  two components of d i s t o r t i o n  

should be d e a l t  wi th  i n  t h e i r  mutual  connection.  

The var ious  c a t e g o r i e s  of fraud- and s t a t i s t i c a 1  d i s t o r t i o n  each have d i f -  

f e r e n t  d i s t o r t i o n  c h a r a t e r i s t i c s ,  f o r  both t h e  l e v e l  of GDP and t h e  growth 

over time. The l e v e l  of GDP may, on a s p e c i f i c  p o i n t  i n  t ime,  be d i s t o r t e d  i n  

a c e r t a i n  d i r e c t i o n  and a d i s t o r t i o n  i n  e i t h e r  d i r e c t i o n  rnay be s i z e a b l e  o r  

small .  A d i s t o r t i o n  rnay be c o n s t a n t  over  t ime,  i t  rnay have random f l u c t u a -  

t i o n s ,  o r  i t  rnay i n c r e a s e  o r  decrease  s y s t e m a t i c a l l y .  Some of t h e s e  p o s s i b l e  

d i s t o r t i o n  p a t t e r n s  a r e  more undes i rab le  from t h e  p o i n t  of view of t h e  policy- 

maker o r  t h e  r e s e a r c h e r  than  o t h e r s .  Because t h e  t y p e s  of d i s t o r t i o n  and t h e i r  

c h a r a c t e r i s t i c s  a r e  dependent on t h e  measurement method used,  i t  i s  p o s s i b l e  

t o  i n f l u e n c e  both t h e  type and t h e  s i z e  of d i s t o r t i o n .  The d i s t o r t i o n  problem 

can be considered a s  a d e c i s i o n  problem, where t h e  s t a t i s t i c i a n ,  g iven  a number 

of exogeneous phenomena l i k e  t h e  e x i s t e n c e  of secondary a c t i v i t i e s ,  s e l e c t s  

methods of measurement i n  o r d e r  t o  r e a l i z e  t h e  l e a s t  undes i rab le  d i s t o r t i o n  

p a t t e r n .  F u r t h e r  r e s e a r c h  i s  needed t o  a n a l y s e  c h a r a c t e r i s t i c s  of t h e  v a r i o u s  

c a t e g o r i e s  of s t a t i s t i c a 1 6 )  and f  raud d i s t o r t i o n  and t o  formulate  ob j e c t i v e s  

wi th  respec t  t o  t h e  s e r i o u s n e s s  of a l t e r n a t i v e  d i s t o r t i o n  p a t t e r n s .  
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