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1. Wthin the activities related to the inplenentation of the new version
of SNA, prominence is given to the estimation of the activities that the
SNA93 describes as illegal activities, underground and informal. The

estimation of such activities is necessary to guarantee the exhaustiveness of
the national accounts estimates according to the producti on boundaries
defined by the new econom c accounting system

2. Until now, in working on this issue we have encountered various terns
such as: underground, conceal ed, hidden, shadow, informal, illegal, crimnal
etc. econony, the content of which was not clearly and unanbi guously

descri bed.
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3. The SNA93, for the first tinme, has built a coherent framework for the
identification of this area; therefore, it is possible to capitalise on this
consi derable work and to adopt at the international |evel a honpbgeneous

| anguage as a basis for describing and anal ysing the phenonmenon. Even if the
SNA93 definitions do not provide a conclusive solution, we believe that it is
necessary to refer to it in order to consolidate a coherent and conplete
framework to measure the such activities in their entirety, that for reasons
of clarity and ease we call Non Observed Economy.

l. THE CONCEPTUAL FRAMEWORK: SCOPE, DEFI NI TI ONS AND MAI N STATI STI CAL
PROBLEMS FOR AN EXHAUSTI VE ESTI MATE OF PRCDUCTI ON

Scope

4, If our objective is to anal yse the exhaustiveness of GNP estimtes, our
first concern is the delimtation of what shoul d/should not be included in
nati onal accounts. Therefore, the boundary between productive activities that
shoul d/ shoul d not be covered by the non-financial part of the system of

nati onal accounts nust be defined.

5. As regards productive activities, the SNA93 introduces two different
ref erence universes:

(1) t he general production boundary, which draws the |ine between
non- econom ¢ and econom ¢ production, where the latter includes
all activities “carried out under the control and responsibility
of an institutional unit that uses inputs of |abour, capital, and
goods and services to produce outputs of goods or services" "of a
ki nd that can be delivered or provided to other institutiona
units* (SNA93: 6.15 and 6.6). In short, any activity inplying
human i nvol venent or direction resulting in outputs capabl e of
bei ng exchanged.

(2) t he SNA production boundary, i.e. the one that applies to our
anal ysis of exhaustiveness, which is nore restricted than the
general one and delimtates the range of productive economnic
activities which should be accounted for by GNP estimates.
Activities excluded fromthis boundary are all househol d
activities that produce personal or domestic services for own
final consunption within the same househol d, except for services
produced by enploying paid domestic staff and the inputed rent on
owner - occupi ed dwel |i ngs.

6. However, at the tinme of own-account production of some goods it may not
be known whether, or in what proportions, the goods produced are destined for
the market or for own use. The SNA provides a |list of types of production

(e.g. agriculture and other primary products) that are included irrespective
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of whether or not they are intended for own final consunption (see SNA93:
6.24).

7. The production boundary wi thin househol ds (SNA93: 6.23-6.33) has been
the subject of considerable debate during the |last revision process of the
SNA. The System acknow edges that certain kinds of household activities may
be particularly inportant in some devel oping countries and that this issue
deserves careful consideration; however, the choice nmade agai nst inmputing
val ues for unpaid domestic or personal services produced and consumed within
househol ds has been justified on grounds of the following three main
argument s:

1. limted repercussions on the rest of the econony;
2. difficulty in the inputation of nonetary val ues;
3. adverse effects on the useful ness of the accounts for

macr oeconom ¢ anal ysis and policy purposes.

8. In connection with the third argunment, one inportant point needs to be
kept in mind if the practical inmportance of the theoretical discussion on
production boundaries is to be fully grasped. The SNA producti on boundary is
al so relevant for |abour force and enpl oynent statistics: according to ILO
guidelines, it applies to the definition of the category of the ‘economcally
active popul ation’, which should conprise all persons of either sex who
furnish the supply of Iabour for the production of econonmic goods and
services as defined by the United Nations System of National Accounts. It is
clear therefore how shifting the profile of the boundary may have an

i nportant influence on key soci o-econonic vari abl es.

9. On bal ance, the foregoing delimtation of productive activities within
househol ds has been drawn nore on practical rather than conceptual grounds.
However, dealing in nore detail with this nmatter is beyond the scope of this
wor k. Undoubt edl y, whether we agree or not and even if our aimis to
challenge it, it is useful to have a clear understanding of the current

i nternational standard in order to allow neani ngful compari sons and

di scussi on.

10. Finally, it is worth nentioning that the informal-formal distinction
remai ns one of the nost inportant items on the agenda of future research in
nati onal accounting for the Statistical Comm ssion of the United Nations,
which intends to continue work in collaboration with the | ead agency in this

field, the International Labour Organisation (see SNA93: xliii).
Definitions
11. Wt hin the production boundary, national accounts provide an exhaustive

measur e of production when they cover production, primry income and
expenditures that are directly and non directly observed in statistical
surveys or admnistrative files (see European Comr ssi on Decision 94/ 168/ EC,
Eurat om of 22 February 1994, Article Type 2, Title Il, Definition of Terns).
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According to the internationally accepted definition described in the SNA
1993, the Non directly Observed Economy (hereinafter NOE, drawing this term
as a convenient summary, fromthe Decision), includes the follow ng “areas"

(1) illegal, (2) underground, (3) informal sector

12. The SNA93 contains the definitions of the illegal and underground
econony (SNA93: 6.30-6.36), and the instruments to identify the inform
sector.

13. Illegal activities are those forbidden by |aw (i.e. production and
distribution of illegal drugs) or those that may be legal activities in

t hemsel ves, but not when they are carried out by unauthorised actors (i.e.
unli censed practising of a profession). Illegal production is thus classified
by the SNA in two categories:

(a) the production of goods and services whose sale, distribution or
mere possession is forbidden by |aw

(b) production activities which are usually | egal but which becone
illegal when carried out by unauthorised producers.

14. Bot h ki nds of production are included within the production boundary of
the System provided that they are genui ne processes whose outputs consist of
goods and services for which there is an effective market demand.

15. VWhen recomrendi ng the inclusion of illegal activities within the
production boundary, the SNA mekes a clear distinction between transactions
mut ual |y agreed upon by the purchaser and the seller (i.e. drug, stolen goods
trafficking, prostitution), which are included; and other activities where
such mutual agreenment is mssing (i.e. extortion, theft), which are

excl uded.

16. Attention also needs to be paid to the fact that illegal activities can
be either productive or redistributive and that only the former have an

i npact on GNP estimates, whereas the latter only inply a redistribution anmong
the various institutional sectors.

17. Under ground econony stands for all |egal production unknown to public
authorities due to various reasons:

(a) to avoid the paynent of income, value added or other taxes;

(b) to avoid the paynent of social security contributions;

(c) to avoid having to neet certain | egal standards such as: m ninmm
wages, maximum hours, safety or health standards, etc.

(d) to avoid conplying with certain admnistrative procedures, such as
conpl eting statistical questionnaires or other adm nistrative
forms.
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18. Therefore, underground activities can be defined either as “econom c
under ground®, indicating those activities characterised by the deliberate will

not to respect administrative standards, with the purpose of cutting
production costs (itens (2a) (2b), (2c), or as “statistical underground"

i ndicating those activities that are not surveyed because of inefficiencies
in the statistical information systemor the lack of statistical sensitivity
on the part of the institutional units (private bodies, corporations, etc.)
that are requested to conmpile statistical questionnaires (item 2d).

19. Soneti mes the borderline between underground and illegal production may
be blurred. Although both of them should be accounted for by GNP estinates
(“provided that they are genuine production processes whose outputs consist of
goods and services for which there is an effective market demand", SNA93:
6.31), it is however useful for operational purposes to make a distinction
between them Two further observations are needed to clarify this concept.
First of all, the lack of adm nistrative “authorisation® al one is not
sufficient to define an activity as “illegal“ Secondly, a distinction nust be
made among various kinds or "l evel s" of activities that break the law. On the
one hand, illegality in the strict sense refers to acts violating the pena
code. This is the kind of illegality that is typical of illegal activities as
defined by the SNA93. On the other hand, illegality in the broad sense refers
to all other activities that break the law, in particular the rules about
taxes, social security/pension contributions, sone |egal standards such as

m ni mum wages, maxi mum hours, safety or health standards, etc. As mentioned
before, productive activities that do not conply with these or other

adm nistrative rules are regarded by the SNA as “underground economy"“. These
exanpl es clearly show the inportance to describe what is defined as ill ega
production in each single country, so as to guarantee conparability of G\P
estimates at the territorial level (anpbng different countries) and over tinme
(for the sane country over different years).

20. To define the Informal sector, the SNA93 refers to institutiona
production units characterised by:

(a) a low level of organisation

(b) little or no division between | abour and capital

(c) labour relations based mainly on occasi onal enploynent,
ki nship or personal and social relations, as opposed to
formal contracts.

21. These units belong to the househol d sector and cannot be associated to
ot her production units. In such units the owner is fully responsible for al
financi al and non-financial obligations undertaken for the productive
activity. There is no need to underline that informal activities are not
necessarily carried out in order to evade taxes or other controls related to
soci al security contributions (as nmentioned before, these are rather the
notivations for underground econom c activities).
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22. On the basis of the laws in force in each country, for exanple, this
sector may be identified by referring to the "size" of the production unit
and/or to the characteristics of the legislation (no obligation whatsoever to
regi ster with public authorities).

23. Wt hin the household sector the informal sector includes “informal* own-
account enterprises and enterprises of “informal"“ entrepreneurs. Oning to
operational reasons, these two categories may be further reduced to
production units that do not need to register with the fiscal authorities or
social security institutions in order to carry out their activity, as long as
they are institutional production units as defined by the SNA93.

Main problens affecting the exhaustiveness of National Accounts: the

statistical point of view

24, Fromthe statistical point of view, neasuring NOE is obviously a very
difficult endeavour because of the elusive nature of what is being measured
and, consequently, the approximations made in the nmeasurenent process. Figure
1 shows how the aforenmenti oned phenonena relate to the statistical problens
to be addressed by national accountants, to the origins of such problens, and
to their inpact on the statistical systemand the different NCE typol ogi es
that can be identified accordingly. These issues are then briefly illustrated
to highlight the statistical aspects involved in the neasurenment of the

si ngl e NCE comnponents.
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Non- Reqgi stered Activities

25. The exi stence of non-registered production activities inplies that there
are mssing institutional units in our data sources (statistical or

adm ni strative sources). The nost inportant consequence is the |ack of
reliabl e business registers. Let us analyse how this situation arises.

26. The first and sinplest reason for non-registered activities is the
illegal activity. There is no need to go into the details of the reasons why
such activities cannot be surveyed directly and why they are m ssing from our
data sources (in fig. 1 this corresponds to NCE type 1 - illegal sector, non
regi stered).

27. Production units in the “informal* sector may be m ssing sinply because
they are not requested to register at all by any kind of |egislation

al t hough sonmetimes they nust account for their activity to the fisca
authorities, a situation existing in sone transition countries (in our

typol ogy this corresponds to NCE type 2 - informal sector, non registered).

28. Anmong the enterprises belonging to the “formal“ sector, sone units are
m ssing due to the deliberate intention to avoid the existing obligations to
regi ster. The main reason for such behaviour is to avoid additional costs of
various kinds: value added taxes, social security contributions, costs
related to the conpliance with health and safety standards, etc. (NOE type 3
- underground econormy, non registered).

29. Wthin the “formal * sector, enterprises may al so be missing in our
sources due to statistical reasons (independent fromtheir will). This can
happen, for exanple, because of: (1) the great turbulence in the enterprise
uni verse, such as the high rate of turnover of enterprises (considerable in
econom ¢ systenms where the share of small-sized production units is
particularly high); (2) the |lack of adequate |laws and rul es about statistics;
(3) the lack of efficiency in the statistical system The mai n consequence of
that is the difficulty to nmaintain reliable business “registers" and,
therefore, the inpossibility to guarantee the exhaustiveness of the

i nformati on derived from busi ness surveys (NOE type 4 - statistica

under ground, non registered).

Underreporting

30. Thi s occurs when data provided by a production unit are not consistent
or have abnormal characteristic values (i.e. cost/production ratio). In
general , this happens because one or nore conponents contributing to make up
the production value are underreported or, vice versa, because cost
conmponents are over-reported. In all cases, the final result is an
underreporting of the enterprise’s profits, highlighted by an underestinmate
of the value added. Such underreporting can be identified both within the

i nformal sector (should tax returns about such production units be avail abl e)
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and within the underground econony (in the first case it is NOE type 5 -
underreporting, informal sector; in the second case, it is NCE type 6 -
underreporting, underground econony).

Non response

31. This is a problemrelated to the “"statistical sensitivity" of single
enterprises, a problemwell known to statisticians and dealt with by a vast
literature on the nmethodol ogies used to elimnate its consequences in order
to estimate data for such production units. Therefore, we will not discuss
this issue here (NOE type 7 - non response, statistical underground).

Lack of updated information

32. Usually this is due to the fact that the registers constructed and /or
used by National Statistical Institutes are not reliable. In general, we
refer to problens related to out-of-date information on production units
i nside statistical and/or adm nistrative “registers®. The | ack of updating can
be due to various kinds of changes in the production structure of
enterprises, such as:
- enterprises that do not exist any |longer, but are still considered
as “active" ones;
- changes in the structure (nergers, etc.);
- changes in size/dinension (in terms of subordinate enpl oyees or of
turnover, etc.);
- changes in econom c activity;
- changes in the geographical distribution of production units.

33. Qobviously, all of the above nentioned itens affect the exhaustiveness
and the quality of national accounts, as they affects both the |evel of
estimtes (causing overestimation errors) and their analysis by geographica
area and by economic activity (NOE Type 8 - statistical underground, non
updat ed) .

. ACTI VI TI ES FOR CONTRI BUTI NG TO ACHI EVE EXHAUSTI VENESS OF GNP ESTI MATES
BY | NTERNATI ONAL ORGANI SATI ONS

34. Ensuring the exhaustiveness of GNP estimates including the NCE is
i nportant for at |east two reasons:

(1) To avoid distortions in the system of national accounts, so to
guar antee an adequate organi sational schene of econom c aggregates;

(2) To provide a correct picture of the econony so that an adequate
basis for econom c analysis and policy-making can be realised.

35. In the follow ng paragraphs we will present four exanples of how the
probl em of ensuring the exhaustive coverage of productive activities has been
tackled in four different groups of countries within the ECE region with the
assi stance of international organisations.
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Eur opean Uni on (EU Comm ssion, FEurostat)

EU Menber countries

36. At European level, the quality of national accounts (NA) estimtes has,
in recent years, increasingly becone an issue of critical inportance. This

i ssue has al so been gaining autonony fromthe theoretical point of viewin
the field of data quality, typical of statistical surveys. To obtain a
“measure of the total quality of NA estimates®, the definition and
gquantification of the “"exhaustiveness" of the results, i.e. the el enent
resulting fromthe non observed economy, has, together with other statistica
el ements a fundanmental inportance. 1/

37. I ndeed, inproving the exhaustiveness, reliability, conparability and
representativity of the Menber States’ GNP estimates is a high priority for
the EU Commi ssion, in particular because a part of the Menmber States’
contributions to the EU budget is cal cul ated by applying a formula to G\P
The quality of GNP figures is of course also inportant for a series of other
reasons, nanely the increasing need to conpare NA data as the conpletion of
the internal market progresses; and, the need to rely on sound macro-economnic
i ndi cators as anal ytical tools for the co-ordination of economic policies as
wel|l as for fram ng and inplenenting Comunity policies (e.g. distributing
structural fund resources).

38. Specifically, as regards exhaustiveness, Menber States have undertaken
wor k under |egally binding obligations. Two inportant pieces of |egislation
need to be pointed out here. First, Council Directive 89/130/EEC, Euratom of
13 February 1989 on the harnonisation of the conpilation of GNP at market
prices, where the problem of exhaustiveness is explicitly mentioned 2/ anopng
the issues to be considered by a specific Commttee (the "GNP Committee") set
up by Member States and the Comm ssion. Wth the objective to lay the
foundations for future work, this directive has required Menber States to
provi de the Commission with an inventory of the procedures and basic
statistics used to calculate GNP and its conponents. Second, Comnri ssion
Deci si on 94/ 168/ EC, Euratom of 22 February 1994 on neasures to be taken for
the inplenentation of the Directive of 1989. According to this Decision
Menber States 3/ are required to follow a single uniformwrk programe to
verify/linprove the exhaustiveness of G\NP. It should be noted, however, that
even though illegal activities are inside the SNA93/ ESA95 production
boundary, they have been excluded for the time being fromthe scope of this
programe on grounds of practicality and because their inmportance relative to
GNP i s considered very | ow.

39. From the technical point of view, the work programme can be briefly
illustrated as foll ows:

(a) Description of calculations and adjustnents already in use. Menber
States woul d provide detailed information on all of the existing
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adj ustnents, both inplicit and explicit, made to ensure the
exhaustiveness of their GNP estimtes. Exanples of inplicit

adj ustnments are quantity-price calcul ations and estimtes derived
fromthe demand side using expenditure surveys.

(b) Verification of exhaustiveness using enploynment data. Menber
States would verify the exhaustiveness of GNP using estimates of
the | abour factor underlying production. The reasoning behind this
approach, which has been inspired by the example of Italy 4/, is
as follows. If the same sources which are needed to estimate
production and/ or value added in the national accounts
(enterprises’ side) can also be used to yield an estimte of
enpl oynent, than that enploynent estimte can al so be assessed for
conpl eteness agai nst the estimtes of enploynment avail able from
denogr aphi ¢ data sources (households’ side). This exercise has
been clearly sunmari sed by Hayes and Lozano (1998) 5/.

(c) Description of regulations and adjustnents for incone in kind and
tips or gratuities. Menmber States would provide docunentation on
the tax rules concerning inconme in kind and the procedures used to
ensure that these incones are correctly recorded in the nationa
accounts. They woul d al so describe the calcul ations applied in
respect of tips or gratuities.

(d) Verification of exhaustiveness using fiscal audit data. Menber
States woul d investigate the possibility of using fiscal audit
information to increase exhaustiveness (this approach has been
i nspired by the exanple of France 6/).

40. In parallel, since exhaustiveness al so depends on the quality of the
statistics being adjusted, special task forces due to report to the GNP
Committee were also set up in order to identify best practices for achieving
exhaustiveness in four different fields: construction; distribution (i.e.
retailing, wholesaling, hotels and catering, etc.); the use of household
budget surveys; the problens for NA due to the introduction of Intrastat
(i.e. the EU systemfor collecting statistics of international trade between
the Menber States).

41. Among the conclusions drawn fromthe work on exhaustiveness, we woul d
like to stress the foll ow ng:

- there is no single nethod to verify and ensure exhaustiveness that
can be considered best for all countries and thus be recommended to
all EU Menbers (the choice depends on a series of factors: sources
of available information, characteristics of the phenonenon in the
specific country, etc.);
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- exhaustiveness cannot be | ooked at in isolation fromthe main
sources and net hods used to conpile the national accounts;
devel oping the infrastructure of the statistical systemis, in fact,
a pre-requisite for exhaustive national accounts;

- after conpleting the work progranme, one cannot expect GNP estinmates
of Menber States to be exhaustive in a final and absol ute sense
rather, they will be inproved (weaknesses existed in nost Menber
States), becom ng much nore systematic and verifiable in their
approaches to the issue.

42. After conpleting the progranme and after the final assessnent by

Eurostat in 1999, the agenda considered for future work is likely to include
the foll ow ng:

(a) the separation of the main conponents of the NCE (the underground
and i nformal econony and the econom c and statistica
under ground), which can be useful for policy-nmaking;

(b) the possible inclusion of illegal activities;

(c) the extension of the geographical scope of the work as the ties
between the EU and third countries devel op

EU co-operation activities with Phare, Tacis and MED countries

43. Anmong the various multi-country co-operation activities undertaken by
the EU to assist third countries to evaluate and inprove the exhaustiveness
of their national accounts estimtes, we will distinguish for our purposes
bet ween the work undertaken by Eurostat with the pre-access countries under
the Phare Progranme, with the Newy | ndependent States (NI'S) under the Tacis
Programe and with the MED countries under the Medstat Programmre.

44, It is useful here to nmake a few general remarks about NCE statistics in
relation to the different situation in different countries. First, it is

i mportant to point out that during the transition period the nmeasurenent

probl ems for both the econom ¢ underground and the statistical underground
have becone significant. It is clear that the practically unregul ated boom of
economic activities in the private sector makes the infrastructure of the
nati onal statistical institutes no | onger adequate. Such infrastructure had
been tailored, in fact, to the need of neasuring the economc activity of a
centralised system which requires for its investigation conpletely
different statistical tools. It is inportant to keep this in mnd since, when
the NCE is analysed in these countries, it nust be clear that the statistica
conmponent is quite significant. It is also clear that socio-econom c and
policy-oriented anal yses are bound to be totally different when focussing on
the econom c or statistical underground. Some of these concerns, with due

al  owance for the different contexts, are also conmon to Mediterranean
countries. Namely, the obsol escence of the econom c and |l egal infrastructure,
the problemto keep track of the denography of small-medi umenterprises and
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of the increasing nunber of entities involved in foreign trade. Finally, the
difficulty of analysing even existing data should al so be nmentioned, which is
often linked to the |lack of a systematic approach and to the production of
data on an irregul ar basis.

45. Anot her inportant point needs to be made. The presence of the two
conmponents (econom ¢ and statistical) of the underground econony nmust not be
considered as a tenporary phenonenon that is only due to the peculiar
characteristics of the transition period and therefore bound to di sappear as
soon as this difficult phase cones to an end. Rather, also in view of the
experience of Western countries, we know that the phenonenon is there to
stay. As such, our objective should be the devel opnent of a statistical
system and i nfrastructure capabl e of detecting and meke adjustnents for the
presence of this phenonmenon, so as to mininmse its inmpact, while realising
that it is unrealistic to think of its conplete elimnation

Phare Programme, Candi date Countries (CCs)

46. In the pre-accession period, the objective for statistics is twofold:

- to support EU policies and enl argenent negotiations with statistica
i nformati on;

- to conply with the acquis conmmunautaire in statistics in al
statistical areas.

47. Wthin the Pre-Accession Framework, Eurostat has the task to provide the
Conmi ssion with adequate macro-econonic statistics fromthe CCs, together

with an assessment of the quality of the data provided and of the underlying
conpilation nmethods. In the area of the non-financial national accounts,
several activities have been undertaken by Eurostat through the Phare Milti -
Country Statistical Co-operation Programre, which includes the inprovenent of
t he exhaustiveness of GNP estimates anong its priorities. In this area, two

of the mgjor and nmost recent multi-country projects need to be nentioned

her e.

48. The prelimnary work was started in 1997 by nmeans of the “Anal ysis

proj ect on exhaustiveness of non-financial national accounts estinmates". The
mai n obj ective of this project was the assessnent of the state of the art in
CCs with regard to the measurenent and inclusion of the NOE in their nationa
accounts. The relevant information was coll ected by nmeans of a questionnaire
jointly el aborated by Istat and Eurostat and in line with the SNA93 concepts,
definitions and classifications. The main sections of the questionnaire
focussed on:

- the approach, sources and nethods used for maki ng NOE adj ustnents by
branch/ sector for the output and expenditure nmeasures of G\P

- checks of different NOE estimates (in particular, it sought to find
out if validation of GNP through enpl oynent data is or can be carried
out);
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- reconciliation nmethods of the different neasures of GNP and ot her
i ssues associ ated with exhaustiveness (e.g. whether and which types
of production for own final use are included, etc.);
- prospective changes in data sources and nethods and how they affect
the estimation of NOE
- classification and rel evance of illegal activities, quantification of
their share in GNP if included in NA (only one specific section dealt
with this part of the NOE, all the others concerned underground and
informal activities).
49. It is inportant to stress that, in order to establish fromthe very

begi nning a comon framework of analysis, a note on the conceptual framework
(simlar to the one described in the first part of this paper) was provided
to the CCs together with the questionnaire.

50. Through the analysis of the replies to the questionnaire, it has been
possible to identify different situations in CCs in relation to different
aspects of the problem for each country the main issues requiring
clarifications and a |ist of compn gaps and shortcom ngs energed. One common
i ndication for future work, for instance, concerns the neasurenment of GNP on
the expenditure side. Generally speaking, the output nmeasure of GNP has been
consi dered nore reliable, and information on nmethods and sources used is nore
detail ed than on the expenditure approach. This may suggest that during the
transition period a special effort should be devoted to inprove the way the
data obtained fromthe new informati on system on househol ds are anal ysed and
used, so that the quality of the GNP estimates on the expenditure side can be
i mproved.

51. On bal ance, the project enphasised a nunber of general requirenents that
shoul d be taken into consideration if inprovenents are to be made:

- To concentrate on the nmethodol ogi cal problenms of neasuring the tota
and the different conponents of NCE and to describe in detail the
estimati on methods applied,;

- To define a general nodel for estimating the NOE, so that the
consistency of time series relying on regularly avail able data
sources can be ensured,;

- to exploit all available data sources (statistical as well as
adm nistrative) and to reconcile them

- To reconcile different estimates made for individual branches.

52. Moving on fromthe results obtained fromthe first nmulti-country
project, and on the basis of an initial proposal by |INE Portugal, Eurostat
devel oped and started a new nulti-country activity with the pilot project on
t he Exhaustiveness of the National Accounts including the NOE. This project,
supervi sed by Eurostat and supported by EU experts, started in Septenber 1998
and will have a duration of three years. The project, aimng to i mprove the
exhaustiveness of non-financial national accounts in Phare countries,
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i ncludes anmong its activities a pilot study by each partner country. Its main
expected output is a nmore exhaustive and conparabl e set of non-financia

nati onal accounts figures that is in line with the concepts, definitions and
accounting rul es of SNA93.

53. The framework is the same as that for the Decision on exhaustiveness and
the Anal ysis Project nentioned above.

Tacis Programre, Newl y | ndependent States (N S)

54. A different approach has been defined in the context of the Tacis
programe, the main aimof the EU assistance to the New y | ndependent States
(NI'S) inthe field of statistics being to offer guidance and support in

i ntroduci ng statistical systems conpatible with the information requirenents
in market econonies. As regards economc statistics, one of the main

obj ectives of co-operation is to assist these countries to be part of the

gl obal econom c structure, through access to the Wrld Trade Organi sati on and
integration into a | arger European econonic space. This is even nore rel evant
since, with the enlargenment of the EU to Central and Eastern European
countries, the common borders with the Union will becone nore inportant.

55. Apart fromthe bilateral co-operation, it is inportant here to stress
the technical assistance on NOE statistics in a nmulti-country framework that
Eur ostat has undertaken as a result of the Tacis Hi gh Level Sem nar for Heads
of Statistical Ofices of the CIS countries, held in Saint Petersburg in

Sept enber 1996. During this semi nar, a nunber of conmon problens faced by the
statistical systenms of Tacis countries due to phenomena typical of the
transition to a market economy were identified. As a consequence, six task
forces in priority areas were created and, anong these, the Tacis Task Force
on the Measurenent of the Non Observed Economy. Even though the estimates are
not accurate and exhaustive, it is generally acknow edged that the share of
NCE is important, that it has been growing and that it distorts in a
significant manner the structure of GNP in ternms of output in branches and
sectors of the econony. The task force was designed to take stock of current
achi evenents as regards NCE statistics, describe the nethodol ogi es adopt ed
and make recommendations for the future. It has been led by Italy, the

Net her|l ands and the OECD and had anobng its nmenbers a group of Tacis countries
(Arnmenia, Georgia, Ukraine, Uzbekistan, Tajikistan) and a Phare country
(Romani a) .

56. The work focussed on the anal ysis of the papers provided by Tacis
participants on different specific i ssues and of the additional information
provi ded on the basis of guidelines agreed upon during one of the neetings.
For each specific issue the link had to be made with one of the 'itens’
described in paragraph 1.3 thereby representing the main problens to be taken
into account by statisticians to ensure exhaustiveness; the guidelines asked
for a description of the characteristics of the economc systemin relation
to NOE, excluding illegal activities. In particular, an effort was required
to identify the inportance of NOE by branch of econom c activity and
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according to the form of ownership of the productive units. The information
obt ai ned represents one inportant output, because, together with the

i ndi cation of the inportance of the branches, it allows a rapid prelimnary
eval uation concerning the case for allocating - or not - and in what anounts
resources for measuring NOE and naki ng the adequate adjustnents.

57. The experiences anal ysed by the Task Force have been useful as a testing
ground for evaluating the coherence of the nethodol ogies within the
conceptual framework of reference drawn by the SNA93, and have made it
possible to inplenent the proposed approaches within the soci o-economc
reality of the transition countries. Despite the deficiencies of the
statistical infrastructure and the differences found in the statistica
informati on available in the different countries, it has been stressed that
t he experiences gained can represent a valid reference for all the Tacis
countries. However, there was conmon agreement on the need to carry out a
nmore in-depth analysis in order to make the experiences useful not only as
tests but also as sources of reliable data on the econony anal ysed.

58. In the Final Report of the Task Force, presented in October 1998 at the
Tacis High Level Seminar in Almaty, sone key points energed:

- the inportance of reliable registers and the integration of archives
and ot her sources;

- the inportance of adopting a systematic approach (some countries have
carried out useful specialised surveys of good quality, but stil
| ack an overal |l approach);

- the inmportance of using nore proficiently admnistrative data sources
(work is in progress, though difficulties range fromthe |ack of co-
ordi nati on between institutions within countries to the |ack of
appropriate technical equipnent).

59. In spite of the difficulties, the needs for information are w dely
recogni sed, as NCE is seen to have an inportant econom c, social and
political inpact. As a followup to the work of the Task Force, and follow ng
di scussion during the |ast High Level Seminar in Al maty, Eurostat has

| aunched a new initiative to organi se a workshop on NOE addressed to al

Tacis countries, to be held in Mdldova in July 1999. The intended results of
this workshop are the foll ow ng:

- To stimulate and strengthen the di al ogue and exchange of information
bet ween Tacis participants and the invited EU, FAOQ, and CECD experts
as well as anobng the Tacis countries’ participants thensel ves on
t heoretical and practical issues and their experiences regarding the
measur ement of the NOCE;

- To contribute to analysing the strengths/weaknesses in the present
statistical information systens of transition countries with regard
to the coverage of NOE as required by international standards;
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- To provide participants with an overview of all relevant tools and
i nformati on about alternative nethods for neasuring NOE and ensuring
t he exhaustiveness of national accounts estimates, with specia
attention to issues related to agriculture;

- To anal yse and di scuss approaches inplenmented by Tacis countries
ai med at inproving the coverage of NOE and particularly aspects
related to the | abour nmarket;

- To generalise recomendati ons pertaining to best practices.

60. According to the suggestions of the Scientific Commttee (Eurostat,
Italy, Netherlands, OECD) in charge of drafting the proposed agenda and
foll ow ng approval by the Tacis partners, the workshop is ainmed at nationa
accountants and branch statisticians, and will deal w th neasurenment issues
inrelation to the Non Observed Economy on two |evels: the inprovenent of
basi c data and the inclusion of NCE into national accounts estimates. This is
to stress that the quality of GNP estimates also relies on the quality of the
whol e statistical infrastructure and that, therefore, exhaustiveness is not
to be |l ooked at in isolation fromthe main sources and methods used to
conpi |l e the national accounts.

MEDSTAT Programe, MED countries

61. Anot her approach to deal with the issue of NOE is the experience just
started with a group of Mediterranean countries. The background to this
initiative is the Euro-Mediterranean partnership, established with the

Bar cel ona Decl aration of 1995, whereby the EU and 12 Mediterranean countries
(three of which are candidate for EU nmenbershi p) have agreed to devel op
econom ¢ and financial co-operation for the purpose of creating an area of
shared prosperity. This objective will be pursued by means of the progressive
establishnment of a free trade area by 2010, the devel opnent of econonmic co-
operation and an increase in EU financial assistance to its partners. In this
framework, as explicitly nmentioned by the Declaration, statistical co-
operation is given particular attention in view of the need to pronote the
producti on and exchange of reliable, updated and harnoni sed statistics
between the EU and MED countries. To this end, a regional programe of
statistical co-operation, MEDSTAT, was |aunched in 1996 to reinforce the
capability of national statistical systems to nonitor the progress of the

obj ectives set out by the Barcel ona Declaration as well as to respond to the
needs of international and national users including market operators.

62. One of the priority areas targeted by MEDSTAT is statistics of the NOE
The neasurenent of this phenonenon is a field where MED countries are having
difficulties in providing adequate statistical information on a regular

basis, starting fromthe adoption of a conprehensi ve and conmon

met hodol ogi cal franmework. The need to address this problemis wdely

acknow edged, also in view of the likely increase of the share of non
observed activities due to the gradual opening-up of the MED countries’
econom es as a result of globalisation and the devel opnent of the partnership
with the EU
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63. Col | aborati on under MEDSTAT on NCE started with the organisation of the
Wor kshop on the Underground Economy and the Informal Sector held in Ronme in
May 1998. In short, the objective of the workshop was threefold: establish a
common framework of analysis, review existing nethodol ogi es and practica
experiences, draw a work plan for future action to be adopted under NMEDSTAT.
The Scientific Commttee (CESD Roma, DI AL, Eurostat, Italy, Morocco,

Net her| ands, Pal estine) invited each MED participant to wite a Background
Paper followi ng a series of commn guidelines. These guidelines, simlar to
those el aborated for Tacis assistance, laid out a common conceptual framework
in accordance with the current international standard references and adapted
themto the context of the MED countries.

64. To provide participants with a critical overview of theory and practice,
and present ideas for replicating successful experiences outside the origina
context, the Scientific Conmttee also included the presentation of
experiences from “non MED" countries, nanely: the EU (Italy and the

Net herl ands), transition countries (Poland) and devel opi ng countries (the
experiences of DIAL in Africa and of the NSI of Mexico). Wth a viewto the

i nportance of the informal (household) sector for the MED Region, the ILO as
| ead agency in this field, was also invited to take an active part in the

Wor kshop and contribute to the discussion on operational definitions and
survey met hods.

65. The general reconmendations el aborated by the workshop are simlar to
those drafted for Tacis countries. For sone MED countries, noreover, one

i mportant output simlar to the results obtained by the Tacis Task Force is
the possibility, on the basis of the data collected, to carry out a rapid
eval uati on concerning the case for allocating - or not - resources (and in
what anounts) for measuring NOE and maki ng adequate adjustments to the
under | yi ng met hodol ogy.

66. In addition, some problens specific to the MED Regi on were highlighted.
First of all, the very heterogeneous situation of national statistica
systems in the area. As regards the inplenentation of internationa

standards, for instance, the points of departure differ considerably: some
countries have al ready made inportant steps towards the adoption of the
SNA93, whereas others still base their national accounts on the SNA68, often
adapted and integrated with a different system specific to the country. Such
diversity clearly affects the problens of comparability not only between
countries but also over time within the same country. Second, the specific
soci o- econom ¢ context of devel oping countries, which needs to be taken into
proper account especially as it pertains to the informal sector activities.
Due to the key role of this sector in these economes and its peculiar
characteristics, special attention may be required for its analysis: for

i nstance, to avoid a gender bias against the usually high contribution of the
femal e | abour force, the application of international standards and the
survey design may need to be “gender aware".
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67. The concl usi ons of the workshop and the results of the prelimnary
analysis were the basis for drafting the terms of reference of the MED NOE
sub- programre of MEDSTAT, which should be inplenented during a three-year
period from 1999 onwards. The main purpose of MED-NOE is to inprove the
exhaustiveness and regional/international comparability of GNP of the MED
countries by assisting the National Statistical Institutes to devel op and

i npl ement appropriate nmethodol ogi es to nmeasure the NOE, including conducting
pil ot surveys where required. Wth a viewto contribute to the analysis of
the job creation potential of the informal sector, special consideration wll
be given to the aspects involving all the conponents of the |abour narket
(first of all informal).

O her_international organi sations

Organi sation for Econom c Co-operation and Devel opnent ((OECD)

68. In the area of the Non Observed Econony, OECD provides technica
assistance in the framework of nulti-country as well as bilateral programres
involving transition and energi ng econom es. Two maj or exanples of the forner
ki nd of activities are the collaborations with Eurostat within the Phare and
Taci s progranmmes, nentioned in Section 2.1. An inportant exanple of the
latter is the co-operation with the Ukraine State Statistical Commttee

whi ch has al so focussed on business registers, this being one of the
experiences discussed within the Tacis Task Force on NOE. On a general |evel,
CECD is comrmitted to devel op and pronpte best practices in this area; this
has been done for instance by neans of preparing a handbook-1ike publication
on the neasurenment of NOE in transition countries and by organising a
specifically focussed session on the topic at the next Internationa

Conf erence on Establishment Surveys.

| nternational Labour Organisation (1LO

69. The 1LO has played a key role in developing the informal sector concept
since the early 1970s. In recent years, an inportant recognition of its

| eadi ng rol e has been nmade by the United Nations Statistical Comm ssion

whi ch endorsed, in early 1993, the 15th International Conference of Labour
Statisticians (I CLS) resolution concerning statistics of enploynment in the

i nformal sector and decided to include the 15thth I CLS definition of the
informal sector in the Revised System of National Accounts (SNA93). Since
1993, the ILO Bureau of Statistics 7/ has continued its work on the

devel opnent and pronotion of informal sector statistics by neans of a series
of technical and financial contributions to activities at the internationa
and regional |evel, which has included support to sem nars and workshops on
i nformal sector statistics for African and Asian and Pacific countries. It
has al so played an active role in the neetings of the United Nations Delh
Group on Informal Sector Statistics 8/, constituted in 1997, and in the
organi sation of an ad hoc neeting during the 52nd Session of the
International Statistical Institute (Helsinki, 1999). A nodule on inform
sector statistics was devel oped as part of the Bureau's training progranme.
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Through technical advisory m ssions and Cupertino projects, the Bureau has
provi ded assi stance in the devel opnent of informal sector statistics to sone
transition as well as to sonme devel oping countries. Another major activity
was the Bureau’s participation in the Interdepartnmental Project on the Urban
Informal Sector, which the ILO | aunched in 1994; as part of the project, the
Bureau conducted, in Cupertino with the national statistical agencies, |arge-
scal e statistical surveys of the informal sector in three capital cities in
devel opi ng countries. The surveys were conducted in two phases as m xed
househol d and enterprise surveys, and were undertaken either as a first part
of a national informal sector survey or as a pilot for a nation-w de survey
to be conpleted by the national statistical agencies. On the whol e, about 40
countries have already started to collect and publish data on enpl oyment and
ot her characteristics of the informal sector, and some of themdo so
regularly. Wth the assistance of the national statistical offices, the
Bureau has started to collect data fromexisting informal sector surveys and
rel ated net hodol ogi cal information, which are stored in a special database.
It should be noted in this connection that enploynent in the informal sector
has been chosen as one of the ILO Key Indicators of the Labour Market (KILM
and included anong the United Nations M nimum National Social Data Set
(MNSDS). Finally, the Bureau is preparing a manual on informal sector
surveys; based on avail abl e experience, the manual ains at providing

techni cal guidelines on the contents of the 15th I CLS resol ution

I11. ESTIMATE OF NOE AND DEVELOPMENT OF THE NSI S | NFORMATI ON SYSTEM

70. The experiences described confirmthat NOE neasurenment should be carried
out taking into consideration the econom c and social reality of a country,
for two reasons:

(a) the peculiarities it shows, meking it necessary to define
appropriate nmeasurement nethodol ogi es, that woul d not be easily
usable in different socio-econom c situations;

(b) the need to describe the phenonmenon with the categories that are
typical to it, so as to permt those utilising such information to
have as far as possible an anal ytical description of the context
it belongs to.

71. Fromthis it stens that in defining the estimate nethodol ogi es of NOE
the NSIs should take into consideration the experiences devel oped by sector
experts (both for the econom c and social aspects), with the purpose of

devel opi ng nmeasurenent and screeni ng nodels of the NOE which conply with the
nmodalities within which it devel ops. The utilisation of case studies, from
whi ch we may begin to think about defining of the estinate nmethodol ogy, is
only an exanple of the connection that has to be established between the
NSI's, which are obliged to apply a system c type of approach that takes into
consideration the definitions and the concepts defined at the internationa
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I evel, and the sector’s “anal ysts/experts®, who in their the maxi mum freedom
of action are able to ascertain nore directly both the NOE characteristics,
in specific areas and/or econom c sectors, and its devel opment over tine.

72. Starting fromthe experiences described under part 2, and al so on the
basi s of what we have |l earned fromthem we review the issues that the NSIs
will have to face in the near future (and how these will affect the structure
of the information system designed by then), in order to attain an exhaustive
estimate of GNP in relation to all conponents of NOE: illegal activities;
econom ¢ underground (for statistical and econom c reasons); and infornma
sector.

Estimate of the illegal production activities

73. Until now, no particular attention was paid to this component, aside
froma theoretical point of view, having as its main objective anal ysing how
such production activities intersect with legal activities and becone

i ncluded in the frameworks of National Accounting. Eur ostat has decided, in
the near future, to begin a discussion intended to verify the possibility to
estimate such activity and the consequences that its inclusion mght have on
the current NA estinates.

74. Since we have to start thinking about the problens involved with the
estimation and the inclusion of these estimates in the NA data, it is
necessary to enphasise two itens:

- the obvious issues connected with neasuring such phenonmenon. To this
end, we can only restate the need to utilise adm nistrative sources
that, in this case, are different in nature conpared to those
normal Iy utilised by NSIs. A few exanples: information com ng from
police adm nistrations; fromthe insurance sector (for the
eval uati on of stolen goods), from adm nistrations belonging to the
health system (for neasuring the number of drug addi cted persons and
thereby the quantity comrercialised); etc.

- the difficulties to be overcone to guarantee the conmparability of
the estimates. Since the laws are different in each State, the
definition of illegal activity should be specified with regard to
the legislation in force in a specific State and in a specific tine
peri od. The case of abortion, fromthe Italian experience, is
significant in this regard. Before 1978, abortion in Italy was
illegal and the relevant activities were not registered in the
nati onal accounts. After that year, its |legalisation brought about
the inclusion in the NA estimates of the health industry and of
fam lies’ expenditures for |egal abortion; it resulted an increase
(even if a small one) of the health sector both in production and in
expenditure. Another explanatory case is the |egalisation (today
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under discussion in sonme countries) of the production and the
utilisation of light drugs (the derivatives of cannabis).

75. Sone exercises have been realised within EUto verify the difficulties

and the possible solutions in neasuring such activities. 9/

Estimate of the Economic and Statistical Underground

76. It is to be said that the two problenms (statistical underground and
econom ¢ underground) are separate in origin and give rise to conpletely
different issues (even if sonetines it is difficult to separate their effects
on the estimates produced). To point out such differences it is useful to

di vide the anal ysis between countries with evolved statistical systens and
countries that are in the process of (re)building their statistical systens.
In the former the Underground is mainly of Economic in nature and is due to
the desire to limt production costs by avoiding, totally or in part, fisca
obligations and/or contributions; while the Statistical Underground is not
rel evant, given the presence of information systenms (based generally on the
integration of statistical and adm nistrative sources) that guarantee an
effective coverage of the production activities. The activity of building
enterprise registers allowing a conplete coverage of all the production
activities is a practice that has, at this point in time, a consolidated
literature and also significant practical experience, attributes that the
extra EU countries can utilise.

77. In the countries not yet equipped with such instrunents there is the
obvi ous, but not always clear, superinposition of problens relating to both
the statistical underground and econom ¢ underground. Utilising the example
of the countries in transition, it nust be pointed out that the high
percentages attributed to what is in general defined as the underground
econony are, in fact, the sumof the econom c underground and the statistica
under ground, caused by the inadequacy of the available information systens.

78. The consequence is that the necessary activities to guarantee the
exhaustiveness of the NA estimates have to be pursued taking into

consi deration both the statistical and the economic issues. Only in this way
we can expect to find solutions that effectively allow us to inprove the
NSI s anal ytical capabilities, noving toward the m ninisation of the
statistical underground component and the individualisation, in an
appropriate manner, of the econom ¢ underground conmponent.

79. If it is true that great experience has been accunul ated for the EU
countries on this subject, it is nonethel ess necessary to point out that
har moni sati on and conparability initiatives should al so be brought to the
attention of the extra- EU countries.

80. As for the devel oping countries and the transition countries, the types
of initiatives carried out, and still ongoi ng, have been already descri bed,
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illustrating the engagenent that the international agencies have on these
subjects (utilised, also, for a general inprovenent of quality of the
statistical information system.

81. On the other hand, less attention seens to be paid to verifying the
har moni sati on and conparability between the estinmates of the countries with
devel oped statistical systenms. |If the inplenmentation of the new SNA is the
opportunity to make significant progresses on these issues, and bearing in
m nd that for the EU countries, North America and OECD countries the subject
of statistical underground is not too relevant, conparability anmong these
countries has to be guaranteed for the econom ¢ underground conponent.

82. An operational proposal to address this issue could be to utilise the
experience of the EU countries that, through their work on ensuring the
exhaustiveness of the GNP estinmates, have now defined the effective
instruments to verify the honpgeneity of the estimtes produced; analysed the
met hodol ogi es and sources utilised to build the estimates; and, taken into
consi deration the conpl ete autonony that the individual countries have in the
definition of their estimation nmethodol ogi es.

Estimte of the activities of the informal sector

83. Actually, we have to add to the m xture of statistical and economnic
underground the m xture of NOE due to the informal sector

84. Due to the difficult economic situation first of all in the devel oping
and transition countries, but also in the Western countries (crisis of the
wel fare state, increasing conpetition linked to the globalisation of markets,
unenpl oyment), the phenonmenon of the Informal sector has been growing in the
| ast years. |Its weight is inportant not only fromthe National Accounts
estimates point of view, but also fromthe social point of view

85. The ILO, as described, is involved in many projects to analyse this
sector in its potential capacity for job creation and i ncone generation. For
this reason, we think that it is useful to delve further into the issues and
probl ems connected with the neasurenment of this sector

86. The structure and the extension of the informal sector vary from country
to country and in relation to different areas and branches of economc
activity within the sane country. The activity is undertaken with the primary
objective of job and i ncome creation, rather than for accunul ati ng and
reinvesting capital. The nmotives for undertaking an informal activity may be
diverse: to carry on with a tradition of craftsmanship, to ensure survival,

to obtain i ndependence or even to undertake a nore profitable activity.

87. It is reasonable to foresee that the informal sector, in the devel oping
countries, will continue to absorb a significant share of the grow ng | abour
force, thus remaining an inportant and expandi ng phenonenon. A phenonenon
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that nust be integrated and institutionalised within the national econom es,
by prompoting its organisation and the | egal basis for the defence and the
devel opnent of the productive forces of the sector

88. For the econonically devel oped countries, we also have to take into
consi derati on a new phenonenon. During these |ast few years a new aspect of
the informal sector is emerging, it is associated with forns of production
activities whose devel opnent is only partially connected to and/or determ ned
by an insufficient | evel of econom c devel opment. As exanple we recall the
phenonenon of the “Ti me Banks" (Banche del Tenpo, in Italy, non-profit
interest free systens serving the |ocal community). Through this “institution"
work is exchanged anong different individuals and in different economc
branches. Retribution occurs as a kind of barter where the unit of neasure is
t he amount of time of the work furnished. This systemis akin to ‘LETS

(Local Exchange Tradi ng Systems) spread first in Angl o-Saxon countries, even
t hough with sone differences: “local" currencies are created by LETS and the
exchange does not always occur on the basis of 1 to 1 (hours of work). This
type of production (not to be confused with the activities classified by SNA
as “do it yourself®) is growing in econom cally devel oped countries and
constitutes a formof production that really belongs to the definition of
producti on of NA described under part 1

89. Wt hout going to deeply into a social and econom c analysis of the
nmotivations at the basis of the devel opment of such production activities
(froman econom ¢ understandi ng, seeing this as the answer to an economc
crisis that limts the capacity of famlies as consuners, to a sociol ogica
under st andi ng, seeing this as the devel opnment of new forms of socia
solidarity), we underline here only the effects that the need to nmeasure such
activities have on the work of NSIs.

90. The need to prepare a new statistical apparatus that is adequate for the
description of such activities, through aggregates specific to a production
unit as defined by the SNA93 (production, value added, input of work, working
hours, renuneration, etc.) is a subject that has to be put on the agenda of
NSIs starting today, so as to avoid our having to catch up with the

phenomenon when it has an econom c rel evance, paying the sane price in terns
of the credibility of NA estimtes that had to be paid for the underground
econony.

91. On bal ance, the rel evance of statistical information on the inform
sector is therefore apparent for at |east the foll owi ng reasons:

- devel opi ng statistics on enploynment and contributing to inprove the
el aborati on of National Accounts;

- establishing an adequate information basis for nmacroecononic
anal ysis and policy-making for econonmic and soci al devel opnent
(notably, for income generation and job creation policies).
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92. The col l ection of statistical data on the basis of the foregoing
definitions is particularly difficult in conparison with the usua

statistical surveys in both the econonmic and social fields. In this case in
fact the units may be nobile on the territory, they are often not recorded in
registers or in official documents, they are sonetines on the margins of

adm nistrative and fiscal regul ations.

93. In general, the possibility to analyse enploynment, both in the form
and informal sectors, in a franmework |linked to the NA schenes, allows further
anal ysis; for example the analysis of the production factors according to a
Soci al Accounting Matrix (SAM approach and the shift fromthe anal ysis of

i ncome from enpl oynent based on the characteristics of the worker to the one
based on the characteristics of the family. This can represent the first step
toward an approach that integrates the nonetary vari ables of the NA schenes
with the non nonetary variables underlining to them one of the nost

i mportant innovations proposed by the accounting system described in the new
version of SNA

CONCLUSI ON

94. To sum up, the experience accumul ated showed the inportance of the
foll owi ng points for investigating NCE

- to have a general nodel for estimating the non-observed econony,
otherwise it is difficult to produce conparable figures for
subsequent periods (consistency of tine series) relying on regularly
avai | abl e data sources;

- tointegrate all available data sources and to reconcile them

- to reconcile different estimates made for individual branches;

- to prepare detail ed docunentati on of estimation methods applied,

- to involve fromthe beginning of the definition of country-specific
approaches experts fromthe socio-economc reality where the
approaches will be inplenented,

- to keep in mind that the NOE is not a tenporary phenonenon due to
transition period or to the specific characteristics of devel opi ng
countries and that the approach to neasure it needs to be el aborated
accordi ngly.

95. These requirenments should be given full consideration while devel opi ng
new met hodol ogi es and noderni sing the statistical system In other words, the
i ssues of exhaustiveness and quality should be carefully considered at every
stage of preparing estimates, starting fromthe design of the questionnaires,
the definition of the target popul ati on of new data sources through the
preparation of a detailed description of the nmethods used to estinmate

nati onal accounts aggregates. Therefore this work should involve not only the
Nat i onal Accounts Departnment but the statistical data production process as a
whol e; statistical offices should aimat "total quality" of their estimates.
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End Not es

1/ For a thorough analysis of the issue of quality of NA, see | STAT,
‘Eval uati on and analysis of the quality of the national accounts
aggregates’, Report for the Eurostat SUPCOM Project (1998) and ONS
‘Reliability and quality indicators for NA aggregates’, Report of the
Eur ost at SUPCOM Proj ect (1999).

2/ Art.7.

3/ The application of the Decision, except mnor details, involves the 15
current EU Menmbers and al so Norway and |cel and as part of the European
Econom ¢ Area (EEA).

4/ | STAT, ‘ The Underground Econony in Italian Econom c Accounts”, in Annal
di Statistica, 122 X, vol.2, Rone 1993.

5/ Hayes, K and E. Lozano, (1998) ‘Validating the Exhaustiveness of the
GNP Estimates of the European Union Menber States’, in Proceedings of
the Joint | ASS/ | ACS Conference, Statistics for Econom c and Socia
Devel opnent, Septenber 1998.

6/ | NSEE (1995) ' The French Gross National product. Statistical bases and
val uati on procedures’, |NSEE Mét hodes No. 34-35-36, Paris.

7/ The information on the activities of the Bureau has been drawn from
Report IV of the 16'" International Conference of Labour Statisticians
and fromthe ILO Bureau of Statistics Newsletter no.8, Decenber 1996.

8/ The objective of the Delhi Goup is to docunent the data collection
practices in the informal sector and to devel op suitabl e nethodol ogi es
for survey design and data collection in that sector, taking into
account the System of National Accounts 1993 and the resolutions of the
I nternational Conference of Labour Statisticians.

9/ These exerci ses have been carried out by the follow ng countries:
Italy, the Netherlands, the United Ki ngdom



