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Misreporting
• Registered producers intentionally conceal their economic 

activities by misreporting their revenues and expenditures. 
Misreporting is usually associated with under-reporting of 
sales/revenues and wages costs and over-reporting of material 
and service cost.

• Why do enterprises misreport:
- To avoid payment of income, value added and other taxes;
- To avoid payment of social security contributions;
- To conceal their financial situation or having reached a 

certain threshold;
- To avoid complying with legal and administrative standards.
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Characteristics 
Misreporting is the most wide-spread non-exhaustiveness 
type. Almost all countries that replied to the UNECE 2005 
survey include estimates for misreporting;

It is also the most important source of non-exhaustiveness. In 
the countries that participated in the Eurostat and OECD 
projects, adjustments for misreporting have been the largest 
and account for nearly half of all exhaustiveness adjustments.

100.08.248.65.87.57.96.415.5New EU members, 2000 (%)

100.06.759.73.24.416.81.37.9Western Balkan, 2003 (%)

TotalN7N6N5N4N3N2N1Non-exhaustiveness type
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Characteristics
Unlike the other N types, the adjustments for misreporting 
affect GO and IC in opposite directions so the total 
impact on GVA is higher; 

Misreporting typically occurs in activities with large 
number of small units and self-employed, where the fiscal 
control is not very strict;

Misreporting is also associated with activities where cash 
payments prevail. 
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Methods used by countries
1) Special surveys;

2) Tax audits data;

3) Analysis of GO, IC, GVA and detailed input-output 
ratios and average incomes;

4) Other methods: labour input method, demand side 
data, commodity flow method, VAT test, other 
balancing and reconciliation methods. 
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Special surveys
Conducted on ad hoc basis, provide estimates and ratios that 

countries incorporate in their regular NA. 
Surveys of respondents (enterprises): selective non-response 
and biased results can be expected, anonymity should be 
guaranteed;
Results from surveys carried out by research institutes, 
specialised agencies: provide detailed information but only for 
selected activity, used for crosschecking of regular statistical
sources, the methods used should be reviewed;
Surveys of experts e.g. accountants, tax and financial 
auditors, asking generalised information about their clients.
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Special surveys
Czech republic

Special surveys among accountants, auditors and financial 
consultants: 1999 and 2003;
The questionnaire:
• collected generalised information on their clients by NACE activity 

and size group (0, 1-19, 20-99, 100-more);
• five accounting variables: concealed revenues/sales, 

overestimated material costs, overestimated services costs, 
concealed wages, concealed investment in fixed assets;

• tendency to underreport in the last five years.
To ensure coverage chambers of auditors, advisors and 
accountants were contacted: members databases.
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Special surveys
Czech republic (cont’d)

Gross ratios of intentional misreporting by cross categories 
of activity and size class were calculated for each 
accounting item;
The rates were applied to the data of respective categories 
of enterprises;
IC was adjusted for all industries;
GO was adjusted only for small and medium sized private 
non-financial enterprises and for private entrepreneurs. 
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Special surveys
Lithuania

Special surveys of experts from State Tax Inspectorate 
(STI): 1995 and 2002;
The regional STI experts expressed their opinion on the 
share of undeclared income of enterprises. Data was 
presented by activity, type of ownership and size;
Coefficients by cross categories were used to adjust the 
national accounts data;
Adjustments were done to incomes and sales of private 
enterprises and particularly small entrepreneurs. 
Adjustments vary from 1% in energy to 25% in textiles and 
50% in fishery.
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Tax audits data
Advantages: non-response is avoided, the full accounts are 
provided for audit;
Disadvantages: different definitions, audits are focused on 
specific activity, companies are not selected on probability 
basis, results are not suitably presented;
Very few countries rely entirely on tax audits (France, US). 
Usually depends on the overall approach used by tax 
administration;
Often tax audits are used only for specific industry or as 
additional tool to produce broad estimates and cross-checks 
the data. 
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Tax audits data
Finland

Tax audits focus mainly on companies where 
irregularities have been revealed. Therefore results 
provide an approximation for the likely upper limit of 
under-reporting;
Tax audits provide data on three kinds of concealed 
income: hidden wages, hidden income of enterprises and 
hidden distribution of dividends;
For taxis and restaurants the audits have been more 
general and the information is more suitable for NA use.
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Tax audits data
United States

The US department of Treasury conducted extensive audits 
under special compliance programmes; 
The results of the audits were compared with the tax 
returns data in order to develop misreporting coefficient;
BEA and the Census bureau developed separate 
coefficients comparing the results of the tax audits with the 
incomes reported of tax payers (enterprises and persons) 
in statistical surveys. Strict confidentiality was observed;
Both results were used to develop misreporting 
adjustments. In 1997 the adjustments accounted for 0.8% 
of GDP and 5% of GDI. 12
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Analysis of ratios and average incomes
The most wide-spread method used by countries. Includes: 

Comparisons of IC/GO ratios by size and type of enterprises 
(distinction between fixed and variable IC);
Comparisons of selected input/output and supply/use ratios;
Comparisons GO and GVA per unit of labour input (person 
employed or hours worked); 
Comparison of average wages within certain professions and 
qualification degrees or with the legal norms (minimum 
wages); 
Comparisons of incomes of self-employed and profits of 
small enterprises with average wages in the branch.
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Analysis of ratios and average incomes
Croatia

Enterprises were split in homogenous groups by activity 
and size class;
Within each group GO per employee (in full time 
equivalents) was calculated; 
If GO per employee in the smallest size class was lower its 
was adjusted using average values for the larger class 
(exceptions for industries with big productivity differences);
On the next step IC/GO ratio was analysed using similar 
assumptions; 
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Analysis of ratios and average incomes
Croatia

Tax audits were used to identify activities where high under 
estimation of income prevails;
In order to identify misreporting by craftsmen and 
freelancers, their income was compared to the value added 
per employee of small enterprises (up to 10 employees);
Estimate of misreporting of income from renting is done on 
the base of HBS. IC is imputed using he ratios for small 
rental agencies.

15

Analysis of ratios and average incomes

Austria
Unreported revenues are estimated by comparing income of 
self employed person (net of interest payments) with the 
income of qualified dependent employees (per working 
hour). OS and GVA are adjusted accordingly;
It is assumed that entrepreneurs that hide GVA will also hide 
part of IC in order to avoid suspicions from tax authorities;
IC is divided into fixed (e.g. rents), variable that is difficult to 
hide (energy) and other variable (material input). The last 
component is analysed and adjustments are made;
The estimated adjustments are added to GO. 
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Other methods
Labour input method: LFS data on people working without 

labour contracts or at minimum salaries are widely used to 
detect under-reporting of wages and salaries;

Demand side data, commodity flow method: data from the 
HBS is used to evaluate under-reporting of output (usually 
in retail and wholesale trade);

Other reconciliation methods: VAT test (comparison of the  
taxable turnover recorder in VAT statistics and turnover 
recorder in structural business surveys). The method is 
largely applied by EU countries to detect potential 
underreporting.
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Conclusions
Regular analysis (ratios, average incomes) of the data 
collected by surveys provides very important information for 
misreporting adjustments. Detailed analysis is preferable to 
aggregated one;
Cooperation with tax authorities is very helpful and can 
provide information on misreported activities. The limitations 
of tax audits data should be taken into account;
The experience of other countries can provide useful ideas. 
However, the national specifics should be kept in mind; 
Regular consultation with experts and updating of the 
assumptions built in the adjustments is very important.
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