®

Check for
updates

CHAPTER 3

Tip of the Crime Iceberg

Abstract We apply the method of expert elicitation to estimate the size of
the iceberg and to evaluate reasons why so few white-collar criminals are
convicted. We address the following research questions: What is the esti-
mated magnitude of white-collar crime? Why are many white-collar criminals
never detected, investigated, prosecuted, and convicted? From our database,
we know that 58 white-collar criminals were sentenced to prison every year
between 2009 and 2015 in Norway, and we know the average amount
involved in their crime. Based on this knowledge, is it possible to estimate
the total magnitude of white-collar crime in the country? We recruited a
panel of 15 experts to estimate a number of parameters that can determine
the total amount of money lost yearly because of white-collar crime.

Keywords Categories of crime ® Categories of victims ® Criminal level
e Diversity of participants ® Empirical sample ® Expert elicitation
Expert judgment inference ® Gender ® Magnitude of crime ® Sources of
detection

It is often argued that detected and convicted white-collar criminals
only represent the tip of an iceberg in terms of financial crime commit-
ted by privileged people in the elite linked to their occupations in soci-
ety (Langton and Piquero 2007). Ever since Sutherland (1939) coined
the term white-collar crime, researchers have studied characteristics of
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white-collar criminals such as their financial motives, their organizational
opportunities, and their deviant behaviors. These three dimensions can
be integrated into convenience theory as a general explanation of the
white-collar crime phenomenon.

However, little is known about the magnitude of white-collar crime.

In this book, we apply the method of expert elicitation to estimate the
size of the iceberg and to evaluate reasons why so few white-collar crimi-
nals are convicted. We address the following research questions: What is
the estimated magnitude of white-collar crime? Why are many white-collar
criminals never detected, investigated, prosecuted and convicted?

EMPIRICAL SAMPLE OF CRIMINALS

From our database, we know that, on average, 58 white-collar criminals were
sentenced to prison in Norway every year between 2009 and 2015, and we
know the average amount involved in their crime (19 million NOK). The
total crime adjusted to 2015 prices thus amounts to 1.137 billion NOK.

Based on this knowledge, is it possible to estimate the total magnitude
of white-collar crime in the country? We recruited an expert panel to esti-
mate a number of parameters that could determine the total amount of
money lost annually because of white-collar crime. Several estimation
approaches were applied in the expert panel: Total dark (i.e., hidden) fig-
ure, groups of offenders, groups of offences, groups of victims, gender,
and estimates of total crime.

White-collar criminals can be classified into three categories. First, at the
top level, we find criminals such as executives and attorneys. Next, at the
middle level, we find criminals such as investors and accounting managers.
Finally, at the basic level, we find criminals such as accounting clerks and
carpenters. In the total sample of 405 convicted white-collar criminals in
Norway from 2009 to 2015, there are 28.4 percent in category 1, 46.1 per-
cent in category 2 and 25.5 percent in category 3. The amount of money
involved in the top level group is much bigger than in group 2, which is
again bigger than group 3 (i.e., 33.0 million, 16.6 million and 9.7 million).

Another way of classifying white-collar crime is into crime categories.
We make distinctions between four main categories of crime:

e Fraud: The intentional perversion of truth for the purpose of induc-
ing another in reliance upon it to part with some valuable thing
belonging to him or to surrender a legal right. Example: False
documents to achieve bank financing.
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e Theft: The illegal taking of another person’s, group’s, or organiza-
tion’s property without the victim’s consent. Example: Executive
takes corporate art works home.

e Manipulation: The means of gaining illegal control or influence over
others’ activities, means, and results. Example: Accounting misrepre-
sentation to achieve tax evasion.

e Corruption: The giving, requesting, receiving, or accepting of an
improper advantage related to a position, office, or assignment.
Example: Procurement executive receives a bribe from a vendor.

In the sample of 405 convicts, 42.6 percent committed fraud, 4.2 per-
cent committed theft, 35.3 percent committed manipulation, and 17.9
percent committed corruption. In cases of fraud, the average amount of
money involved is much larger than in the other categories. In fraud cases,
the average amount was 25.4 million NOK| in theft cases 4.8 million
NOK, in manipulation cases 22.8 million NOK, and in corruption cases
2.5 million NOK.

A third way of classifying white-collar crime is according to categories
of victims. We know that 27.9 percent victimized their employers, 22.1
percent victimized the internal revenue service (the Norwegian Tax
Administration), 16.4 percent victimized customers, 14.2 percent victim-
ized banks, and 7.4 percent victimized shareholders, while 12.0 percent
victimized others. The amount of money involved in crime is larger for
bank fraud, insider trading, and tax evasion than for crime against employ-
ers, customers, and sharecholders. Bank fraud amounts to 49.5 million
NOK on average, while insider trading hurting shareholders amounts to
29.8 million NOK| tax evasion 18 million NOK| customer fraud 17.3 mil-
lion NOK, employee fraud 8.7 million NOK, and others 6.9 million NOK.

A fourth categorization is gender in terms of female versus male criminals.
Among the convicts, 7.6 percent were women, while 92.4 percent were
men. The average amount of money involved in crime was much larger for
male than for female offenders: 20.4 million NOK versus 9.0 million NOK.

These breakdowns in our empirical sample enable experts to indicate a
number of probabilities for the iceberg depending on criminal level, crimi-
nal type, victim group, and gender. Our ambition as researchers was to
apply a number of these breakdowns to arrive at sound estimates from
each expert and then accumulate those estimates for all experts.



30 P GOTTSCHALK AND L. GUNNESDAL

In addition to different breakdowns, we also wanted estimates in terms
of both an overall and a probability distribution of an estimate of the frac-
tion of white-collar criminals that are caught and brought to justice, in addi-
tion to an estimate of the total amount of money involved. Thus, we have a
total of seven approaches to estimate the magnitude of white-collar crime:

1. Fraction of white-collar criminals that are caught and brought to
justice

2. Fraction with a probability distribution of white-collar criminals that
are caught and brought to justice

3. Fraction of white-collar offender groups that are caught and brought
to justice

4. Fraction of white-collar crime categories that are detected and lead
to conviction

5. Fraction of white-collar crime victim groups that lead to detection
and conviction

6. Fraction of white-collar male and female offenders that are caught
and brought to justice

7. Total magnitude of white-collar crime in billions of NOK.

We also make distinctions between: (i) white-collar criminals never
detected; (ii) white-collar criminals detected, but never investigated; (iii)
white collar criminals detected and investigated, but never prosecuted;
and (iv) white-collar criminals detected, investigated, and prosecuted, but
not sentenced. In all four categories, it is assumed that the offenders are
guilty. This research is important in the context of business continuity and
risk management, as the iceberg is a threat to business and the number of
white-collar criminals never detected is a challenge for risk managers.
Furthermore, lack of detection increases the attraction to commit white-
collar crime.

EXPERT ELICITATION

One approach to estimate the size of the iceberg is the use of expert elici-
tation. Expert elicitation refers to a systematic approach to synthesize sub-
jective judgments of experts on a topic where there is uncertainty due to
lack of data (Heyman and Sailors 2016; Valkenhoef and Tervonen 2016).

The purpose of eliciting and analyzing expert judgment is to use all
available information to make expert judgment inference, which is differ-
ent from statistical inference. Statistical inference means that conclusions
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about the population can be established when the sample is randomly
drawn for the population. Expert judgment inference means that experts’
estimates represent the state of knowledge. It represents previously
unknown and undocumented information. The limited ability to infer does
not mean that expert judgments are not valid data. Expert judgments are
indeed valid data in that they must be carefully gathered, analyzed, and
interpreted (Meyer and Booker 2001).When a number of experts are inter-
viewed, their accumulated guesstimates tend to converge towards numbers
that remain stable when more experts are added. Therefore, approximately
ten experts from various backgrounds are often sufficient (Heyman and
Sailors 2016; Slottje et al. 2008: 7; Valkenhoef and Tervonen 2016).

Expert elicitation seeks to make explicit and utilizable the unpublished
knowledge and wisdom in the heads of experts, based on their accumu-
lated experience as well as their interpretation and reflection in a given
context. It is a systematic approach that includes expert insights into the
subject and also insights into the limitations, strengths, and weaknesses of
published studies (Slottje et al. 2008: 7):

Usually the subjective judgment is represented as a ‘subjective’ probability
density function (PDF) reflecting the experts’ belief regarding the quantity
at hand, but it can also be for instance the experts’ beliefs regarding the
shape of a given exposure response function. An expert elicitation procedure
should be developed in such a way that minimizes biases in subjective judg-
ment and errors related to that in the elicited outcomes.

Meyer and Booker (2001) argue that expert elicitation is invaluable for
assessing products, systems, and situations for which measurements or test
results are sparse or non-existent. When experts disagree, it can mean that
they interpreted the question differently or that they solved it using
different lines of thought. Expert judgment can be considered relevant
information in the sense that it is data based on qualified opinions. The
validity or quality of expert judgment, like any data, can vary. The quality
of expert judgment depends on both the completeness of the expert’s
mental model of the phenomena in question and the process used to elicit,
model, analyze, and interpret the data.

In Scandinavia, expert elicitation has been applied to estimate the mag-
nitude of social security fraud. While the estimate for Sweden was 6-7
percent (Delegationen 2008), the estimate for Norway was 5 percent
(Proba 2013). Slottje et al. (2008) applied expert elicitation in the
Netherlands to assess environmental health impact.
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Expert elicitation faces some of the same challenges as elite interview-
ing, where there are issues associated with anonymity and confidentiality
produced through power relations between researcher and participant
(Lancaster 2017). Expert elicitation shares similarities with expert provo-
cation, where critical reflection is stimulated amongst participants on
issues that are often otherwise overlooked (Pangrazio 2017).

Through systematic interviews of experts, we tried to estimate the mag-
nitude of white-collar crime in Norway. On our way to a final answer, we
were faced with a number of obstacles in our research design. A later chap-
ter explains our research journey by communicating our learning from
methodological challenges when applying expert elicitation to estimate
the size of an iceberg based on knowledge about the tip of the iceberg. In
particular, participation refusals and response confusions are discussed.

EXPERT PANEL

In expert elicitation, an early methodological step involves identification
of experts in the subject area. An expert is anyone especially knowledge-
able in the field and at the level of detail being elicited. Meyer and Booker
(2001) distinguish between two types of expertise: Substantive and nor-
mative. Substantive expertise comes from the expert’s experience in the
field in question. Normative expertise is knowledge related to the use of
the response mode. The response mode is the form in which the expert is
asked to give a judgment.

We define experts to be persons who have contributed to detection of
white-collar crime. In the sample 0of 405 convicts, we identified the sources
of detection as follows:

Journalists detected 101 offenders (25 percent).

Victims detected 52 offenders (13 percent).

Bankruptcy auditors detected 45 offenders (11 percent).
Internal auditors detected 45 offenders (11 percent).

Tax administration employees detected 25 offenders (6 percent).
Bank clerks detected 18 offenders (4 percent).

External auditors detected 18 offenders (4 percent).

Police officers detected 9 offenders (2 percent).

Stock exchange employees detected 4 offenders (1 percent).
Others detected 88 offenders (23 percent).
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Itis a diverse range of experts, as recommended by Meyer and Booker
(2001), so that the problem of estimating the magnitude is likely to be
thoroughly considered from many viewpoints. Diversity of participants
is one way to minimize the influence of a single individual. Some of
these categories, however, are not relevant or feasible. For example,
while a victim of white-collar crime has a strong memory of the episode,
there is only one episode, from which the victim as a respondent can
hardly generalize.

We developed a questionnaire for the experts and applied the survey in
two steps. First, an email was sent to experts informing them about the
attached questionnaire and telling them that they would be contacted for
a phone interview by a researcher a few days later. During the phone
interview, experts had the opportunity to ask the researcher for clarifica-
tion and discuss issues. While they were talking on the phone, the
researcher filled in the questionnaire based on the responses from the
expert. The combination of mail and phone as two different communica-
tion channels is considered a feasible response mode in line with norma-
tive expertise.

We obtained responses in interviews from 15 experts as listed in
Table 3.1. On average, the panel reported to have 16 years of experience
working with financial crime.

Table 3.1 White-collar

. Category Number

crime experts on the

clicitation research Investigative journalist in major 1

panel newspaper
Experienced bankruptcy attorney 1
Experienced internal auditor 1
Tax administration fraud 3
investigators
Investigative bank manager 2
Police detective 1
Corruption researcher 1
Private fraud examiners 2
Corporate investor 1
Defense attorney 1
Social security fraud investigator 1
Total vespondents 15
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The expert panel listed in Table 3.1 is not perfect, as we would have
liked an even closer match to the sources of detection as previously listed.
For example, we would have preferred more investigative journalists.
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author(s) and the source, provide a link to the Creative Commons license and
indicate if changes were made.

The images or other third party material in this chapter are included in the
chapter’s Creative Commons license, unless indicated otherwise in a credit line to
the material. If material is not included in the chapter’s Creative Commons license
and your intended use is not permitted by statutory regulation or exceeds the per-
mitted use, you will need to obtain permission directly from the copyright holder.
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