Chapter 2 

Execution of ICP 2003-2006 Round
Introduction
1. Chapter 2 of the ICP Handbook looks at the Governance and Operational arrangements made to ensure the successful execution of the ICP 2003-2006 round. Improvements which build upon experience gleaned through previous rounds are introduced in this chapter. 
2. This round marks a turning point in the program with aims to resolve problems encountered in previous rounds, improve the quality of its data and widen the use made of its results.  In particular, it builds upon recommendations made both within the 1998 “Ryten Report” on the program, commissioned by the United Nations Statistics Division, the World Bank and the International Monetary Fund (IMF), and by the wider international community and experts. In this way the long-term sustainability of the ICP will be ensured.  
3. The Ryten Report identified the international community as the main source of funds for the program, reflecting the status of PPP data as an international “public good”. It also urged development agencies and national policymakers to widen the use made of PPP data to ensure that the demand justified the investment.  At its meeting held on 1 –2 March 2000, the UN Statistical Commission discussed and accepted the report.  It then asked the World Bank, working with other concerned agencies, to prepare an implementation plan laying out practical steps towards developing a comprehensive framework.  
Strategic Framework

4. The World Bank presented a proposal for taking forward the global program to the UNSC at its thirty-third session held in March 2002. The proposed strategic framework was based on the premise that there was an immediate need to rebuild confidence in the ICP and to promote the wider acceptance and use of PPP data.  By rectifying problems in past rounds, and planning and executing the ICP 2003-2006 round successfully, the long-term aim of the ICP was to build an international constituency that supports the program as a continuing exercise with a secure and sustained financing base.  In brief the framework proposed:

· Establishing the ICP Governance Framework at the regional and national levels for effective management and coordination;

· Mobilizing funding to provide a secure base for the new ICP round;

· Improving data quality by establishing and fostering knowledge on improved technical and procedural standards and guidelines;

· Motivating participating countries through an inclusive and participatory approach, training, national statistical capacity building and incentives;

· Establishing the greatest possible synergy between the ICP data collection efforts and regular national statistical programs on price and national accounts statistics;

· Involving stakeholders and users in building the image and credibility of ICP, in fund raising and in developing the strategy.  

5. The UNSC welcomed the proposal and:

· Supported moving ahead as soon as possible but in a time frame that allowed the need for high-quality data to be produced;

· While supporting the first option for implementation, stressed, however, that (i) a balanced approach was needed between the geographic coverage and scope of aggregates, on the one hand, and the credibility, quality and timeliness of results on the other, and (ii) consideration should be given at the first stage to giving first priority to collecting purchasing power parity data on consumption items in order to successfully re-establish confidence in purchasing power parity data;

· Endorsed the selection of the World Bank as the most appropriate location for the international secretariat for the global coordination and management of ICP. 
6. The rest of this Chapter looks at the arrangements set out in this framework for the 2003-2006 round and updated to reflect decisions made since its drafting.

Ownership 
7. The ICP is a huge and complex statistical undertaking, requiring the cooperation and coordination of a large number of countries with varying abilities and statistical capacity.  While efforts to integrate the ICP with existing data collection activities are core to the current round of the program, new and additional work will need to take place in most countries to guarantee that data are comprehensive and of high quality.  To promote “ownership” of the program within each country and to ensure their commitment, technical application and resource allocation, countries need to see the potential and usefulness of the ICP and purchasing power parity data to their economies, investment markets and well-being of the populace.

Funding
8. A global PPP database that monitors change over time is the goal of the ICP, rather than one-off comparative databases that reflect a single round of the ICP. Thus, funding the ICP requires sufficient resources to set up a secure base for the long-term execution of the program. In previous rounds a project financing basis has been used.  For 2003 and onwards program financing has been proposed, whereby costs are shared on an equitable and sustained basis. 

9. Previous problems with the ICP have been attributed to a lack of finance, inherent in many exercises where the output is considered a “public good” with little or no profit to be made from its production. The value of PPP data lies in them being widely disseminated and used and there is little to be gained by limiting their use through extensive charging.  Resources will need to be raised through a cost-sharing arrangement amongst the international community over the long term.

10. An evaluation of the 2003-2006 round will be carried out after the publication of final results.  Following this, recommendations for cost-sharing on an on-going basis will be made.  As the ICP becomes increasingly integrated with national data collections it is envisaged that the costs for each round will decrease.

Organization and Governance
Rationale

11. The ICP’s success depends on properly run and coordinated operations at the global level, within regions and in participating countries.  Many of the problems arising in previous rounds were attributed to a lack of coordination, responsibility and uniformity of processes worldwide.  The governance structure implemented for the current round of the ICP addresses these issues.  Since the ICP is a global program that aims to produce consistent and comparable PPP data for all countries, global management must establish standards, provide guidance to the regions, resolve conflicting regional objectives, allocate scarce resources fairly and productively and rule on technical issues that arise naturally from the complexity of the data collected. This requires both wisdom and evenhandedness. Users will place their trust in data quality and methodological excellence if they can be persuaded that a strong management team, accountable to the project’s sponsors and stakeholders, is in charge. Such a team will:  

· Coordinate regional efforts while recognizing regional differences;

· Develop and promulgate all necessary standards to ensure ICP data consistency and quality without appearing to micro-manage the project;

· Provide technical guidance, training and overall quality control without interfering in day-to-day management; 

· Ensure that the project’s management is in firm hands and that foresight and good judgment are continually exercised; and
· Work alongside the OECD/Eurostat teams to ensure coordination with their exercise and output and take advantage of their expertise.
12. Governance at the regional level will require regional agencies to display a much keener and intimate involvement with national efforts, an involvement comparable to what is already in place in Eurostat and at the OECD whose relations with their respective member countries are intimate and intense. This involvement requires that in addition to providing the necessary regional coordination and technical guidance, regional agencies also provide:

· Venues, support, materials, and guides to ensure that participants are properly trained in the exercise they are to undertake;

· Mechanisms to ensure the participating countries take full ownership of their portion of the program and play their role professionally and without reservations;

· Effective resource management; and  

· Clear and thoughtful management and a regular exchange of information with the global level to support the project’s overall management and direction.

13. Ownership of the project at national level can only be secured if substantial responsibilities and discretion are handed over to national executing agencies.  But such discretion must be tempered by insisting on coherence and consistency with agreed standards, without which the ICP cannot be successfully implemented. Nationally, the ICP must be run by the agency or agencies responsible respectively for national accounts and for price data collection and index number compilation. These interests are not always represented by the same institution. Nonetheless, the success of the ICP demands that they be combined and harmonized in the person of a national coordinator who will take responsibility for organizing the data collection process on prices and expenditure weights and liaising with the regional coordinating agency.  

14. If overall governance is to be effective, all levels will need to exercise prudent and responsible management of their share of the project’s resources. Moreover, that management must be demonstrably transparent and accountable to stakeholders.  The governance arrangements in place for the 2003-2006 round will:

· Lead to coordinated activities in all regions and participating countries and ensure the collection, compilation and dissemination of high quality data in a timely manner;

· Provide for an open and transparent way of deciding on priorities and for allocating resources in a balanced manner to different ICP activities; and

· Ensure that resources are used as efficiently and effectively as possible.

15. The measures adopted include:

· Installing and using an effective management system so that all people working on the program are clear about their roles and responsibilities, what is expected of them and how their performance will be assessed;

· Making sure that stakeholders are kept adequately informed about progress throughout the duration of the project and are warned of surprising outcomes in time to take suitable counter action; and

· Keeping bureaucratic requirements to the sensible minimum consistent with the principles of open and transparent governance.

Stakeholders

16. The transparent nature of the governance framework is dictated in part by the stakeholder constituencies of the ICP which are many and varied. They comprise:

· The international sponsoring agencies (World Bank, IMF, UNDP);

· National governments and agencies providing funding (donors, other funding agencies and foundations);

· Current and potential users of the data (international agencies, national governments, other users) and researchers of PPP methodology;

· Participating countries, especially the staff and management of the implementing agencies;

· Regional coordinating offices;

· Staff employed by the ICP global and regional offices.

17. Some individuals and agencies may fall into more than one category, but all have some interest in how the ICP is managed, what progress is being made and how the final results may affect their work or their outlook.

Overview of structure

18. Figure 1 illustrates the structure of governance for the 2003-2006 round of the ICP.  The ICP Executive Board is responsible for the successful implementation of the program. The Global Office, headed by the Global Manager, manages the ICP on a day-to-day basis. It reports to the Executive Board and prepares annual work programs and budgets for its approval. The Technical Advisory Group (TAG) provides guidance on technical issues and monitors the use of appropriate methodology. Regional Coordinating Offices are responsible for setting up the structures required to implement and monitor the program at the regional level. Each regional ICP office is headed by a Regional Coordinator.  Within participating countries, the ICP is carried out by a National Implementing Agency, otherwise known as Country Office, headed by a National ICP Coordinator.

The ICP Executive Board

Roles and responsibilities

19. The ICP Executive Board is the decision-making and strategic body of the ICP. As such it is responsible for ensuring that the program is completed on time, within budget and that it provides high quality PPP data for dissemination. The ICP Executive Board has the following roles and responsibilities:

· Provide leadership and determining strategic priorities;

· Promulgate ICP standards;

· Approve annual work programs and budgets;

· Play a role in resource mobilization;

· Oversee the activities of the ICP Global Office on the basis of timely progress reports; 

· Commission evaluations of the ICP;

· Act to resolve any conflicts both within the program and between the program and its external environment.

Size and composition

20. The ICP Executive Board is small enough to work as an effective decision-making body and is sensitive to conflicting perspectives and points of view. It consists of 16 members, who are eminent economists/statisticians and experienced statistical managers. Many are Chief Statisticians or managers of statistical operations with skills and experience of direct relevance to ICP.  The Global Manager attends Board meetings, acts as secretary and participates in discussions. At the invitation of the Chair of the ICP Executive Board, members of the Technical Advisory Group may attend meetings to provide technical advice, though it is expected that such attendance will be the exception rather than the general rule.  

Appointment of members

21. Members of the Executive Board were initially appointed by the Friends of the Chair group of the United Nations Statistical Commission. Membership of the Board reflects the global nature of the program. The Director of the World Bank’s Development Data Group within the Development Economics Vice-Presidency is an ex-officio Board Member. The Executive Board will be able to co-opt new members if and when the need arises, subject to the overall size limit. 

Management of business

22. The ICP Executive Board meets physically twice a year, but day to day business is mostly conducted virtually. It provides leadership and guidance, but it also reviews critically the annual report, work programs and budgets prepared by the Global office before approving them. While the Board is the final authority on matters of policy, personnel, priorities, standards, and timetable for the ICP, it limits its interventions so as not to interfere with the Global Manager’s scope for effective management.  

23. The Board rules in matters where there is no consensus regarding methods and standards and draws on the advice of the Technical Advisory Group whose functions and responsibilities are described below. The Chair is elected by the members.

Reporting and accountability

24. The ICP Executive Board is the key element in the program’s governance structure. It upholds the program’s integrity and professionalism without which confidence in the quality of its output cannot be regained. The Executive Board is formally responsible for the publication of regular progress reports and for the final dissemination of the PPP data and other results.

Technical Advisory Group (TAG)

Status, roles and responsibilities

25. The role of this body is to resolve technical issues comprising conceptual integrity and methodological adequacy. It carries out two main functions. First, it advises on issues involving the standards, methods and procedures required by the program. These may arise because of disagreements between participants, ambiguities in the procedures and guidelines, or as a result of previously unforeseen circumstances. It provides advice on request from either the Executive Board or the Global Manager.  Second, the TAG may propose research or analysis that it believes is necessary if the ICP is to continue evolving in the face of changing circumstances and providing better answers to its users’ concerns. 

26. Requests for technical advice coming from regional coordinators is forwarded to TAG through the Global Manager. To ensure coordination and consistency in technical issues, all requests to and communications from TAG are sent through the Global Manager.

27. The TAG reviews the issues presented to them and takes one of several actions. 

· Resolve the issue and submit recommendation to the Global Office;
· Assign one of the members to do a more in-depth review of the issue and provide recommendations to the full membership; or
· Recommend to the Global Office a research proposal for additional work to resolve the issue.
28. The TAG provides an independent assessment of the ICP technical program and advises the Global Office of issues affecting the integrity of the program.

Appointment of members

29. Members of the TAG are appointed by the Executive Board.  The TAG is led by a Chair who is the direct link to the Global Office. The Chair is responsible for documenting the conclusions of the Group, and providing recommendations for additional consultancies if required. 

Size and composition

30. The Technical Advisory Group’s membership comprises of individual experts in various topics. After consideration of the range of skills and experience needed to make this group effective, eight members in addition to the Chair are named. 

31. ICP Global Office

Role and location

The ICP Global Office is located at the World Bank’s headquarters in Washington DC. Its activities are financed from the ICP Global Trust Fund established at the World Bank and follows World Bank administrative and fiduciary rules and regulations. The Global Office reports, through the ICP Global Manager, to the Director of Development Data Group (DECDG) in the World Bank. On matters related to the execution and implementation of the ICP mission, its policy, programs, priorities and standards, the Global Manager acts within the directives provided by the Executive Board and within the framework of the work programs and budgets approved by the Board.

32.  Under the direction of the ICP Global Manager, the Global Office carries out the day-to-day work required to implement the ICP at the international level. Its functions include:

· Overall coordination and implementation of the ICP;

· Preparation of annual budgets and work programs;

· Provision of secretariat functions to the Executive Board;

· Development of ICP standards to be promulgated by the Board;

· Liaison with and technical backstopping for the regional implementing agencies;

· Global data aggregation, analysis and dissemination;

· Networking and coordination with TAG and other agencies such as Eurostat and OECD;

· Preparing and distributing quarterly progress reports to the Executive Board;

· Financial management, accounting and reporting.

Size and composition

The Global Office consists of the Global Manager and Deputy Global Manager, supported by a team of professional and administrative staff.

Recruitment and appointment

33. The ICP Global Manager was appointed in November 2002 by the World Bank on the recommendation of a selection committee chosen by the Friends of the Chair of the UNSC and chaired by the Director, Development Data Group, World Bank. Other staff are recruited in line with World Bank procedures and appointments are made on the basis of an assessment by a selection panel.

Reporting and accountability

34. The Global Office prepares timely progress reports to both the Executive Board and other interested parties such as the UN SC.  The principle is that as far as possible, all reports, once approved, are public documents and are accessible to anyone wishing to inspect them. Accounts of expenditure are kept according to World Bank rules and procedures and all accounts will be subject to an official audit.
Overview of regional arrangements
35. The ICP is organized on a regional basis. In each of five regions covering: Africa, Asia and the Pacific, the Commonwealth of Independent States, Latin America and the Caribbean, and Western Asia
, regional coordinating offices take responsibility for the execution of the program and provide the mechanism to coordinate activities and to liaise with participating countries. Regional ICP Offices provide appropriate staffing and other resources to implement and monitor the program at the regional level. 

36. The ICP Regional Offices carry out the work required to implement the ICP at the regional level. (See Annex 1) Their responsibilities are similar, but not identical, to the ICP Global Office. In particular, the ICP Regional Office under the direction of the Regional Coordinator and in consultation with the Regional Committee:

· Maintain a close relationship with the ICP Global Office including regular and extensive sharing of information;

· Design and implement regional programs, database management, standards, guidelines and procedures as agreed with the ICP Global Office;

· Coordinate the efforts of the participating countries in the region through the dissemination of information, training, and promoting ICP standards and guidelines, including the use of specialist ICP software;

· Strike a workable compromise with national participants on the list of items (goods and services) to be priced and expenditure weights to be supplied;

· Ensure that all national participants share the same understanding about how prices for comparable and representative items ought to be collected, the circumstances of collection, the outlets from which the prices must be obtained, the standards of recording and documentation, and the overall timetable for the program;

· Ensure that Ring countries carry out their agreed duties;

· Provide technical guidance and effective leadership to participating countries to settle questions, doubts, ambiguities and inconsistencies, where necessary obtaining advice from the Technical Advisory Group through the ICP Global Manager;

· Monitor implementation of the program in order to signal, if necessary, possible delays, budgetary overshoots or major technical flaws to take preventive or remedial action if required;

· Carry out the aggregation of national results to calculate PPP indices and subsequently apply them to GDP expenditure breakdowns for calculating volume measures;

· Provide an analytical underpinning for the regional results;

· Prepare and submit quarterly progress reports and comprehensive annual reports in consultation with the Regional Committee, to the Executive Board through the ICP Global Office;

· Keep appropriate financial and administrative records and provide regular progress and financial reports.

National Coordinating Offices
Role

37. For each ICP participating country, there is one National Coordinating Offices (for example, the body in charge of national accounts and/or price compilation or the national statistical coordinating agency). This Office appoints a national ICP Coordinator who takes responsibility for the successful implementation of the ICP in that country. The role of the coordinator includes:

38. Ensuring the correct estimation of the national components of ICP. These include the statistics of prices (including poverty-specific measures), GDP expenditure weights and compensation of employees as scheduled and within the assigned resources;
· Ensuring that there is a full understanding on the part of the staff assigned to the ICP of the objectives and standards of the program and how those objectives affect the collection of the necessary data;

· Maintaining contact with the Regional ICP Office and the Regional Coordinator and other participating countries concerning the consistency and the understanding of regionally agreed targets and methods;

· Ensuring that data collection is carried out according to agreed specifications and classifications, spanning agreed time intervals, geographical scope and outlets;

· Accounting for all funds received from the Regional ICP Office and maintaining proper administrative and financial records;

· Making sure that the Regional ICP Office is kept aware of those cases where there is limited compliance with either representivity or comparability in the goods and services selected and priced; and

· Submitting to the ICP Regional Office the data collected after suitable checking for validity, as well as submitting the appropriate documentation in the agreed form and at the right time.

39. Each National Coordinating Offices signs a Memorandum of Understanding with the ICP Regional Office, which will set out a list of entitlements and obligations.  Separate arrangements may be required to manage the transfer and disbursement of funds.


Relationship with ICP Activities in OECD and European Union Countries

40. International comparison activities in the European Union and the OECD countries are managed by Eurostat and OECD. The data from the ICP will be merged with that generated by the OECD data collection activities to produce a single agreed global database. 

41. Close collaboration between the global ICP and the program in Europe and OECD is essential to the success of the program as the global program can take advantage of the long term experience of OECD and Eurostat countries. To this end, there will be regular consultation between the ICP Global Office, the Technical Advisory Group and Eurostat and OECD. A senior manager from OECD will be a member of the ICP Executive Board. 

Requirements for Participation
42. One hundred and forty seven countries are participating in the 2003-2006 round making it the largest statistical exercise ever undertaken.  A list of countries participating in the program is available on the ICP website.

New Methodological Developments 

43. New methodological developments in this round include a) the Structured Product Description (SPD) approach for defining product; b) a global basket of goods and services for the Ring comparison; c) the Basket of Construction Components Approach (BOCC) for construction sector comparisons; d) an improved method for equipment goods comparison; e) a new approach to generate poverty specific PPPs; f) the Tool Pack software package; g) new method to estimate PPPs at the basic heading level; and h) intensive review of data from each data collection period using the Eurostat Quaranta Tables and the ICP Dikhanov Tables. These innovations are discussed at length in relevant chapters of this handbook. 

Key Activities and Target Dates

44. Outlined in Figure 2 is a broad overview of the timetable of preparations for, and the execution of, the 2003-2006 round of the ICP.  

Figure 1
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Training of ICP Practitioners
45. The ICP depends on many players from around the globe.  Besides the core team within the Global Office at the World Bank in Washington, DC, a wealth of field data collectors, data processors, team managers, statisticians, economists and coordinators are employed in the countries and regions.  While many of these have experience of price surveys and data analysis, some aspects of the ICP are new for this round, such as more detailed lists of items to be priced and new software to facilitate this, and thus some training for staff is necessary.

46. Consistent and thorough training of all staff in the techniques required is fundamental to the program.  Activities must be executed in a uniform manner across all countries and regions to ensure that the data collected by each are of the highest quality and compatible with that collated by others.  To this end, workshops take place at every level, and are designed to allow a “trickle-down” of consistent information to ICP practitioners. The Global Office provides training to regional coordinators through week-long workshops in a variety of locations held at suitable periods to anticipate forthcoming work. These workshops invite a number of experts to explain procedures for different aspects of the ICP such as price collection and GDP weights and expenditure for example. Training for the development of lists of Specific Product Descriptions for each region has been necessarily intense to ensure compatibility between items priced across the world.

47. Regional Coordinators then pass on this information to National Coordinators through regional workshops. The execution of the program in the region and individual countries and methods used to ensure consistency both internationally and regionally are discussed.

48. Besides these formal sessions, constant and continuing discussion takes places between all the coordinators regularly on technical, managerial and conceptual issues. The following section below outlines the strategies in place for this.

Documentation and Communications
49. The complexity of the ICP and the diversity, both geographically and in skills background, of its practitioners calls for robust and transparent documentation and communications.  

50. Internet technology allows enhanced and instant communication between coordinators around the world. It also provides a mechanism for the casual user and the public to keep abreast of progress made on the program and the use of purchasing power parities. A re-designed website (www.worldbank.org/data/icp) for the ICP provides up-to-date information on all topics of interest. The policy for placing material on the global website will be to allow transparency whenever possible.  

51. Advocacy materials in the form of a regular newsletter and brochures have been published to increase the awareness of stakeholders about ICP activities. The quarterly newsletter ‘ICPNews’ is published in Arabic, English, French, Russian and Spanish. 

Guidelines and Policies for Data Access, Analysis, and Dissemination
Overview

52. Good data quality is essential to the wide acceptance and use of the ICP and its sustainability. Considerable attention must be given to the determination of what is to be priced, the pricing sources, and data editing to ensure comparable items were priced across countries and unusual or outlier reports were handled consistently within as well as between countries.  

53. One fundamental issue is the application of consistent data editing that provides robust international data sets. Country statisticians know how to review data from their national surveys and can identify “outliers” and how prices can vary across regions of their country. They are ultimately responsible for the quality of the data and the resulting official estimates and have to defend departures from expected levels.  However, the ICP takes data quality to another level that requires data editing, analysis and estimation across countries. A dataset in Country A may contain data that satisfied its domestic edit and analysis requirements and provides consistent measures of change and level over time for that country. However, when compared with Country B’s dataset, price levels for some items may not be comparable for several reasons ranging from interpretation of product definitions to the identification of “international outliers”, i.e. prices that were reasonable from a national sense, but not when viewed across countries.

54. Another criticism of previous rounds was that when countries finished data collection and submitted their results, they were out of the loop as far as any further work was concerned on data aggregation through dissemination.  That added fuel to the belief there was little in the exercise for the countries themselves.

Integration of the ICP with National Statistical Systems
55. Whilst most countries carry out price collection of items for calculation of national consumer price indices, the sophistication of these and the size and diversity of sampling frame used differ widely. The requirements of the ICP in terms of geographic coverage and the number of items to be priced mean that some countries are stretched beyond their normal capacity. In order for the ICP to establish itself as a sustainable and worthwhile program it must integrate with national statistical practices and help to improve them, through statistical capacity building, wherever possible. 

56. The Tool-Pack software (see below), designed to facilitate the collection of high-quality price data on goods and services for the ICP, will also be of use to countries in other data collection exercises, such as consumer price indices.   In many developing countries this software will vastly improve on existing methods and provide a much more robust and representative database.

57. Training of local staff in data collection and editing techniques for the ICP will also help to enhance the skills base of personnel. These techniques can be applied to many surveys and statistical exercises.

58. National statistical systems are driven by the needs of their users. As illustrated elsewhere in this handbook Purchasing Power Parities are fundamental to establishing and monitoring many poverty alleviation policies, such as those exemplified by countries own Poverty Reduction Strategies and the global Millennium Development Goals. PPP data are also used in economic analyses assessing market and investment potential. As the use of PPPs continues to accelerate, the demands of users will be reflected in the investment made by statistical systems in the ICP. The aim of the program is to become fully immersed in the cycle of statistical activities for each country.

New Data Collection Software

59. The ICP Tool-Pack software aims to strengthen key areas of data management, including supporting national price collection efforts, standardizing price collection, permitting data validation, ensuring data collection consistency over time and space, improving data quality and timeliness, and facilitating data analysis. The software allows regional stratification and geographic weighting (including urban and rural). It also has the capability to store and display pictures of items, particularly capital goods, to ensure collectors are recording data on comparable items.  

60. Another feature of the software is that it facilitates the calculation of national average prices for ICP purposes. This significantly reduces the data processing time by allowing primary data processing work to be done at the country level. It also shortens the duration of the regional comparison which will improve the overall timeliness of obtaining data from the ICP.  Data collected for national consumer price indices (CPI) which are also suitable for the ICP can be imported directly with minimum alterations in the format of the original data. This would facilitate the integration of CPI and ICP price data. 

Enhanced methodology and analysis
61. Chapters three and onwards in this Handbook address the methodology to be applied for data collection and analysis in full. This is fundamental to producing high-quality purchasing power parity data, and thus work to ensure coordinators and other practitioners have the right information, definitions and techniques to do this provides a firm foundation for the ICP.

GDP expenditure basic headings

62. Chapter 3 reveals how c  
ountries participating in the ICP 2003-2006 round will be required to provide a very detailed breakdown of the final expenditure categories of Gross Domestic Product (GDP). Currently the classification used by countries participating in the OECD and Eurostat ICP contains 222 detailed expenditure subclasses or Basic Headings. A detailed breakdown for other countries is also needed is needed to provide the weights that are used in calculating the PPPs,  although a shortened version of around 155 basic headings is more feasible for the rest of the world. The prices of goods and services that account for large shares in final expenditure must be given more importance in calculating the PPPs than prices of goods and services that have only small shares. 

63. These expenditure weights are generated from the national accounts within each country. While these data should be consistent with each country’s regular annual estimates of GDP, it is hoped that as far as possible these will be consistent with 1993 System of National Accounts
 (1993 SNA).  However as many countries are not yet able to implement 1993 SNA fully, minor differences are likely to occur. Differences from the 1993 SNA can be considered minor if they do not seriously affect the level and growth rate of total GDP or the relative shares of household consumption, government consumption and capital formation.  

64. One of the main objectives of the ICP 2003-2006 round is to compare real GDP across all participating countries. For these comparisons to be meaningful it is essential that the GDP estimates provided by participating countries for the reference year should cover the full range of economic transactions that are included in the national accounts “production boundary”. Not all of these items are necessarily important in all countries, but the national accounts statisticians must carefully review their basic source data to ensure that if they are significant, they are adequately covered in the estimates of final expenditure on the GDP.

65. A number of international agencies have recently collaborated to issue a handbook on the measurement of “underground” or “informal” activities, Measuring the Non-Observed Economy: A Handbook
. This provides basic definitions of informal, underground, and illegal activities and related concepts and gives practical advice on their measurement in the national accounts. In particular, it includes a series of templates that have been developed by Eurostat to help its member states to identify gaps and omissions in their national accounts in order to improve the exhaustiveness of their estimates.

Product lists and prices

66. At the level of an individual product, a purchasing power parity reduces simply to the ratio of its prices in two different countries (or, possibly, different regions within the same country). If currency is converted from one country to the other at that ratio, it must purchase the same quantity of that product in both countries. Purchasing Power Parities for groups of products, such as those within a basic heading as defined by GDP expenditure, are essentially averages of the PPPs for the individual products. The first step in the calculation of PPPs is therefore to collect prices for the same products in different countries. In order to ensure that the products for which the prices are collected really are the same, the products have to be carefully described and specified.   

67. Chapter 4 presents the concepts underlying the pricing of items while Chapter 5 illustrates how to draw up the lists of products for pricing in different countries. As in the case of CPIs and other temporal price indices, it is impossible to include every product on the market, so that prices are collected only for a selection of products. Drawing up suitable lists of products for international price comparisons is very much more difficult and complex, both conceptually and in practice as patterns of consumption can vary greatly from country to country. Products that are common in some countries may be rare in others, because of differences in supply, tastes, climate, etc. The establishment of appropriate lists of products whose prices are to be collected and compared between countries, and also the preparation of adequate descriptions of those products, are key factors on which the success of the entire ICP depends.  

68. Many reiterations of these Structured Product Descriptions (SPDs) are needed, as the global and regional coordinators attempt to find products that are comparable across countries, while national coordinators need to confirm these items’ representivity in their own countries.  The process of establishing the product lists may take about a year and needs to be carefully planned.  It is imperative to respect the various deadlines if the project is to be completed on schedule.

National, annual average price comparison

69. A new development for this round of the ICP takes forward the recommendation made by an expert group that convened in mid-2002: that the comparison be based on national, annual average prices. This is significant for countries where the CPI may only represent the capital city. The goal is that the average prices represent the country as a whole. Furthermore, the average price is to represent the entire year to make them consistent with the prices underlying the GDP.

Ring Comparison

70. Another major conclusion reached by this group was that a “Ring” approach should be used to link PPPs across regions for the global comparison instead of relying on the traditional “bridge” procedure.  In effect, some countries within each region were asked to price two lists.  One list will represent their region, while the other list will be used to price items that can be used to link across regions.  In one sense, the ring comparison is a mini ICP.  Another effect is that the averages of multiple countries will be used to link regions vs relying upon only one country.
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Memorandum of Understanding
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The World Bank
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The African Development Bank

For

Management and Implementation of the

International Comparison Programme in Africa

February 2003-December 2005
I.  Background

Under a mandate from the United Nations Statistical Commission (UNSC), the World Bank, in close collaboration with numerous national and international organizations, is preparing to launch a revamped round of the International Comparison Program (ICP) during a 2003 to 2006 timeframe. The ICP is global statistical exercise designed to collect and disseminate purchasing power parity (PPP) data. These data measure and compare the performance of economies throughout the world and the socio-economic status of different groups of people. In particular, PPP data are essential to the management and monitoring of progress made towards the Millennium Development Goals (MDGs). The data are also used by multilateral corporations to determine market sizes and assess investment conditions. In addition, there is a substantial, but as yet largely untapped, demand for the data at the national level to monitor macroeconomic conditions and integration with international markets.

Increasing use of PPP data has highlighted longstanding data quality issues. Subsequently, a new ICP strategic framework has been developed through a consultative process, with a remit to improve the methodology and implementation of the ICP exercise, and enhance the quality of its outputs. The UNSC has endorsed this new strategic framework and it has the widespread support of the broader ICP community, including data users and experts.

The framework’s highest priority is the development of price statistics and national accounts: in this respect, it aims at maximizing the synergy between the ICP and domestic statistical programs through national statistical capacity building. 

On the organizational front, the framework puts particular emphasis on establishing effective management structures at all three levels: global, regional and national.

As highlighted in the global governance framework
 management and coordination of the ICP is needed at three levels: global, regional and national. Overall coordination and accountability of the global program will be achieved through an Executive Board who will represent the ICP’s main stakeholders, including international organizations, regional agencies, and national statistical offices. It will be responsible for setting out the strategic framework for the global ICP, taking into consideration the statistical needs of regional agencies and countries, and for approving global annual work programs. The Board will be supported by a Secretariat based in the Global Office, located in the World Bank headquarters in Washington D.C, whose role will cover the day-to-day management of the global program, ensuring consistency and data quality in all participating regions and countries, and the preparation of the aforementioned annual work programs. 

In keeping with previous ICP rounds, the proposed exercise will be carried out in six independent regions. The regional programs are developed with sufficient flexibility to meet regional statistical priorities and requirements. However, this arrangement is preceded by an understanding that meeting the requirements of the global program is the primary goal of the exercise. The regional ICP work in Africa (ICP-Africa) will be coordinated and managed by the African Development Bank. The data collection and processing work at the country level will be administered by national statistical agencies.

The ICP is a huge and complex global statistical exercise, involving many players.  For it to be a success, the framework for the 2003-2006 round calls for: 

(i) effective coordination and management;

(ii) concerted and continuous efforts in resource mobilization;

(iii) standardization of concepts and definitions in data collection;

(iv) harmonization of methodologies in data processing; and 

(v) collective commitment to quality assurances. 

In support of this, the ICP handbook sets out guidelines for data collection, verification and processing to assist implementation at all levels. In addition, Memorandums of Understanding between the Global Office and each region set out modalities and timetables jointly agreed upon.

II. Summary

This Memorandum is made between the African Development Bank and the World Bank concerning their collaboration for the successful completion of ICP-Africa under the general framework of the ICP. This Memorandum sets out the activities and responsibilities required of the African Development Bank and the World Bank for the ensuing round of the ICP to be implemented during 2003-2006 timeframe, with 2005 as a base year.

III.   Roles and Responsibilities of the Global Office and Secretariat

The Global Office and Secretariat will be responsible for the following: 
1. Foster regional participation, mobilize resources, and coordinate the global program
· Establish a global ICP office with appropriate staff and resources to implement and monitor the program at the global level;
· Foster participation of different regions, and provide assistance for the recruitment of participating countries;
· Mobilize resources for financing the global coordination component of the program and other contingencies, and assist regional agencies in their fund-raising efforts to cover both regional coordination, and national data collection costs;

· Coordinate the overall ICP work across regions, including promoting minimum standards for regional programs, and ensuring a timely global comparison;

· Determine data collection, analysis, aggregation and dissemination timetables in collaboration with regional organizations;
· Prepare and submit global quarterly progress reports and a comprehensive annual status report to the ICP Executive Board with input from regional agencies; 
· Keep appropriate financial and administrative records and provide regular progress and financial reports to the ICP Executive Board; and
· Provide secretarial support to the ICP Executive Board and the ICP Council.
2. Conduct research and establish standards for data collection and aggregation procedures

· Conduct research in close consultation with the Technical Advisory Group, an independent panel established to provide guidance on technical issues and to monitor the use of appropriate methodology (see International Comparison Programme: Governance Framework);
· Develop and promulgate all necessary standards to ensure ICP data consistency and quality, including standards for product definition, price collection and verification, and data processing and aggregation through the preparation of ICP Handbook;

· Provide comprehensive and integrated software for price collection, data analysis and aggregation in six languages, including English, French and Portuguese;
· Ensure the regional coordinator and staff receive training in the preparation of product lists, price collection, data analysis and aggregation; and
· Coordinate communications regarding technical issues between the Technical Advisory Group, and the regional coordinating agencies, as specified in the global governing draft;
3. Establish international data sharing and dissemination procedures

· Provide guidelines and policies on data sharing between countries within a region, between countries and the regional office, and between the regional office and the Global Office; See Appendix A.
· Ensure reasonable adherence to the internationally recommended standards in respect of the presentation of ICP results before they are made public for their final use.

4. Link regional results and produce global PPPs and reports

· Ensure the development of an effective bridging methodology for linking the African regional comparison to the work undertaken at the international level, and to the similar work undertaken elsewhere on a regional or sub-regional basis;

· Identify the inter-regional link (ring) countries, prepare their product lists, and coordinate this collection effort with the various regional programs;
· Assist the African Development Bank in preparing harmonized survey guidelines and the list of core commodities for regional linking;

· Establish reporting requirements between the regional and global offices;

· Link regional results and compile global PPPs;

· Prepare and disseminate a global report; and

· Promote the uses of the data for policy-oriented analysis.

IV.  Roles and responsibilities of the regional agency

As the regional administrator for Africa, the African Development Bank, in collaboration with the Global Office, will handle daily operational matters, including coordination, project development, preparation and implementation of the regional comparison. The key tasks of the regional coordinating body are as follows:

1. Foster country participation, mobilize resources, and coordinate the national programs

· Establish a regional ICP office with appropriate staff and resources to implement and monitor the program at the regional level;

· Recruit countries to take part in ICP-Africa, and coordinate the efforts of the participating countries through information sharing, training, assistance, and ensure that global ICP standards and timetables are met;

· Mobilize resources to finance the regional coordination component of the program and to provide financial support to countries to help cover data collection and processing costs;
· Prepare timetables of activities and due dates for participating countries and establish monitoring criteria to signal possible delays, budget shortfalls, or technical issues requiring attention.

· Organize and conduct regional workshops;

· Provide venues, support, materials, and guides to ensure that participants are properly trained;

· Help participating countries to design their ICP plan of action, which will include the benchmark comparison tasks and follow-up activities deemed necessary to ensure the sustainability of the ICP;

2. Provide mechanisms to ensure countries take full ownership of the program

· Form regional committees, representing all stakeholders, in order to fully involve participating countries in the management of the ICP, to ensure that effective communication takes place, to promote the use of the ICP and to guide the dissemination of the results;

· Keep appropriate financial and administrative records and provide regular progress and financial reports to the Regional Governing Board and the Global Office;

· Provide secretarial support to the Regional Governing Board;
3. Ensure countries observe standard data collection and processing guidelines established by the Global Office

· Develop a list of regional classifications maintaining adequate overlaps with other regions;

· Ensure uniform standards in the participating countries, regarding comparable and representative items, price collection and outlets from where they are obtained, recording and documentation, and the overall timetable for the program;

· Assist countries in the adoption of survey methods and compilation of average prices and GDP expenditure weights;

· Supervise all technical and managerial aspects of the regional program;

4. Establish international data sharing and dissemination procedures

· Ensure that the data sharing procedures established by the Global Office are observed per Appendix A

· Ensure reasonable adherence to the internationally recommended standards in the presentation of the ICP results before they are made public for their final use.

5. Liaise with the global coordinator and the other regional coordinators

· Liaise with the global coordinator and the other regional coordinators on a continuous basis to share information and best practices, and meet annually to discuss any outstanding issues;

· Provide effective management and a regular exchange of technical information with the Global Office to support the project’s overall management and direction;

· Inform the Global Office of technical matters requiring the attention of the Technical Advisory Group;
· Prepare and submit regional quarterly progress reports and a comprehensive annual status report to the Global Office with input from national agencies.
6. Compile regional PPPs and prepare analysis of the data and reports

· Process and analyze data from each country and calculate regional PPPs;

· Publish and disseminate the report; and

· Promote policy-oriented uses of the data.

V.  Timeframe and Work Programs
This Memorandum will continue from the date of signature until December 31, 2005. It is understood that additional areas of collaboration may be identified during the lifetime of this Memorandum and successive activities would be supported by a more specific activity agreement that would be signed by both parties to this Memorandum. 


VI.  Other Parties

Other Parties may join this collaboration and can be signatories to a revised form of this Memorandum provided that the original signatories consent.

VIII.  Implementation

The individuals with overall responsibility for implementation of this Memorandum of Understanding are:

For the Bank 

For the AfDB

IX. Termination

This Memorandum may be modified at any time by joint agreement of the parties.  It shall remain in effect until the global aggregates and PPPs have been published.

Signatures

World Bank
African Development Bank

Chairman, ICP Executive Board
Annex 2
Requirements for Participation in the International Comparison Program
Overview:  The International Comparison Program has unique features that set it apart from other international statistical endeavors — a country cannot compute a Purchasing Power Parity (PPP) by itself. A second feature of the program is that it cannot produce a satisfactory outcome unless all countries and regions that take part in it adhere to the same methodology and procedures. A third feature, which is often neglected, is that the program cannot yield satisfactory results unless all participants are convinced that their neighbor has abided by general agreements regarding the probity of the data an d the professionalism with which it has been estimated. 

 An extensive review of the shortcomings and problems that damaged severely the results of the previous round singled out the following:

· Inflexible list of items to price

· Insufficient documentation

· Lack of standards and procedures

· Distrust among countries, regions, and Global coordinators.

The governance structure and procedures put into place for this round were designed to address these problems. Countries took part in the preparation of the product specifications and jointly agreed upon the content of the list to be priced and the collection timetable. ICP Handbook and operational manuals were written documenting standards and procedures developed by international experts and guided by a Technical Advisory Group. The roles and responsibilities of the national, regional, and global coordinators are also described. The material in these manuals has been reviewed and accepted by the regional coordinators. The ICP’s governance structure ranging from the countries, to the regions, to the Global Office was implemented under the auspices of an Executive Board fully conscious of the need to establish mutual trust.

Trust is built on the principle of transparency.  Transparency requires that countries within a region be given the opportunity to see the average prices submitted by each other and be able to make sure that the same products were priced, the selection and coverage of outlets, is sufficiently comparable, etc. Beyond inter-country transparency, each regional coordinator needs to see and understand the average prices estimated by other regions to ensure they are following the same methodology and collection principles so as not to bias the global comparison that marks the conclusion of the ICP.

The Global Office was created to ensure that regional activities take place in the context of a transparent process built upon trust and to take ultimate responsibility for the quality of the final data. But it can only do so effectively if it can review the regional data for internal consistency and overall quality while data collection is underway and once it is completed.

Although participation in the ICP is entirely voluntary, all ICP partners became committed to the basic principles once they agreed to participate. Once a country has decided to take part, it cannot hold the overall program hostage by opting out on any of the necessary principles upon which the success of the program depends.  The following paragraphs summarize the basic requirements for countries and regions as a whole since they are part of the global comparison.
Countries:

A minimum of two quarters of data collection preceded by substantial pilot surveys is required. Where countries started data collection at mid year and are collecting data monthly, July should be considered to be the pilot survey period. Exceptions are for goods and services the prices of which have known seasonal fluctuations. Their prices will have to be captured both in the on and the off seasons. As well in cases such as housing and government, it is sufficient to conduct data collection once, so long as it can be shown that the data were collected in accordance with the established and agreed methodology

Data collection can be limited to the Capital City and surrounding area if auxiliary data (such as expenditure weights and prices derived from the CPI, for example) are available to extrapolate the ICP data to national averages.

It is preferable that countries provide individual price observations to the regional coordinator. If countries cannot provide individual price observations because of confidentiality requirements, average prices by item must be provided to the regional coordinator for the preliminary regional reviews accompanied by the following statistical measures:

· Number of price observations

· Variance coefficient

· Representativity indicator

Final national annual average prices must be provided to the regional coordinator at the end of the data collection process with the above statistical measures. 

For purposes of the ICP, each country’s Gross Domestic Product will be subdivided into the 155 basic headings for each of which price data will be provided.

Each country will participate in the review of national submissions and regional results by inspecting the corresponding Quaranta tables and detailed PPPs. After an appropriate review countries will sign off on the results of these reviews. In other words, a country cannot wait to the end of the exercise to decide whether or not its PPPs will be published.  

Regions:

Regions must hold at least two preliminary data review workshops to be scheduled after each cycle of data collection. These workshops must include all participating countries and engage in detailed data analysis based on Quaranta tables (example below).

There will regional workshops organized by the Global Office. Prior to each workshop each region will submit preliminary average prices, variance coefficients, and number of observations by item by basic heading by country to the Global Office.    

Final national annual average prices, variance coefficients, and number of observations by item, by basic heading, by country will be submitted to the Global Office at the end of data collection.

General rules 

The Global Office will only allow authorized access to its data base according to the modalities of access as previously agreed with the countries and regions taking part in the ICP.

Basic heading parities will be computed using the CPRD method. This is the methodology adopted for the calculation of basic parities that in turn will underlie the calculation of official results. This in no way preempts the calculation for analytical purposes of results using alternative approaches. 

The methodologies adopted respectively for the collection of prices for housing, construction, government and equipment are those that have been reviewed and endorsed by TAG. Deviations from these methodologies require approval from the Global Office.

Individual price observations resulting from the Ring country data collection will be submitted to the Global Office.








































� For Africa, the African Development Bank; for Latin America and the Caribbean, the United Nations Economic Commission for Latin America and the Caribbean; for Asia, the Asian Development Bank and the United Nations Economic and Social Commission for Asia and the Pacific; for Western Asia, the United Nations Economic and Social Commission for Western Asia; and for the Commonwealth of Independent States, the Statistical Committee of the Commonwealth of Independent States.


�. System of National Accounts 1993, Commission of the European Communities, International Monetary  Fund, Organisation for Economic Co-operation and Development, United Nations, World Bank, 1993.  The System of National Accounts 1993 is here abbreviated to 1993 SNA.  Note that the European System of Accounts 1995, (Eurostat, Luxembourg, 1996.) is fully consistent with the 1993 SNA.  Reference to the 1993 SNA apply equally to the 1995 ESA.


3. Measuring the Non-Observed Economy: A Handbook, Organisation for Economic Co-operation and Development, International Monetary Fund, International Labour Organisation, Interstate Statistical Committee of the Commonwealth of Independent States, OECD, Paris 2002.  The Handbook is available at � HYPERLINK "http://www.oecd.org" ��www.oecd.org� – then statistics and documentation.


�   International Comparison Programme: Governance Framework, World Bank 2002 
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ICP Program Timetable (2)

				Figure 2: ICP 2003-3006 Round: Program Timetable

				2003								2004								2005								2006								2007

		ACTIVITY		1		2		3		4		1		2		3		4		1		2		3		4		1		2		3		4		1		2		3		4

		Governance

		Global Office staffed

		ICP Executive Board formed

		Methodology & Specifications

		Consumption

		Review initial food, clothing & footwear SPDs

		Prepare preliminary Product Specifications -  food, clothing footwear for each country

		Finalize Product Specifications - food, clothing, footwear

		Prepare  Product Specifications for rest of Consumption items

		Ring

		Prepare, review and finalize specifications for Ring countries, ensuring overlap

		Other

		Prepare Specifications for housing rental survey

		Prepare Specifications for Capital Goods

		Prepare Specifications for Government services--compensation of employees

		Data Collection

		Complete consumption data collection

		Complete investment, housing, gov't, etc.

		Complete Ring data collection

		Preliminary Regional PPPs - estimated 2005 GDP

		PPPs for consumption

		PPPs at GDP

		Preliminary Global PPPs

		PPPs for consumption

		PPPs at GDP

		Final PPPs

		Regional PPPs using final 2005 weights and GDP

		Global PPPs using final 2005 Weights and GDP






