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Introduction

1.   
Countries participating in the ICP 2004 will be required to provide a very detailed breakdown of the final expenditure categories of Gross Domestic Product (GDP). The Classification of Expenditure on GDP, which provides the guidelines for classifying expenditure for ICP 2004, is on the ICP website www.worldbank.org/data/icp . This classification, from here on referred to as the Expenditure Classification, contains 155 detailed expenditure subclasses or Basic Headings. A detailed breakdown is needed to provide the weights that are used in calculating the PPPs.  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. 

2. The purposes of this Chapter are:

· to define the final expenditure components of GDP and explain the prices used to value them; 

· to introduce the classifications to be used for the different expenditure components; and 

· To describe the data sources commonly used to break down final expenditures in the necessary detail.
3. In particular this Chapter covers: 

· The main aggregates, their definition and their valuation



GDP and the main final expenditure aggregates

(paragraph 9)
· Individual versus collective consumption


(paragraph 10)
· Individual consumption expenditure by households
(paragraph 14)
· Individual consumption expenditure by NPISHs

(paragraph 17)
· Individual consumption expenditure by government
(paragraph 20)
· Collective consumption expenditure by government 
(paragraph 24)
· Gross fixed capital formation



(paragraph 26)
· Change in inventories




(paragraph 29)
· Acquisitions less disposals of valuables


(paragraph 32)
· Exports of goods and services (plus)


(paragraph 35)
· Imports of goods and services (minus)


(paragraph 36)
· Valuation






(paragraph 37)
Classifications








The Classification of Expenditure on GDP

(paragraph 49)

· Regional versions of the Expenditure Classification
(paragraph 59)

· Basic Headings





(paragraph 64)
· Government final consumption expenditure

(paragraph 68)
· Data sources
· Introduction






(paragraph 70)
· Individual consumption expenditure by households
(paragraph 75)
· Individual and collective consumption expenditure by government












(paragraph 88)
· Individual consumption expenditure by NPISHs

(paragraph 89)
· Gross fixed capital formation



(paragraph 90)
· Change in inventories




(paragraph 91)
· Fallback procedures




(paragraph 92)
The need for timely expenditure data to calculate PPPs
(paragraph 94)
4. The expenditure weights will have to be supplied by the national accounts experts in each participating country, but this is not the only contribution that the national accounts experts will be required to make to the ICP.  A main purpose of the ICP is to generate measures of final expenditure on GDP that can be compared across countries and these comparisons will be made in terms of the expenditure components of GDP provided by the national accounts experts in participating countries.  Another important link between the national accounts and the ICP concerns the price data because the prices reported by the participating countries must be strictly consistent with the prices underlying the national accounts.  To an important extent, therefore, the success of the ICP 2004 depends not only on the quality and relevance of the price data that are fed into the PPP calculations but also on the quality of the underlying national accounts estimates.  Participation in the ICP 2004 will be a collective undertaking in which price statisticians and national accounts experts play equal roles. 

5. This chapter describes the expenditure components of GDP strictly according to the 1993 System of National Accounts
 (1993 SNA).  The ICP organisers recognise that many countries are not yet able to implement the 1993 SNA in all details.  Participating countries are not required to make a special set of “SNA-consistent” GDP estimates for the 2004 reference year.  The expenditure statistics supplied by countries should be consistent with each country’s regular, official annual estimates of GDP.  These should respect the SNA guidelines as far as possible but they may be deficient in minor respects.  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.  

6. One of the main objectives of the ICP 2004 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”.  In particular, the national accounts must cover the following:

· Consumption of crops and livestock products that households have produced for themselves.

· Food, clothing and household goods sold by street traders or in village markets.

· Goods and services that are provided to households by “informal” or “unregistered” producers. Examples here may include food and drinks sold on the street by itinerant vendors; services of unregistered taxi drivers; plumbing, electrical and other household maintenance services; house-cleaning and child-minding; private teaching lessons; and personal services such as hair-cutting and shoe-cleaning.

· Goods that have been smuggled into the country from abroad without payment of customs duties and without being recorded in the foreign trade statistics.

· All government expenditures, including expenditures on the military forces, expenditures by municipal and local authorities, and expenditures by the head of state.

· Dwellings that people build for themselves.  These may be constructed with traditional materials such as sun-baked rather than fired bricks and with palm-fronds and similar thatching materials. They nevertheless constitute gross fixed capital formation and they also provide dwelling services to the owner-occupiers which are included in household consumption.

7. 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.

8. 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 gives practical advice on how to ensure full coverage of items that are included in the SNA production boundary but which are sometimes omitted because of difficulties in measuring them.  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. This Handbook can be consulted on the OECD website – www.oecd.org.

The main aggregates, their definition and their valuation

GDP and the main final expenditure aggregates

9. As the terms are used in the national accounts, the gross output of an economy consists of two kinds of goods and services - intermediate and final. The former are goods and services that are used up, in a single accounting period, in the process of production. The latter are all the other goods and services included in gross output.
 One common way to calculate GDP is to subtract the value of intermediate goods and services from the value of the gross output of each producer to obtain what the national accountants refer to as value added. GDP is then obtained by adding up the value added of all producers. Clearly, the value added of all producers must be equal to final expenditures because when intermediate expenditures have been subtracted from gross output all that is left is, by definition, final. It is also clear that another way to calculate GDP is to add up those final expenditures directly. That is the approach to estimating GDP that is relevant for the ICP 2004.  Table 1 lists the main components of final expenditure that will be used for the ICP 2004. They are fully consistent with the 1993 SNA.

	Table 1. Main expenditure aggregates

	Final Consumption Expenditure

	Individual consumption expenditure by households

	Individual consumption expenditure by non-profit institutions serving households

	Individual consumption expenditure by government

	Collective consumption expenditure by government

	Gross capital formation

	Gross fixed capital formation

	Change in inventories

	Opening inventories (plus)

	Closing inventories (minus)

	Acquisitions, less disposals, of valuables

	Acquisitions of valuables (plus)

	Disposals of valuables (minus)

	Balance of exports and imports

	Exports of goods and services (plus)

	Imports of goods and services  (minus)

	Gross Domestic Product


Individual versus collective consumption

10. In Table 1 the components of final consumption expenditure are described as either individual or collective.  These terms were introduced in the 1993 SNA to distinguish consumption expenditures that are for the benefit of an identifiable household, or group of households, from expenditures that are made for the benefit of the community at large.  The former are called individual consumption expenditures while the latter are termed collective consumption expenditures.  All consumption expenditure by households is considered to be individual and all consumption expenditure by private non-profit institutions serving households (NPISHs) is also treated as individual because it is assumed to be for private use. Governments, however, have both individual and collective expenditures.  Thus for example, government expenditure on primary schools is individual because the services are provided to individual children, while government expenditure on the police force is collective because it is for the benefit of the whole community. The basic headings that are classified as individual consumption expenditures are assigned to  Main Aggregate 13 of the Expenditure Classification; all other consumption expenditures of government are considered to be collective and are assigned to Main Aggregate 14.

11. The distinction between who consumes - individuals or the community - and who pays - households, NPISHs or government - is used in the 1993 SNA to derive a new aggregate termed actual final consumption.  Table 2 shows how this is done.  Actual individual consumption of households is obtained by adding individual consumption expenditures by NPISHs and by government to individual consumption expenditure by households.  Since all NPISHs consumption expenditures are defined as individual, NPISHs have no actual consumption.  Government, however, has both individual and collective consumption expenditures and the latter remain as actual collective consumption of government. 

	Table 2.  Moving from final consumption expenditure to actual final consumption

	
	Final consumption expenditure
	Actual final consumption

	Households
	Individual consumption expenditure by households
	Actual individual consumption 

equals individual consumption expenditure by households, 

plus individual consumption expenditure by NPISHs 

plus individual consumption expenditure by government

	NPISHs
	Individual consumption expenditure by NPISHs
	None

	Government
	Individual consumption expenditure by government

Collective consumption expenditure by government
	Actual collective consumption  

equals collective consumption expenditure by government


12. 
The ICP 2004 uses the concept of actual final consumption and not that of final consumption expenditure when presenting the results of the comparison.  In other words, the PPPs and the associated price and volume indices will be calculated for the aggregates shown in the third column of Table 2.  This is done because there are differences between countries in the relative importance of individual consumption expenditures by NPISHs and, especially, by government.  For example, in some countries, the government provides most health and education services and so they are included in final consumption expenditure by government.  In other countries, households purchase most health and education services from market producers - and so they are included in final consumption expenditure by households.  If the ICP 2004 were to use the expenditure concept, it would give misleading comparisons of the volumes of the different kinds of goods and services actually being consumed by households in different countries.

13. Note, however, that countries participating in the ICP 2004 will be required to provide final consumption expenditures as listed in the second column of Table 2.  The ICP co-ordinators, in collaboration with the national statisticians, will make the conversion from final consumption expenditure to actual final consumption.

14. Individual consumption expenditure by households

15. This is the largest final expenditure component of the GDP.  It covers: 

· The purchases of goods and services that people need for daily living – food, clothing, consumer durable goods, rent, transport, personal services and so on; 

· Payments for goods and services that are provided by government or NPISHs at low (“not economically significant”
) prices; and 

· Wages paid to domestic servants including food and other goods provided to them as part of their compensation.

16. 
Individual consumption expenditure by households includes a number of imputed expenditures.  These are “expenditures” that did not actually take place but for which values are assigned – or “imputed” - in order to improve comparability between countries. The imputations are:

· Imputed rents of owner-occupiers.  People who live in their own dwellings are regarded as selling dwelling services to themselves. Expenditures on rents are therefore estimated both for those who really do pay rents to the owners of their dwellings and for those who own their own houses or apartments. In most countries this is the most important imputation included in individual consumption expenditure by households.

· Consumption of own-produced goods.  Persons who consume goods that they have produced themselves are considered to be selling the goods to themselves.  The most important examples are crops and livestock products that farmers produce for themselves and their families.  In some countries, beer, wines, spirits, textiles, pottery, furniture and farm tools may also be produced for own-consumption in significant quantities. Note that imputations are made only for goods.  With the exception of dwelling services produced by owner occupiers, no imputations are made for any of the other services such as cooking, child care and cleaning services that are produced and consumed within households.

· Income in kind.  Employees may receive goods and services free or at very low prices as part of their compensation. For example railway workers often have the right to free train travel, coal miners may receive a regular ration of coal and members of the armed forces usually get meals free. In the national accounts, goods and services provided as income-in-kind are part of compensation of employees, and the same amount is included in individual consumption expenditure by households.
· Financial services indirectly measured. (FISIM).  Banks usually provide their clients with some services free or at prices below their cost of production and cover the rest of the costs of production by charging higher interest on loans than they pay on deposits.  These services are referred to as “FISIM” in the 1993 SNA and are measured by the difference between interest received on loans and the interest paid on deposits.  The SNA recommends that FISIM should be shown as an imputed expenditure by the sector that benefits from the free services.  Households are one of these sectors so that in countries that follow this recommendation, FISIM will be an imputed component of individual final expenditure by households.

· Barter transactions. Barter is the exchange of goods or services for other goods and services without money changing hands.  In principle, final consumption expenditure by households should include barter transactions. 

17. Individual consumption expenditure by households refers to expenditures by resident households.  This means that it includes purchases of goods and services by resident households when they are travelling abroad (direct purchases abroad) and excludes purchases of goods and services in the domestic market by non-resident households (direct purchases in the domestic market).  In practice it is usually impossible to include direct purchases abroad and to exclude direct purchases in the domestic market for the detailed expenditure estimates. For ICP 2004, therefore, weights for basic headings will cover expenditures in the domestic market by both resident and non-resident households and will exclude purchases by resident households abroad. A one-line adjustment for net purchases abroad (total direct purchases abroad less total direct purchases in the domestic market) is then made to individual consumption expenditure of households to obtain the correct total.

Individual consumption expenditure by NPISHs

18. NPISHs are institutional units that have been set up by a group of households to provide services, and occasionally goods, on a non-profit basis.  There are two special features of NPISHs:

· First, they provide their services (and sometimes goods) on a non-market basis.  Non-market means that the services or goods are provided free or at prices that are not “economically significant”, that is at prices which do not have a significant influence on the amounts that producers are willing to supply or on the amounts that purchasers wish to buy.  A convenient rule of thumb for identifying whether a price is “economically significant” is whether the price covers more than half of the normal cost of production.  If it does not, the prices are considered to be not economically significant and so the service or good is being provided on a non-market basis.

· Second, they are mainly financed by donations or regular subscriptions from households.  NPISHs may also finance part of their operations from interest and dividends earned on investments made from donations and subscriptions from an earlier period, and they may also receive some funds from government or from enterprises.  The important point is that households – rather than government or enterprises - provide the main financial support for NPISHs. 

19. There are two kinds of NPISHs.  There are those that are created by associations of persons to provide services (and possibly goods) for the benefit of the members themselves.  Common examples are political parties, trade unions, sporting, cultural and recreational cubs and religious organisations.  Note that religious organisations also covers schools, clinics and hospitals run by religious organisations as well as mosques, churches, temples and other places of worship.  A second group consists of charities, relief and aid agencies that are created for philanthropic purposes rather than to provide services to the members financing the NPISHs. Their resources may come from foreign as well as domestic sources. If externally funded NPISHs – such as UNICEF, OXFAM, Médécins sans Frontières, the Red Crescent, - are expected to operate in a country for more than twelve months, they become resident NPISHs for national accounts purposes.

20. All expenditures by NPISHs are considered to be of benefit to individual households and are, therefore, defined as individual consumption expenditures.

Individual consumption expenditure by government

21. In most countries there are several different levels of government, such as municipal, local, state, provincial, federal. For the ICP 2004, data are required only for the total of these different levels, which is termed general government in the 1993 SNA.  Thus, for example, expenditure on education or health services must be the total of expenditures on education or health services by all levels of government.

22. The Expenditure Classification identifies those government expenditures that are defined as individual.  They fall under the broad functions of housing, health, recreation and culture, education and social protection and include government activities such as providing low-cost housing, operating sports facilities, museums, theatre companies and botanical gardens, running schools, universities, hospitals, clinics, first-aid centres, employment offices, shelters for homeless people and bureaux that provide advice and material assistance to people in need.

23. Individual consumption expenditure by government is of two kinds:

· First, the production of services by government for the benefit of individual households.  Examples are running schools and hospitals.  Here the government is itself organising and financing the production of services for consumption by individual households.

· Second, the purchase of goods and services by government from other producers which are then passed on to households, either free or at prices below the costs of production, without any further processing by government.  Examples are the provision to households of medicines and medical services for outpatients.  In some cases, households get these goods and services free or at very low prices at the point of sale, while in other cases households pay the full price at the point of sale and are later reimbursed, in part or in full, by government. For the ICP 2004, the purchase by government of goods and services for delivery to households is relevant for two functions – health and education.

24. The difference is important because different methods are used to collect prices for them as explained in paragraph 43.

Collective consumption expenditure by government 

25. Government current expenditure that is not individual is termed collective.  Again, the Expenditure Classification shows what kinds of current expenditures are collective.  They mainly fall under the broad headings of general public services, defence, public order and safety, economic affairs and environment protection but they also include certain expenditures under housing, health, recreation and culture, education and social protection that are considered to be for the benefit of the community at large.  These are expenditures on the formulation and administration of government policy at the national level, the setting up and enforcement of public standards, and on research and development. 

26. By contrast with individual consumption expenditures, collective consumption expenditures are of one kind only, namely the production of services by government.  Collective consumption does not involve the purchase of goods and services for delivery to households.

Gross fixed capital formation

27. Gross fixed capital formation (GFCF) consists of net acquisitions (acquisitions less disposals) of fixed assets.  Capital assets are goods that are intended for use in a production process and that are expected to last for more than one year. 

28. The 1993 SNA introduced a number of changes to the definition of capital assets.  The most important are that purchases of computer software and mineral exploration are now treated as fixed capital formation. Note that GFCF in software includes both purchases of ready-made software and the cost of developing software “in house”.  GFCF in mineral exploration is the total expenditure incurred by mining companies on searching for new mineral deposits or on testing the extent of known deposits regardless of success. Expenditures that produce no new discoveries are included on equal terms with expenditures on successful exploration. 

29. GFCF is always measured after deducting receipts from sales of existing assets.  The assets concerned may be sold as second hand assets to other producers either within the country or abroad, they may be sold for their scrap value or, in the case of livestock, they may be sold to abattoirs at the end of their productive lives. In all cases receipts from sales are counted as negative capital formation and are deducted from outlays on the purchase of new or second-hand assets. 

Change in inventories

30. Inventories can conveniently be considered under two headings – goods and work-in-progress.  Goods include raw materials and supplies which will be used up as intermediate consumption as well as finished goods that are awaiting delivery to customers.  This heading also includes goods acquired for resale by wholesalers and retailers and all goods stored by government as strategic reserves, such as food and fuel.

31. Work-in-progress consists of goods, and less often services, on which some processing has taken place but which are not yet in a finished form suitable for delivery to customers. In agriculture, work-in-progress consists of the natural growth of vineyards, orchards, plantations and timber tracts and the natural growth in livestock that are being raised for slaughter. In construction, work-in-progress will include unfinished buildings and civil engineering works and there may be substantial differences in construction work-in-progress from year to year. 

32. The ICP 2004 requires participants to report the levels of inventories at the beginning and end of the year.  Participants will therefore need to report the value of goods in inventories – raw materials, finished goods, government food and fuel stocks, etc. - plus the value of work in progress - uncompleted buildings, livestock raised for slaughter, manufacturing work-in-progress, etc. – at the beginning of January and the end of December of the reference year. 

Acquisitions less disposals of valuables

33. Valuables are goods that are expected to appreciate, or at least not to decline, in value and that do not deteriorate over time under normal conditions.  Valuables are acquired primarily as stores of value rather than for consumption or for use in production. They include precious metals and stones, jewelry, works of art, and collections of coins, stamps, medals and similar objects for which there is an established market.

34. Valuables may be held by corporations, households, NPISHs or government. In practice the most important type of valuable is gold and other precious metals held by financial corporations.

35. For the ICP 2004 participants are requested to report both purchases of valuables (acquisitions) and sales (disposals).

Exports of goods and services (plus)

36. This consists of three items – merchandise exports, exports of services and direct purchases in the domestic market by non-residents. 

Imports of goods and services (minus)

37. This consists of three items – merchandise imports, imports of services and direct purchases abroad by residents.

Valuation

38. The general rule in the 1993 SNA is that transactions are valued at the actual prices agreed upon by the transactors. Such prices are commonly referred to as market prices although the 1993 SNA prefers the term purchasers’ prices.  Purchasers’ prices include any non-deductible VAT and other taxes on products.  Purchasers’ prices also include any transport charges that must be incurred to take delivery of the goods even when the transport charges are separately invoiced.  For the large majority of the goods and services that enter into the expenditure aggregates, purchasers’ prices are readily available.  They are the prices used to calculate consumer and retail price indices.  However, there are some problem areas where additional guidance may be helpful.

39. Transaction prices are measured net of discounts or rebates i.e. they are lower by the amount of any reduction in price granted by the seller to the customer. The price reduction may have come about through bargaining or the reduction may have been spontaneously offered by the seller to promote sales. In general, these price reductions do not cause any special problems for estimating the expenditure weights because estimates of final expenditures in the national accounts are almost always valued at the correct, net-of-discount, prices.  Provided the national accounts estimates are based on the value of sales reported by producers or on the value of purchases reported by the customer, they will automatically reflect the fact that some of those sales have been made at discounted prices. They may, however, cause problems for price collection because the prices reported by countries for the 2004 ICP must be consistent with the prices underlying the expenditure weights and they must, therefore, take account of any discounts and rebates that are commonly granted to purchasers.

40. The staff responsible for collecting the price information will, therefore, need to consult with the national accounts staff to determine what kinds of prices have been used for the national accounts.  There are two particular areas where special care needs to be taken:

· Some kinds of services customarily involve payment of “tips” (or “gratuities”) in addition to the advertised price.  Common examples are restaurant meals, taxi rides, haircutting and similar personal services.  The correct procedure for the national accounts is to value the output of these services at the advertised price plus the usual amount of tips.  For these services the national accounts staff will need to tell the price collectors what percentages have been added in respect of tips so that they can add the same amounts in reporting prices for the ICP 2004. 

· In many countries, expenditure on motor vehicles is estimated by multiplying the number of new vehicle registrations by average vehicle prices. People buying motor-cars usually bargain with the car salesmen and end up paying less than the official “list-price”. The price collectors will again need to consult with the national accounts staff so that they can report for the ICP 2004 the same kinds of prices as have been used for the national accounts.

41. As noted above, individual consumption expenditure of households includes a number of imputed expenditures where, by definition, no purchases or sales take place so that purchasers’ prices cannot be observed. 

· Imputed rents of owner-occupiers.  The general rule is that rents of dwellings occupied by their owners should be imputed by reference to rents actually paid for similar dwellings.  “Similarity” in the case of dwellings is usually judged by considering type of dwelling (single family or multi-family), location (city centre, suburban or rural), and facilities (floor-space, running water, indoor toilet, electricity, central heating, etc.).  The recommended approach is to complete a matrix such as in Table 3 showing the average rents actually paid for each type of dwelling.  The number of owner-occupied dwellings of that type is then distributed over the same matrix to obtain, by multiplication, the total imputed rents of owner-occupiers. 

	Table 3.  Illustrative matrix for imputing rents of owner-occupied dwellings.

1) Single-family dwelling

	Location
	Facilities

	
	Floor space under 30 M2
	Floor space 30 – 70 M2
	Floor space over 70 M2  

	
	Running water
	No running water
	Running water
	No running water
	Running water
	No running water

	Capital city
	
	
	
	
	
	

	Central location
	
	
	
	
	
	

	Suburb
	
	
	
	
	
	

	Other large cities
	
	
	
	
	
	

	Central location
	
	
	
	
	
	

	Suburb
	
	
	
	
	
	

	Rural areas
	
	
	
	
	
	


· Tables similar to the above are required for each type of dwelling that is separately distinguished.  Note that Table 3 is purely illustrative.  Only two aspects of “facilities” are shown – floor space and water supply. Additional facilities such as indoor toilet, electricity supply, central heating, air-conditioning, etc., will usually need to be included as cross-classifications. For example, dwellings with less than 30 m2 of floor space and with running water may need to be further divided into those with and without indoor toilets. In many countries it will be important to distinguish between dwellings constructed from traditional materials (e.g. sun-baked bricks) as opposed to modern materials (e.g. furnace-fired bricks). The classification by location and by facilities should be determined by the extent to which these various factors influence the level of rents and this will vary from one country to another.  Equally important is the availability of data.  Clearly the matrix cannot be more detailed than the information that is available on the characteristics both of owner-occupied and of rented dwellings.

The statistics on average rents for Table 3 will usually come from observations on rents actually paid for dwellings that correspond to the characteristics defined by each cell of the table.  An alternative could be to use rents estimated by hedonic regression techniques. An advantage of these techniques can provide estimates of what the average rents would be for dwellings that fall in cells for which there are no actual observations. Hedonic methods will usually be feasible only for countries with extensive data bases.   

Imputation based on the rents actually paid for similar dwellings is not practical in some countries because so few dwellings are actually rented.  In other cases the method can be applied in large cities but cannot be used for dwellings in other areas.  When it cannot be used, the alternative is to value the rents of owner-occupied dwellings as the total of costs i.e. consumption of fixed capital, net return on the owner’s capital, the costs of insuring the dwelling from fire, other damage and natural catastrophes, and the costs of regular repairs and maintenance.  Consumption of fixed capital will be the largest cost component. It should be calculated from the current market value of the dwelling and not the original or “acquisition” price and in order to do this it will usually be necessary to use the perpetual inventory method. The net return on the owners’ capital can be estimated by applying an interest rate to the estimated value of dwellings; the interest rate should be what the owners could realistically earn if, instead of buying dwellings, they had invested in a safe financial asset, such as a savings account or government bond.

· Consumption of own-produced goods.  Goods that are consumed by their producers and their families should be valued at purchasers’ prices.  In most countries the largest item will be crops and livestock produced by small farmers.  Prices of similar goods in local markets can be used to value them.
· Income-in-kind.  Income in kind is valued at purchasers’ prices if the employer has purchased the goods or services that are being provided to the employees.  It is valued at producers’ prices if the goods or services have been produced by the enterprise itself. Producers’ prices are the amounts received by the producer from the purchaser minus any VAT (value-added-tax), or similar deductible tax, that has to be paid by the purchaser. 

42. Individual consumption expenditure by NPISHs cannot be valued at the prices at which they sell their output because these are, by definition “not economically significant”.  Their expenditures have to be estimated as the sum of their costs of production.  These are compensation of employees, expenditures on goods and services for intermediate consumption, gross operating surplus (which is usually equal to consumption of fixed capital), taxes (minus subsidies), on production minus any payments received from households for services provided.  (These have to be deducted because they have already been included in individual consumption expenditure by households.)

43. Individual consumption expenditure by government has two components - first, the production of services where the government itself produces services for consumption by individual households, and second, the purchase of goods and services by government from other producers which are then passed on to households without any further processing by government. 

44. The first component – production of services by government - has to be valued at cost, in the same way as for NPISHs
.  The second component, however, is valued at purchasers’ prices, i.e. at the cost to government of buying the goods and services from other producers. 

45. Collective consumption expenditure by government is valued at cost, i.e. as the sum of compensation of employees, materials and supplies for intermediate consumption, gross operating surplus, which is usually equal to consumption of fixed capital, taxes (less subsidies) on production, minus payments by households for services and goods provided. (These have to be deducted because they have already been included in individual consumption expenditure by households.)

46. Gross fixed capital formation is valued at purchasers’ prices but note that these should include not only the cost of transport but also the cost of installation and any fees or taxes for transfer of ownership.  In the case of a machine or building, for example, the purchasers’ price is the total of what has to be paid to have the asset in a fit state for use in the production process.  

47. Own-account production of fixed capital assets is important in most countries.  This is valued at basic prices, which are equal to producers’ prices minus any product taxes.  If basic prices are not available, own-account production of fixed assets should be valued at the costs of production, including an estimated mark-up for operating surplus.

48. Change in inventories must reflect only the physical change and exclude changes in the values of inventories caused by price changes.  This is done by valuing the physical quantities of inventories at the beginning and end of the year using a single set of prices – preferably the average prices over the year or, failing that, the prices prevailing in the middle of the year.

49. Exports and imports of merchandise should both be valued at the frontier of the exporting country – i.e. at free-on-board (f.o.b.) prices according to the 1993 SNA. This is difficult to do in the case of imports, which are usually reported in customs records at their value at the frontier of the importing country i.e. at cost, insurance and freight (c.i.f.) prices.  If merchandise imports are adjusted to f.o.b. values the effect is to reduce the value of merchandise imports but to increase net imports of freight and insurance services by exactly the same amount.  Since only the balance of exports and imports is required for calculating PPPs, it is not essential that countries report imports of merchandise on an f.o.b. basis and, as a practical matter, the Expenditure Classification calls for c.i.f. valuation of merchandise imports.

Classifications

The Classification of Expenditure on GDP

50. The Expenditure Classification for ICP 2004 is included in Annex XXX.  It is structured by type of final expenditure with GDP broken down into seven main aggregates.  These main aggregates are subsequently split into 26 Categories, 61 Groups, 126 Classes and 155 Basic Headings as shown in Table 4.

	Table 4:  Number of Categories, Groups, Classes and Basic Headings by Main Aggregates



	Main Aggregates

Categories
	Categories
	Groups
	Classes
	Basic Headings

	11.00  Individual consumption expenditure by households
	13
	43
	90
	110

	- .01  Food and non-alcoholic beverages
	
	2
	11
	29

	- .02  Alcoholic beverages, tobacco and narcotics
	
	3
	5
	5

	- .03  Clothing and footwear
	
	2
	5
	5

	- .04  Housing, water, electricity, gas and other fuels 
	
	4
	7
	7

	- .05  Furnishings, household equipment and maintenance
	
	6
	12
	13

	- .06  Health
	
	3
	7
	7

	- .07  Transport
	
	3
	13
	13

	- .08  Communication
	
	3
	3
	3

	- .09  Recreation and culture
	
	6
	13
	13

	- .10  Education
	
	1
	1
	1

	- .11  Restaurants and hotels
	
	2
	2
	2

	- .12  Miscellaneous goods and services
	
	7
	10
	10

	- .13  Net purchases abroad
	
	1
	1
	2

	12.00  Individual consumption expenditure by NPISHs
	1
	1
	1
	1

	13.00  Individual consumption expenditure by government
	5
	7
	16
	21

	- .01  Housing
	
	1
	1
	1

	- .02  Health
	
	2
	7
	12

	- .03  Recreation and culture
	
	1
	1
	1

	- .04  Education
	
	2
	6
	6

	- .05  Social protection
	
	1
	1
	1

	14.00  Collective consumption expenditure by government
	1
	1
	5
	5

	15.00  Gross fixed capital formation
	3
	6
	11
	12

	- .01  Machinery and equipment
	
	2
	7
	8

	- .02  Construction
	
	3
	3
	3

	- .03  Other products
	
	1
	1
	1

	16.00  Change in inventories and acquisitions less disposals of valuables
	2
	2
	2
	4

	-.01  Change of inventories
	
	1
	1
	2

	-.02  Acquisitions less disposals of valuables
	
	1
	1
	2

	18.00  Balance of exports and imports
	1
	1
	1
	2

	GDP
	26
	61
	126
	155


51. Individual consumption expenditure by households is broken down into 90 Classes according to the Classification of Individual Consumption According to Purpose (COICOP) 
.   Each class is linked to a five-digit code in COICOP and most classes are further sub-divided into 110 Basic Headings. There are no COICOP codes corresponding to Basic Headings as these go beyond the level of detail in COICOP.

52. Individual consumption expenditure by NPISHs is treated as a single Basic Headings. 

53. Individual consumption expenditure by government is broken down into 21 Basic Headings.  Each Basic Heading is linked to a five-digit code in the Classification of the Functions of Government (COFOG 98)
. The breakdown into Basic Headings is made first according to purpose - housing, health, recreation and culture, education, social protection - and then, in the case of health and education, by whether the expenditure is for the purchase of health or education services from other producers or whether it is for the production of health and education services by government itself. The expenditure on government-produced health and education services (as opposed to those which they buy from other producers) is broken down into Basic Headings consisting of the cost components required for the input-price approach.  These cost components are shown in Table 7.

54. Collective consumption expenditure by government is defined by reference to five-digit codes in COFOG 98 and is then broken down into five Basic Headings consisting of the cost components as required for the input-price approach.  The breakdown is shown in Table 7.

55. Note that the purpose breakdowns used in COICOP, COPNI and COFOG are consistent between the three classifications and have been designed so that individual consumption expenditures by households, NPISHs and government can be added together to obtain actual consumption by households.

56. Gross fixed capital formation is broken down by type of product in line with Statistical Classification of Products by Activity (CPA) 96
 into 12 Basic Headings: eight for machinery and equipment, three for construction and one for “other products”, namely “products of agriculture, forestry, fisheries and aquaculture”, “computer software” “other products n.e.c.” “Other products n.e.c.” covers expenditures on land improvement, such as fencing, levelling, irrigation and land drainage, mineral exploration and creation of entertainment, literary and artistic originals.

57. Change in inventories is broken down into two basic headings: opening value of inventories and closing value of inventories.  

58. Acquisitions less disposals of valuables are broken down into acquisitions of valuables and disposals of valuables.  

59. Balance of exports and imports is also broken down into two basic headings: exports of goods and services and imports of goods and services.

Regional versions of the Expenditure Classification

60. The Expenditure Classification for ICP 2004 gives the basic headings for which all countries must provide expenditure weights in order to participate in ICP 2004. Some regions may decide to use a more detailed classification.  The OECD-Eurostat region, for example, will use an expenditure classification consisting of more than 220 basic headings. The Expenditure Classification in Annex XXX shows the additional detail that will be used by the OECD-Eurostat countries.  The additional OECD-Eurostat items are marked by an asterisk. Consider, as an example, “Garments” which is basic heading 11.03.12.0 in the Expenditure Classification.  The OECD Eurostat classification breaks this down into:

· Men’s clothing (OECD 11.03.12.1)

· Women’s clothing (OECD 11.03.12.2)

· Children’s and infants’ clothing ( OECD 11.03.12.3)

61. Regions that decide to use the Expenditure Classification without the extra OECD breakdowns may nevertheless find it helpful to be reminded that, in selecting items to be priced under this basic heading, they will need to identify a number of items representing each of these three sub-groups.

62. Some regions may find that the Expenditure Classification does not adequately reflect expenditure patterns in their countries.  For example, class 11.01.11.0 Bread and cereals contains the following basic headings:

· Rice

· Other cereals, flour and other cereal products

· Bread

· Other bakery products

· Pasta products

63. In some regions, rice may be relatively unimportant compared to, say, maize (American corn). For these regions it may be useful to divide the second basic heading “Other cereals, flour and other cereal products” into:

· Maize

· Other cereals, flour and other cereal products (excluding maize).

64. Note that it is not permissible to simply replace “rice” by “maize” so that rice then becomes a part of “other cereals, flour and other cereal products”. Basic headings can be split into more detailed items but they cannot be merged with other basic headings

Basic Headings

65. The most detailed level of the classification – the Basic Headings - are the building blocks of the ICP 2004 comparisons.  The basic headings are important for four reasons:

· The national accounts staff will need to provide expenditure weights for each basic heading.

· The Basic Headings are the starting point for participating countries to draw up regional lists of products, i.e. the specific goods and services for which they agree to collect prices.  For example, all the countries in each region will have to agree on what kinds of bread are to be priced for the basic heading 11.01.11.3. Should the bread be wrapped or unwrapped, sliced or unsliced, white or brown, what weight, and what type of flour is it made from?

· The basic headings will be used as the framework for editing the reported prices.  For example, the editors will compare the bread prices reported by each country in order to detect exceptionally high or low prices.  This may indicate that the wrong price has been reported and countries will be asked to go back and check that no mistake has been made. 

· The ICP organisers will calculate PPPs for the basic headings before aggregating them to higher levels for publication.  This is another part of the quality control procedures since outliers – very high or low parities – are often a sign of errors in the reported prices.

66. Table 5 gives some examples of Basic Headings taken from the full version of the Expenditure Classification.
	Table 5.  From Main Aggregates to Basic Headings

	Code
	
	Level

	11.00.000.0
	INDIVIDUAL CONSUMPTION EXPENDITURE BY HOUSEHOILDS
	Main aggregate

	11.01.00.0
	FOOD AND NON-ALCOHOLIC BEVERAGES
	Category

	11.01.10.0
	FOOD
	Group

	11.01.11.0
	Bread and cereals
	Class

	11.01.11.1
	Rice
	Basic heading

	11.01.11.2
	Other cereals, flour and other cereal products
	Basic heading

	11.01.11.3
	Bread
	Basic heading

	11.01.11.4
	Other bakery products
	Basic heading

	11.01.11.5
	Pasta products
	Basic heading

	13.00.00.0
	INDIVIDUAL CONSUMPTION EXPENDITURE BY GOVERNMENT
	Main aggregate

	13.02.00.0
	HEALTH
	Category

	13.02.01.0
	HEALTH BENEFITS AND REIMBURSEMENTS
	Group

	13.02.11.0
	Medical products, appliances and equipment
	Class

	13.02.11.1
	Pharmaceutical products
	Basic heading

	13.02.11.2
	Other medical products
	Basic heading

	13.02.11.3
	Therapeutic appliances and equipment
	Basic heading

	15.00.00.0
	GROSS FIXED CAPITAL FORMATION
	Main aggregate

	15.01.00.0
	MACHINERY AND EQUIPMENT
	Category

	15.01.10.0
	METAL PRODUCTS AND EQUIPMENT
	Group

	15.01.13.0 
	Special purpose machinery
	Class

	15.01.13.1
	Agricultural and forestry machinery
	Basic heading

	15.01.13.2
	Machine tools
	Basic heading

	15.01.13.3
	Machinery for metallurgy, mining and construction
	Basic heading

	15.01.13.4
	Machinery for food, beverage and tobacco processing
	Basic heading

	15.01.13.5
	Machinery for textile, apparel and leather production
	Basic heading

	15.01,13.6
	Other special purpose machinery
	Basic heading


67. In principle, a basic heading consists of a set of very similar goods or services.  However, countries are required to estimate expenditure weights for each basic heading and there is a trade-off between the theoretical need for close similarity within the basic heading and the practical difficulty of assigning expenditure weights to very detailed basic headings.  Hence, the basic headings in the classification can cover a broader range of goods or services than is theoretically desirable. In Table 5 for example, rice is a very homogeneous basic heading but agricultural and forestry machinery is much less so. 

68. Note that although countries will have to estimate expenditure weights for all basic headings there are some for which no price data will be collected. For example, no prices will be collected for the basic headings covering the acquisitions and disposals of valuables nor for expenditures of NPISHs.  Reference PPPs – i.e. PPPs calculated for other, similar goods and services – will be used for these, and several other, basic headings.  But even basic headings for which no price data will be collected still need expenditure weights in order to correctly apply the reference PPPs.

Government final consumption expenditure

69. Part of government consumption expenditure consists of the purchase of goods and services from other producers which are passed on to households without any further processing.  In the Expenditure Classification these are described as health benefits and reimbursements and as education benefits and reimbursements. The prices of these goods and services can be collected and used to calculate PPPs in exactly the same way as for other goods and services.  For all other government consumption expenditure, however, the input price approach will be used. The basic headings for these expenditures uses the following cost structure - compensation of employees, intermediate consumption, gross operating surplus, net taxes on production and receipts from sales.  The item, receipts from sales, is deducted from gross output to obtain government final consumption expenditure.  The items, gross operating surplus and net taxes on production, are included for completeness.  Gross operating surplus will, in effect, be equal to consumption of fixed capital since net operating surplus is expected to be negligible and governments do not usually levy taxes on their own activities. 
70. For all other basic headings, the weights will be obtained from the expenditure side of the national accounts.  But when the input approach is used for government services, the information comes from the production accounts for government. Table 6 shows the basic headings for government final consumption expenditure.

	Table 6. Government Final Consumption Expenditure by Basic Heading

.

	HOUSING
	13.01.11.1
	Housing

	HEALTH
	HEALTH BENEFITS AND REIMBURSEMENTS

	
	13.02.11.1
	Pharmaceutical products

	
	13.02.11.2
	Other medical products

	
	13.02.11.3
	Therapeutic appliances and equipment 

	
	13.02.12.1
	Out-patient medical services

	
	13.02.12.2
	Out-patient dental services

	
	13.02.12.3
	Out-patient paramedical services

	
	13.02.12.4
	Hospital services

	
	PRODUCTION OF HEALTH SERVICES

	
	13.02.21.1
	Compensation of employees:  Physicians

	
	13.02.21.2
	Compensation of employees:  Nurses and other medical staff

	
	13.02.21.3
	Compensation of employees:  Non-medical staff

	71. 
	13.02.22.1
	Intermediate consumption:  Pharmaceutical products

	72. 
	13.02.22.2
	Intermediate consumption:  Other medical goods

	73. 
	13.02.22.3
	Intermediate consumption:  Therapeutic appliances and equipment

	74. 
	13.03.22.4
	Intermediate consumption n.e.c.

	75. 
	13.02.23.1
	Gross operating surplus

	76. 
	13.02.24.1
	Net taxes on production

	77. 
	13.02.25.1
	Receipts from sales

	RECREATION AND CULTURE
	13.03.11.1
	Recreation and culture

	EDUCATION
	EDUCATION BENEFITS AND REIMBURSEMENTS

	78. 
	13.04.11.1
	Education benefits and reimbursements

	79. 
	PRODUCTION OF EDUCATION SERVICES

	80. 
	13.04.21.1
	Compensation of employees:  Pre-primary and primary education

	81. 
	13.04.21.2
	Compensation of employees:  Secondary education

	82. 
	13.04.21.3
	Compensation of employees:  Post-secondary non-tertiary education

	83. 
	13.04.21.4
	Compensation of employees:  Tertiary education

	84. 
	13.04.22.1
	Intermediate consumption

	85. 
	13.04.23.1
	Gross operating surplus

	86. 
	13.04.24.1
	Net taxes on production

	87. 
	13.04.25.1
	Receipt from sales

	SOCIAL PROTECTION
	13.05.11.1
	Social protection

	COLLECTIVE SERVICES
	14.01.11.1
	Compensation of employees (collective services relating to defence)

	
	14.01.11.2
	Compensation of employees (collective services other than defence)

	
	14.01.12.1
	Intermediate consumption (collective services relating to defence)

	
	14.01.12.2
	Intermediate consumption (collective services other than defence)

	
	14.01.13.1
	Gross operating surplus

	
	14.01.14.1
	Net taxes on production

	
	14.01.15.1
	Receipts from sales


Data sources

Introduction

88. The initial breakdown of GDP into the seven main aggregates should be based on the regular national accounts estimates. Some countries may not have information on all seven aggregates and there will often be at least three gaps.

89. First, expenditure by NPISHs may be combined with household expenditures.  It is quite common for countries to derive a combined aggregate by subtracting government consumption expenditure, gross capital formation and the balance of exports and imports from an estimate of GDP obtained by the production side. This is not a major problem for ICP 2004 because PPPs will be calculated for actual individual consumption and this involves adding consumption expenditures by NPISHs with those of households.  Nevertheless, countries which have not hitherto made separate estimates for NPISHs should examine the NPISHs known to be operating in their countries and make their best estimate about the likely size of their expenditures and the main purposes that they serve. 

90. Second, some countries do not have explicit estimates of changes in inventories.  They use a version of the method just described but subtract only gross fixed capital formation (rather than gross capital formation) so that their residual consumption figure includes the change in inventories as well as consumption expenditures by household and NPISHs. For ICP 2004, participating countries will need to make explicit estimates of the change in inventories.  These estimates do not need to be comprehensive but should try to cover the main kinds of inventories, such as oil stocks, strategic reserves held by government, agricultural produce held by state marketing boards and inventories held by large enterprises. 

91. Third, very few countries have so far attempted to estimate net acquisitions of valuables.  This may be an important item for countries where banks hold stocks of precious metals but, for most countries, net acquisitions of valuables for the economy as a whole will usually be trivial.  Acquisitions and disposals between residents cancel out and net acquisitions from abroad may be so small that they can safely be ignored.

92. Assuming that a country has arrived at a plausible breakdown of GDP into the seven main aggregates (or six excluding valuables), the following paragraphs describe the data sources that can be used to go from there to the Basic Headings.  Some participating countries already have detailed breakdowns of final expenditures based on household surveys, retail trade statistics, capital expenditure surveys and the like, but it is clear that most countries taking part in ICP 2004 will not be in this position. The fact that they do not publish detailed expenditure statistics is precisely because they have no regular, comprehensive source data.  For these countries, going beyond the main aggregates will involve recourse to irregular data sources and innovative estimation methods. Some suggestions are given in the following paragraphs.

Individual consumption expenditure by households

93. This is the largest component of final expenditure and it is also the one for which participating countries are required to provide the most detail.  There are various sources and methods for estimating the expenditure weights and each country will need to decide how to proceed in view of the data sources that are available. Note that no single source will ever provide information on all the items included in individual consumption expenditure by households.  Household budget surveys and retail trade statistics may be quite comprehensive in some countries but even so both sources will need to be supplemented by estimates of the various imputed items. 

94. Some countries carry out household budget (or expenditure) surveys on a regular basis; others may have carried out such a survey in the last few years and the results may be sufficiently recent that they can be used for the ICP 2004.  Ideally, the household budget survey will cover all areas of the country and all types of households and will provide estimates of expenditure over a full twelve months, but in practice the survey data may be deficient in several respects.  Even if household budget data are quite old and even if they cover only part of the population they can provide useful information for estimating expenditure weights. 

95. If the most recent budget survey is quite old – say five years or more – it may be possible to update at least some parts of it by using more recent information from other sources.  These might include foreign trade statistics, food balances, data from nutrition surveys, sales tax data and information from administrative sources – electricity sales, vehicle registrations, etc.  Some experts have suggested updating the weights from household budget surveys by using the price changes recorded in the Consumer Price Index (CPI).  The effect of doing this is to increase the weights of items that have become relatively more expensive and reduce the weights of those that have become relatively cheaper.  This may be appropriate if the budget survey was quite recent, but if the last budget survey is two or three years old it is likely that consumers will have adjusted their expenditure patterns by shifting from more expensive to less expensive items.  Updating an out of date budget survey using the CPI may therefore produce an unrealistic expenditure pattern.

96. Retail trade statistics are another important data source. Their usefulness depends on the degree of commodity detail that they provide and in some countries this may only be enough to provide weights for main commodity groups such as food, clothing, furniture etc.  Some retail trade surveys collect broad commodity detail from most respondents but ask for more detailed information from a sub-sample of outlets. Retail trade statistics can be particularly useful for estimating expenditure on expensive consumer durable goods that are purchased infrequently and so have high sampling errors in household budget surveys.

97. In the last few years some statistical offices have started using electronic data records that are stored as “scanner data” in the databases of sellers. Scanner data sets include the quantities sold and the corresponding value. The cash register receipts usually give the following information: name of the outlet, date and time of purchase, description of items bought, quantity, price and value, form of payment and, where relevant VAT amount. One problem is that scanner data are commercial property and have to be purchased by statistical offices.  In addition, scanner data will usually only be available for sales by large stores and will cover only a small part of all the goods and services that households buy.
98. While household budget surveys and retail trade statistics are the most obvious sources, there are several other possibilities for countries that have neither. For example:

· Production statistics from industrial and agricultural censuses and surveys;

· Surveys of restaurants and hotels;

· Information from customs and excise authorities on sales of tobacco and alcohol products;

· Records of motor vehicle registrations, distinguishing between freight and passenger vehicles;

· Reports on sales to households by utility companies and state monopolies - water, gas and electricity, posts and communications, rail and air travel, broadcasting, etc.; 

· Statistics on VAT (Value-Added-Taxes) or other sales taxes classified according to the goods and services taxed; 

· Import and export statistics classified by commodity.

99. Finally, the Food and Agriculture Organization (FAO) can be a valuable data source for expenditure on food.  The FAO Food Balances Database
 gives detailed information on consumption of a wide range of animal and vegetable products for most member countries.  Data are in volume terms and must be converted to values using retail prices.  Although the basic data used to construct these food balances come from the countries themselves, the balancing procedures used by the FAO to ensure consistency between the supply and use of commodities are designed to improve the reliability of the basic data.

100. A supply/use framework is useful for organizing the information available from the various sources described above.  A supply/use table lists the various goods and services that enter into household consumption. These will be the Basic Headings that have been defined for the regional comparison in which the country is participating. The supply/use table starts by showing, in the first part of the table, the value of domestic production and imports. Product taxes and trade and transport margins are then added to obtain the total value of supply at purchasers’ prices. The second part of the table shows the various uses to which they may be put – intermediate consumption, capital formation, exports and, in the final column, household consumption expenditure.  The columns are filled in using whatever firm or partial information is available on these various items from surveys, foreign trade statistics and the other sources suggested above. The task is then to provide a coherent picture of the passage from total supply to household consumption. In this process both the supply and the uses parts of the table are likely to be modified and improved. 

101. Table 7 illustrates how a simple supply/use table might be constructed for four Basic Headings. The essential feature of the table is that the total value of the supply columns must equal the total value of the uses columns.

	Table 7.  Example of a Supply and Use Table for Estimating Weights for Household Consumption Expenditure*

	Basic headings
	Supply
	Uses

	
	Domestic production (basic prices)
	Imports (c.i.f.)
	Net taxes on products
	Transport margins
	Trade margins
	Inter-mediate con-sumption
	Gross fixed capital form-ation
	Change in invent-ories
	Exports
	Household con-sumption

	
	
	
	
	
	On house-hold consumption 
	Other trade margins
	
	
	
	
	

	11.01.12.4 Poultry 
	6,500
	0
	0
	65
	130
	10
	1,000
	0
	0
	45
	5,660

	11.02.13.1    Beer
	8,200
	1,200
	400
	200
	1,700
	0
	0
	0
	-10
	350
	11,360

	11.07.11.1 Motor cars with diesel engine
	0
	955
	30
	10
	135
	5
	0
	35
	0
	0
	1,100

	11.11.21.1 Accommodation services
	450
	0
	25
	0
	0
	0
	0
	0
	0
	0
	475


*
Note that Table 7 is illustrative and will need to be adapted to the types of data available in each country.  For example it assumes that information on domestic production is available at basic prices and this may not be the case in all countries. The 1993 SNA (Chapter 15, Supply and use tables and input output) provides examples of more detailed supply and use tables, although a simple framework of the kind shown in Table 8 may suffice for many countries.

102. The first basic heading, poultry, is all domestically produced.  The value of domestic production comes from estimates of the total numbers of poultry in the country, take-off (slaughter) rates and average prices per bird taken from various sources such as the Ministry of Agriculture, the Veterinary Department and (for prices) from the Consumer Price Index.  Pet food manufacturers have reported purchases of 1000 and exports of poultry meat come to 45. Transport margins are roughly estimated at 1% of the value of domestic production and retail margins on poultry for domestic consumption are estimated at just over 2%.  These margins are low because most poultry in this country is produced by farm households for own consumption and only a small part is commercialised. A token figure of 10 is assigned to the column for “other trade margins” to represent the margin on sales of poultry meat to the pet food manufacturers.  The statisticians have no firm information on what the actual margin is but they are sure that it is not zero.  Ten must be closer to the truth than zero.

103. A recent household expenditure survey reported expenditure on beer at 7,000.  Updating this by the CPI gives 8,000 for the current year.  However, the industrial census shows domestic production at basic prices came to 8,200, imports at c.i.f. values are 1200 and sales taxes and import duties on beer were 400. Transport and trade margins are estimated at 400 and 1500 respectively.  The brewery companies reported a fall in stocks of beer of 10 and exports amounted to 350.  These figures imply that household consumption was 11,360 rather than the 8,000 estimated from the household expenditure survey. The survey figure of 8,000 is rejected in favour of the supply/use estimate of 11,360.

104. All motor cars with diesel engines are imported. For this item there are three firm pieces of information – the c.i.f. value of imports (955), customs duties paid (30) and purchases of diesel motor cars reported by enterprises in a survey of capital expenditures (35).  After discussions with the main importers of diesel motor cars, transport and trade margins are estimated at 140 and household consumption is residually derived as 1,100.

105. Information on accommodation services comes from a recent survey of restaurants and hotels.  The Revenue Department reports receipts of 25 for hotel taxes so that total household expenditure is estimated at 475.  Note that this includes expenditure on accommodation services by non-residents.  Expenditure by non-residents will be deducted, together with their other expenditures, in the single adjustment item “net purchases abroad”.

Individual and collective consumption expenditure by government

106. Estimates of government consumption expenditure are based on government expenditure records. Many countries now classify government expenditures according to COFOG and for these countries it will be relatively easy to apply the Expenditure Classification at least to the extent of identifying the principal functions. Distinguishing individual from collective consumption will often present problems.  One solution is to assume that all (or a high proportion such as 90%) of government expenditure on the functions housing, health, recreation and culture, education and social protection are individual. 

Individual consumption expenditure by NPISHs

107. Countries that do not regularly make explicit estimates in respect of NPISHs will need to do so for the ICP 2004. These do not need to be comprehensive or very detailed but should cover, where relevant, political parties, trade unions, religious organisations including hospitals, clinics and schools organised by them, large-scale sporting and recreational clubs. In some participating countries, foreign-based charitable organisations, including those under the United Nations umbrella, may also be important.  

Gross fixed capital formation

108. There are two main sources for private (i.e. non-government) GFCF – investment surveys of enterprises and “commodity flow” methods.  The latter involves estimating the total supply - domestic production plus imports - of goods used for GFCF.  Margins for labour costs, profits and product taxes are then added to obtain the estimated value of GFCF in purchasers’ prices.  The commodity flow approach will be particularly useful for estimating the 8 basic headings needed for machinery and equipment in countries where most of these assets are imported. For government GFCF, the usual source is the government accounts.

Change in inventories

109. Industry and farm surveys are the main source to estimate changes in inventories other than those held by government and state enterprises.  Governments may themselves hold stocks of food, fuel and strategic materials or they may supervise public bodies, such as farm marketing boards, that are responsible for managing strategic inventories. The latter must be included in the estimates of changes in inventories and will be based on government records.  It will never be possible to cover all inventory changes and the national accountants should concentrate on covering changes in the most important kinds of inventories. 

Fallback procedures

110. It is certain that all countries participating in the ICP 2004 will experience some difficulties in providing estimates of final expenditure for all the basic headings required for their regional expenditure classification. Suppose that a country has followed the procedures suggested above (including construction of a supply/use table) but is still only able to provide expenditure weights at the Group or Class levels of the classification. 

111. In this situation, it is important to realize that the ICP organizers must have weights for all the basic headings used for each regional comparison.  If a country supplies only weights at the Group or Class levels for certain items, the organisers will themselves be forced to allocate those weights among the Basic Headings.  This will necessarily be an unsatisfactory way of proceeding because the organisers will always have less information than will the statisticians working in the countries concerned.  Participating countries should, therefore, assign weights to all basic headings even if this can only be done in a rather arbitrary and subjective fashion.  Some possibilities, in order of preference:

(i) An expenditure breakdown may be available for an earlier year – for example when the country participated in a previous round of the ICP. That breakdown could be at least partially updated.

(ii) A weighting pattern developed by a neighboring country could be used if consumption patterns are thought to be similar in the two countries.

(iii) Expert opinion can be enlisted.  At its best this might involve consulting retailers, manufacturers, marketing experts, chambers of commerce and other government departments.  At worst it might only involve informal discussions within the statistical office but even this is likely to be better than leaving the decision to the ICP organisers. 

(iv) Weights estimated for a higher level of the classification could be evenly divided among the basic headings.  This is probably the least satisfactory solution although it is what the ICP organisers would have to do if left to themselves. 

The need for timely expenditure data to calculate PPPs

112. Firm estimates of the main expenditure aggregates for 2004 will not become available in most countries until the latter part of 2005 at the earliest.  However, estimation of the detailed expenditure weights cannot be postponed until then.  Participating countries will need to start immediately to estimate expenditure weights at the basic heading for the latest year for which they have firm GDP estimates.  The latest year may be anything from 1999 to 2001 but, clearly, the more recent the year the better.

113. Ideally, participating countries should supply, as soon as possible, a complete set of expenditure weights for the latest available year and should then recalculate the weights, at the same level of detail, for the reference year 2004 when GDP estimates for that year have been finalized. In practice few countries will have the resources to make two separate, comprehensive estimates of basic heading weights. In these circumstances, a short-cut method can be accepted:

· First, the weights for basic headings calculated for the earlier year are updated using whatever information is available on changes in expenditure patterns. The pattern of GFCF can change significantly in the short term so that updating of basic headings within GFCF will need to be done in some detail. Expenditure patterns within household and government consumption, on the other hand, tend to be stable over periods of three or four years so that only minor adjustments may be needed to the weights from the earlier year. 

· The weights for basic headings are next adjusted mechanically (i.e. pro-rata) to match the estimated weights of the main aggregates in the reference year. There can be significant shifts in the relative weights of the main aggregates because the level of gross capital formation - particularly GFCF and changes in inventories - can be quite volatile from year to year.  Care must therefore be taken to ensure that the weights for the main aggregates are accurate for the reference year.







�. 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.


2. 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.


�. Note that there is nothing inherent in the goods and services themselves that make them either final or intermediate.  A beef-steak bought by a household is final but if the same beef-steak were to be bought by a restaurant it would be intermediate.


�.   See paragraph 15 below for a definition of “economically significant”.


�. Eurostat has published a detailed report on the “user cost” method of valuing dwelling services, Estimating Dwelling Services in the Candidate Countries:  Theory and Application of the User Cost of Capital Measure (Arnold J. Katz, Bureau of Economic Analysis U.S. Department of Commerce). It is available on the ICP website.





�.  Valuation of consumption expenditures of government and NPISHs at their costs of production is also referred to as the input-price approach. It is clearly unsatisfactory because it does not capture differences in the quality of the services produced.  Differences between countries in the quality of non-market services may arise because of differences in the labour/capital mix, because countries are more or less efficient at using capital and intermediate inputs or because government employees are more or less well trained, managed and motivated.  Over the last two decades there has been much research into this issue and a few countries have recently started using direct output methods in their national accounts, rather than input-price method for government services. At the present time, however, there is not enough experience in the use of output measures to implement them in the ICP 2004.





�. “Classification of Individual Consumption According to Purpose (COICOP)”, Classification of Expenditure According to Purpose, United Nations, New York, 2000.


�	“Classification of the Functions of Government (COFOG)”, Classification of Expenditure According to Purpose, United Nations, New York, 2000.


�  Statistical Classification of Products by Activity (CPA), Eurostat, Luxembourg, 1996.  At the aggregated level used here, the CPA is consistent with the Combined Product Classification (CPC) of the United Nations.


� The FAO database can be accessed through � HYPERLINK http://www.FAO.org ��www.FAO.org�, then Statistical Databases and FAOSTAT Food Balances
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