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Abstract:

The ICP is a very important initiative in its own right.  Among other things, it will enable more accurate assessments of the relative poverty levels across countries and for changes to be monitored over time.  However, the ICP has also been designed to leave some important legacies, not only for future ICP rounds but also for  price statistics related activities in participating countries.  The paper will describe these legacies including the Structured Product Definitions for describing products to be priced, the extensive ICP Manual which provides considerable practical guidance for price statistics, and the ToolPack software package.  New methodology has been developed to estimate basic heading PPPs and to measure difficult to compare components such as housing and construction.  Another contribution of the program is that under its umbrella the national accounts of all participating countries are being reviewed and improved to be compliant with the SNA93.  The training provided for the ICP is also important for the capacity building of individual countries.

1.
Introduction

This paper provides an overview of Purchasing Power Parities (PPPs) generated by the International Comparison Program (ICP), and of new developments in methodology in the 2003-2006 round of the program that will leave a legacy for price statistics in general and for future rounds of the program in particular.

The 1993 system of national accounts (SNA), led by the United Nations, provides a common international framework that ensures economies are measured consistently across countries. The Gross Domestic Product (GDP) is the measure most often used by economists to represent the size of a country’s economy.  Per capita GDP is often used to represent the flow of goods and services contributing to the economic well being of a country.  The World Bank generates poverty data using GDP based on a simple concept of a poverty line set at US$1 or US$2 a day of expenditures per person.  This measure is of immense value in monitoring efforts related to poverty alleviation.  

A problem that has challenged economists comparing economies across national boundaries is that the GDP of a country is expressed in its national currency.  In order to make comparisons across countries, national expenditures have to be converted to a common currency. While exchange rates can be used for this conversion, analysts are increasingly realizing their deficiency due to the effect of non-traded goods and services, capital movements, and exchange market interventions. 

The long-standing recognition of these deficiencies led to the development of Purchasing Power Parities (PPPs) as a more appropriate currency converter to compare GDP and its components across countries.  The PPP between two countries is the rate at which the currency of one country needs to be converted into that of a second to represent the same volume of goods and services in both countries. 

PPPs generated by the ICP are based on actual price data collected for more than 1000 items on a periodic basis in participating countries. The ICP is today one of the most comprehensive and complex international statistical undertakings involving the development and harmonization of methodologies, concepts and definitions for price data collection, data validation, and estimation.

The following sections will provide an overview of the new methods that have been developed in the 2003-2006 round that will have an effect on price and other economic statistics at the national and international levels beyond this round of the ICP.

2.
New Methodology

PPPs are averages of price ratios between countries.  PPPs are prepared using relative prices for a very large number of comparable goods and services because the extent of price differences between countries differ for different items and parts of the economy. Each country participating in ICP provides national average prices for 600-800 closely specified items.  Tremendous efforts go into specifying the characteristics of each item to ensure that countries are measuring similar items and products for the sake of comparison.  

A fundamental concept underlying the preparation of product specifications is comparability.  Great care is needed to ensure that ‘comparable’ products are being priced in every country,  which means either their physical and economic characteristics are identical or they are sufficiently similar that consumers are indifferent between them.

(a)
Structured Product Descriptions:  The International Comparison Program is a highly complex operation that combines index number theory with the principles underlying the national accounts in addition to significant sample and survey design issues.  The complexity is compounded by the international nature of the program in that the optimum set of products for the international comparison may not be those a country would select for its own Consumer Price Surveys.  For that reason, the procedure to determine the product specifications has been re-engineered for this round by developing the Structured Product Description procedure.


The coding structure for the Structured Product Descriptions was prepared from three sets of materials.  First, the 7 digit coding structure of the OECD/Eurostat classification of expenditures on the GDP.  Secondly, the Classification of Individual Consumption by Purpose  (COICOP-HBS) which is an international coding system designed for household budget surveys and is being implemented in many countries. The first step was to map the COICOP-HBS codes to the OECD/Eurostat classification of the GDP.


The third set of material used to develop the SPDs was the US Bureau of Labor Statistics check list used for its Consumer Price Survey.  This check list provides a more detailed coding structure in addition to the 7 digit COICOP coding.  When this was mapped to the combined COICOP/OECD/Eurostat coding structure, the result was a set of SPDs with a uniquely consistent coding structure.  These initial SPDs were sent to the regional coordinators for their review.  Their review resulted in additional characteristics being added that reflect how products are sold in developing countries. There are currently about 830 SPDs in ICP covering 100 Basic Headings for individual consumption.  Each SPD contains price determining characteristics that can define unique products from any corner of the world.



The long term benefit is that the coding structure will allow a connection between products across different rounds of the ICP.  More importantly, it will allow countries to harmonize individual country lists for Consumer Price Surveys.  Each country can maximize the overlap between the two lists by using the SPDs to code CPI product lists,  thereby integrating ICP and CPI activities and taking advantage of economies of scale.


Several countries, including some with well developed statistical systems, have already  indicated their desire to use the SPD approach in the design of their own consumer price data collection systems.

The table in Annex A shows the SPD format for rice.  Note that the format allows a large number of different kinds of rice to be specified by choosing ‘type’, ‘variety’, ‘method of preparation’, etc. For example, one rice product could be “long grain, white, parboiled” while another could be “premium quality Basmati”, and so on. These product specifications provide the precise characteristics of the individual products for which prices are to be collected. 

(b)
The “Ring Comparison” or Linking the Regions for the Global Comparison:     Product specifications are prepared for each region and independent sets of PPPs prepared for countries on a region by region basis.  While this approach probably improves the quality of PPPs at the regional level, there is still the need to combine the regions to obtain a global comparison.  The basic approach used in the past was to name a single country to price products in more than one region to “bridge” the PPPs.  This procedure produced results that were greatly influenced by the pricing structure of the bridge country.


A new approach has been introduced for the 2003-2006 round of the ICP.  Countries for this round are divided into six regions.  Product specifications have been prepared to optimize the comparison for each region by computing regional PPPs .  In order to make the global comparison, a 7th region has been formed involving 19 countries. These countries have been labeled “Ring Countries.”   The multilateral ring comparison requires the Ring Countries to participate in a separate comparison organized specifically to provide a link between regions. The Ring Countries will price a common global ring product list in addition to their individual regional lists. 


One of the major outcomes of this effort will be the global ring list.  The global ring list was prepared by combining the six regional product lists and identifying ‘like’ or similar products that overlapped at least two regions.  The end product is a truly international set of product specifications that overlap the different regions of the world using a harmonized set of terms and definitions.  This global ring list can be the starting point for future international comparisons.

(c)
Software:  Several software packages were prepared to manage the preparation of the SPDs both at the regional and global levels.  The complete package is known as the ICP ToolPack. One of its applications was used to define the coding structure for each product.  Another enabled the standardization and harmonization of the global Ring list.  The ToolPack allows country level statisticians to map the carefully defined products to outlets and outlets to price collectors.  Data collection forms containing the detailed product specifications can be printed as will pictures of the products to ensure countries are pricing “like” items.  Once price observations are collected, data are entered into the system  and validated.  Each country then submits the data to the regional office where  data validation continues by comparing results across countries.  Once the data are deemed “clean” the system computed PPPs at the basic heading level and at different levels of aggregation.


The system has 2 critical feature. Firstly, it is a database system that stores data in a consistent fashion.  Thanks to its long term storage capability, the database will be a valuable resource for analysis and research. The other feature is that all data across countries and regions is subjected to the same data validation tests.


The Tool Pack represents a considerable investment in capacity building for countries lacking expertise in processing price statistics and preparing price indices.


(d)
Other New Methodology:  Considerable effort went into ensuring that methods used for this round were relevant for developing countries. A rich body of research has guided this round. Some of it was based on widely used procedures that could be updated. Some examples follow.



Specifications for the Construction component of the GDP. The approach used in the Eurostat/OECD comparisons is to price overall construction projects using “Bills of Quantities” for model construction projects.  This approach was determined to be too complicated, too time consuming, and too expensive to be used in developing countries. Considerable effort went into developing an alternative approach termed “Basket of Construction Components.  This approach prices a smaller list of components rather than a complete set of building inputs. A major benefit of the new approach is that it can be used to build capacity in countries in pricing construction components for potential use as a construction price index and to improve estimates of construction in national accounts.



Estimation of Basic Heading Parities. A method called the CPRD has been developed that builds on earlier work.  Extensive comparisons of previous methods such as the well known EKS and CPD method were done. The end result was an extension of the CPD to include a designation of the relative importance of each product to a country termed its “representativity”.  It was especially found to be more robust, especially with sparse price matrices.  The CPRD method will also be used to estimate the inter-regional parities that will use the prices from the Ring comparison to link the regions into a world comparison.



ICP Handbook and operational manuals.  A handbook with input from internationally known experts has been developed and covers all aspects of the ICP. Important components are the concepts regarding the prices to be collected, the survey frameworks, and the data validation and estimation components.  The operational manuals provide guidance on everything from determining the sample of outlet to determining the work plan and time table at the country level—again a statistical capacity building tool that can be used by countries for their own price collections not just the ICP.

3.
Good Governance

The International Comparison Program and its resulting PPPs are an international public good.  While the Global Office of the ICP is in the World Bank, it operates under the auspices of an Executive Board that represents national statistical offices as well as regional and international institutions.  Each regional program is led by a regional coordinator and advised by Regional Advisory Boards. A Technical Advisory Group made up of the “who’s who” in international economic statistics provides advice on technical matters to the Global Office and has contributed to much of the new methodology being implemented.  This overall governance structure has set a global standard for international cooperation that will lead to a joint ownership of the final results.  This model may well provide the basis for other international initiatives.

4.
Conclusion

The International Comparison Program provides a unique opportunity to improve and harmonize statistical methodology throughout the world.  By subjecting their GDP numbers to an international comparison, countries have the opportunity to see where they need to make improvements.

The need to agree on a product list brings national level price statisticians together to compare methodology used for their CPI surveys. The training on sampling and survey methods for the ICP will provide a basis for countries to improve their CPIs. The SPD can be used for CPI as well as ICP work. The ICP handbook can also be used to develop good practices in the country's own price collections. As a result the ICP has also become a capacity building tool.  Indeed, this was one of the prime objectives of the strong African participation in the program.

The International Comparison Program is one of the most complex international statistical endeavors ever attempted.  It faces unique challenges in providing statistical methods that can be carried out in practice by countries that differ in size, cultures, capabilities, and diversity in goods and services available to their population.  Its success depends to a large extent on the tremendous spirit of cooperation among participating countries, regional coordinating organizations and the ICP global office.  The extent to which this has been achieved is commendable. 
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