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1. What this report is and is not about

1.1 This paper is not about all the subjects subject that must be covered in a comprehensive review of the International Comparison Project (ICP) . While it would be good to have such a document, particularly for those who finance, coordinate, direct and work on the project, it is probably premature at least for some of the sections that would be an integral part of it. There is an official United Nations Handbook for the ICP
, which though published ten years ago was mostly written some fourteen years back, prior to the latest experiences with the ICP and also prior to the promulgation of the 1993 UN System of National Accounts.  That Handbook is out of date and there is a need to replace it by a new version, more operational above all, and more in line with current experiences and expectations. The role of this report is to provide a basis for a complete overhaul of Chapter III (Tasks related to Price Data) of the Handbook subject to a critical discussion of the elements of Chapter II (Expenditure Data Needed).  If this report succeeds in launching a serious discussion of the Chapters in question and if the proposed contents and logical articulation of those contents as set out in the report are deemed to be an improvement on what exists right now, its objectives will have been crowned with success. 

1.2 The current report should not be judged by its failure to make final pronouncements on the way in which Purchasing Power Parities (PPP’s) should be calculated and aggregated nor on the policy objectives and analyses for which PPP indices and GDP’s expressed at PPP prices are designed to provide a quantitative frame of reference. These must form the subject of other initiatives. But the report does include three basic elements for each phase of the national operations of the ICP including the interaction between national statistical offices and international bodies, prior to aggregation and final analysis of the results:  description, strategy, and procedure.

1.3 The heart of the report is in the section entitled Survey Framework and Methodology. It has been designed mostly for national data collectors and for regional coordinators. When stripped down, the strategic elements set forth in sections 5 and 6 consist in the adoption of a common classification; the multilateral agreement on a list of items for which data must be collected; the selection of the respondents to whom the relevant questions must be addressed; the methods required for a successful editing of the replies and the imputation of information to those replies that were not gathered; and the reconciliation among submitting parties of their distinct replies to ensure that that what is placed in the hands of the regional coordinator is coherent, consistent, and comparable. For these sections there is a description of the key problems in the ICP, a proposed strategy on how to either solve them or reduce their adverse impact on final results, a statement of those problems for which there is no current solution and should become part of a continuously updated research agenda; and finally a description of the procedures that should be adopted for the current round of the ICP in the light of the previous considerations. 

1.4 What follows may seem unduly detailed and hardly compensated by what may seem excessive emphasis on bureaucratic procedures. Unfortunately, both excesses are deemed necessary in the light of the criticism, which the ICP as a project has faced in the past. That criticism has come about for two major reasons: 

· The programme has left little if any substantive audit trails behind. If any data element is challenged now or when it was first published it is hardly possible short of major mobilization to track down the statistical causes of whatever is being challenged;

· Public descriptions of the programme’s national and international organization have left onlookers with a feeling of shaken confidence in the collective managerial ability of the participants.

1.5 The remedial action suggested is to carefully and painstakingly document every step regarding the data submitted, editing applied, and information finally approved. Moreover, it is assumed that upholding these suggestions there will be a carefully constituted organization headed up by someone who is accountable to the steering body of the programme and with well-defined control and communication duties and channels. 

 2. Background

	“…Unexplainable differences between countries undermines (sic) the credibility of the PPP Programme in the same way as anomalies in price levels…”

www.oecd.org




2.1 This report was written at the request of the World Bank and on the basis of the set of terms of reference shown as Appendix I.  The opinions expressed are strictly mine and do not in any way commit the Bank or unveil its preferences. The purpose of the paper, should its contents be generally accepted and found suitable for what is intended, is to create a basis for the drafting of a proper survey framework for use by collectors and compilers of PPP prices and volumes. 

2.2 Such a framework is much needed. While the PPP programmes conducted by international agencies have a distinguished pedigree
 and receive enthusiastic support from a small number of specialists mostly in academic circles the credibility of the programme’s results is generally low particularly with potential users interested in policy development or analysis.  Low credibility is compounded by serious misunderstandings of the use of PPP’s. The uncertainty surrounding their estimation is further compounded by collective reluctance or inability to finance it properly. In turn, international organizations which have spearheaded the ICP from its start and are the ones most involved in the estimation of PPP’s and their dissemination in a variety of modes, have not been overzealous in deploying their best efforts to offer assurance, allaying concerns about the quality of the data, and generally explaining the additions to knowledge brought about by each new round of the ICP. 

2.3 The ICP and its results fall into a very special category of statistics. Unlike most others,
 the estimates cannot be left exclusively in the hands of national statistical offices even though the latter must undertake the key operations of the programme. 

	Inherent strengths and weaknesses of the ICP

The ICP is both a large project and a complex project. Among its strengths are the fact that we are into the seventh round of the project and many lessons have been learnt from previous rounds. Nominally there is a sub project of the ICP –managed by Eurostat-OECD – which takes place with greater frequency, has been the object of far greater attention and from whose experiences a great deal can be garnered. Lastly, as we enter the current round, there is a manifest will to strengthen the managerial component of the project, which has not been done virtually since its inception. 

The ICP suffers from a number of weaknesses, some of which are intrinsic to the nature of the project and others, which were to a certain extent self-inflicted. For example, by its very nature the ICP is a project that cannot be replicated by a national agency. It must be conducted by an international body, a supra national body or else by an agency that has access to the data collected in a number of countries. It is only meaningful if each of its participants carries out the project in identical ways, abiding by all the agreed elements of the survey framework that underpins the project.  It is a project where the quality of the final product does not vary directly with the excellence of the measures imposed by a single statistical office. All must be part of the project and all must impose comparable quality guidelines. The applicability of the results is not readily obvious to the vast majority of national policy makers because the questions to which it provides an answer occur with far greater frequency in the context of discussions proper to international agencies and research bodies. It is also a project, which relies on the need to strike a basic balance in what it collects but for which no quantitative guidelines have been spelled out:

What is available and common in one country may not be comparable to what is equally available and common in the country next door and what is strictly comparable may be neither common nor even readily available. 

The weaknesses spelled out above are more or less inherent and the secret of success lies in finding credible ways to minimize their influence or to get round them. But there are other weaknesses that were largely self-inflicted. In its last round the project did not get off to a good start in the sense that when it was launched it was seriously under funded and its financial base was not sufficiently strengthened; the way in which national surveys were instituted did not reflect well established survey methodology; the analytical capacity to apply a critical review to the results was far too small in relation to what was required; there was a very imperfect symbiosis between national agencies and the international agency to whom responsibility for carrying out the project was given and so on. 

As a result of the cumulative effect of these weaknesses – which if taken by themselves were not extreme nor even a very serious threat to the integrity of the project – the results produced by the project were not accepted with as much respect and belief as other results in comparable domains.  Moreover, as a result of the lack of funding and of the discontinuous nature of the project it was seldom possible at least at the national level to transfer the experience gained with one round of the ICP to the next. 




2.4 A survey framework is not the only element required to change users’ perception and broaden substantially the funding base of the programme.  There are other components of the ICP’s general documentation requirements, which must be worked on, expressed simply and clearly, and placed in the hands of the user audience in as quick a time frame as humanly possible. There are at least three such components that have yet to be drafted and placed in the hands of national statistical offices:

· Classifications manual with extensive annotations and explanatory notes
;

· Survey framework and supporting operational manuals;

· Aggregation procedures and related evaluations;

· Display of results comprising tables and supporting analytical explanations.

2.5 Part of these elements is featured in the Handbook but experience with the Handbook has shown that it is neither sufficiently complete nor is its orientation suitable to support field operations particularly in those countries where there is little or no resident experience with the ICP. 

2.6 An element that is just as important as adequate supporting documentation and is in fact at the origin of many of the ICP’s deficiencies is financing adequate to the scale of the undertaking. This point has been heavily featured in another report
 and need not be repeated here. The only point worth re-emphasizing is that much of the accuracy of ingoing data is in the hands of National Institutes of Statistics (NIS’s) and a good deal of the adequacy in the analysis of the results depends on the availability of funds.  Such funds are required to increase the number of price observations nationally as well as the attention with which they are collected. They are also required to increase the frequency with which each country’s programme coordinator gets to talk to his field staff and helps dispel doubts or answer questions. And they are necessary to increase the frequency with which country data collectors can meet their regional coordinator or better still all their counterparts in the various countries of their region.

2.7 There are new developments that may work – at least in the long run – to simplify these needs or at least to make satisfying them somewhat cheaper. For example, there is a concerted initiative to integrate further the ICP data collection work with that required for the compilation of national Consumer Price Indexes (CPI’s).
 The generalized use of the Internet and e-mail has made consultations more independent of actual meetings. There are precedents to place in the hands of interviewers digital photos of the items they are about to price and there is an opportunity backed by technology and price to further place in the hands of interviewers digital cameras.  Even so, for reasons that are explained in detail below, the need to have a series of multilateral meetings has by no means been obviated nor has the need gone away for the regional coordinator to engage in more or less frequent visits to those nationally responsible in his region. 

2.8 Whatever the improvements resulting from additional financing and from savings created by different circumstances from those typical at the outset of the ICP, the programme has not yet gained sufficient credibility to support a  much wider use of its results.  For example, in spite of the clear statement in the National Accounts manual
:

“…International volume indices are needed in order to compare levels of productivity or standards of living in different countries, while comparisons of prices can be used to measure purchasing power parities between different currencies….” And “…In practice, PPP indices are mainly used to derive international volume indices by using them to deflate ratios of values in national currencies.”

many practitioners in international agencies continue making inter- country comparisons on the basis of conversions carried out in exchange rates. The reasons, when asked have much to do with the perceived lack of quality of the results of previous rounds of the ICP.

2.9 Because there appear to be general doubts as to the soundness of the methodological grounds on which the calculation of PPP’s are based and because the international community itself has expressed such doubts at regular intervals
 there must be a redoubling of efforts on the part of those in charge of the ICP to take all the possible precautions not to contribute to a continued fall in credibility and better still to attempt to restore it. This initiative does not consist in one single action but rather in the cumulative effect of several of which the writing and dissemination of a detailed survey framework is but one. 

2.10 If credibility is to be restored, the objective is to convince potential users that they are in the presence of the best possible estimates of purchasing power parity indexes and of comparisons involving different country’s GDP which can be made with confidence be they about standards of living or about productivity. For this to be the case there is a short list of measures that should be taken:

· There must be a plausible response to any questioning of seemingly surprising or counter-intuitive results;

· If the answer does not satisfy the user, there must be an audit trail that demonstrates how the situation questioned was created;

· The audit trail must lead to a verification of the price collected and assure the questioner that the good or service priced – or the reference good, or the basis for the indirect estimation – were the right ones and that the transcription of the price was not inadvertently mistaken; and

· Where there have been decisions taken at the level of the entire region to use or to cease using a good or a service as the right member of the basket compared and the basis for such discussion was the imperfect fit of a particular good or service the compromise adopted should be describable to any questioner.

2.11 The purpose of these remarks is to ensure that the description of the process is totally transparent and that there is no danger of using hidden assumptions. In general, the principles, considerations and assumptions that are listed below are designed to help deal with the lack of credibility and the lack of memory that have plagued the ICP from the time of its first round
3. What is the ICP?

3.1 This  section has only been introduced for completeness. Similar statements can be found in a variety of publications associated with previous rounds of the ICP and with previous rounds of the OECD-Eurostat programme. Of course, the Handbook carries an explanation of the purposes, methods and unresolved issues surrounding the calculation of PPP’s

3.2 The International Comparison Programme (ICP) goes back to the late sixties.  It  is about to enter its 7th round of the programme after the accumulation of a great deal of experience even though much of that experience has not been systematically recorded. The following introductory remarks about the programme’s nature and its objectives are simply to provide a broader context for the more operational chapters of this report. 

3.3 The programme’s major outputs are of two kinds – one dependent on the other. First the programme makes it possible to compile a set of Purchasing Power Parities (PPP’s) for each of the participating countries and for groupings of those countries as determined by the ICP organizers. Secondly, it makes it possible to revalue national macro economic aggregates – typically the Gross Domestic Product (GDP) and its expenditure components – at PPP rates, a condition judged to be sine qua non for inter-country comparisons of those aggregates.

3.4 PPP’s are the sets of numbers that make comparisons possible. They are understood by imagining a consumer wishing to purchase the exact basket of goods and services to which he is accustomed in his own country A , in a country B and asking for the hypothetical rates at which prices in A should be converted into prices in B so that the expenditure on the basket would be the same in both countries. Ever since The Economist popularised the notion of the Big Mac index, the example becomes more obvious if given in Big Mac terms. Assume that a Big Mac costs ten “reais” in Brazil and one hundred “pesos” in Mexico. If Big Mac’s are the only constituent of the consumer’s basket, an exchange rate of ten pesos to one real would make the consumer indifferent as to where he bought his Big Mac all other things being equal. If the actual exchange rate were of five to one, our imaginary consumer would not be able to buy more than a half a Big Mac (no mustard and relish?) by moving from Brazil to Mexico and would claim that a comparison between Brazil and Mexico suggested that the Brazilian currency was undervalued in Mexico by a factor of one half. 

3.5 The first of the objectives of the ICP is the non-trivial extension of this hypothetical case to all consumer purchases plus all that consumers have access to outside the market (collective consumption, freely available medical services and freely available education), to other Government expenditures on goods and services, to expenditure on fixed capital formation and to the remaining balancing items
 in order to gross up to GDP. Its second objective, once calculated PPP’s is to revalue all countries’ GDP using the appropriate PPP rate for doing so and drawing a range of analytical conclusions.

4. How are PPP’s calculated? And what happens subsequently?

4.1 The calculation of PPP’s can be thought of as similar to that of a temporal price index except that instead of comparing say a situation in 1998 with the way it had evolved by say 2002, the comparison is between two situations prevailing simultaneously, one say in Nepal and the other in Sri Lanka. One important difference between inter-temporal comparisons and their inter-spatial counterpart lies in the straightforwardness of the path between the two. It is almost intuitive that the further away the two points selected for comparison the more difficult or the less realistic the results. One way to minimize the difficulties is to proceed by a series of small steps and small changes. Thus, for an inter-temporal comparison the idea would be to engage in year-to-year comparisons until the year of “destination” is reached. Matters are less straightforward with inter-spatial comparisons. There are many ways of getting from Nepal to Sri-Lanka (and many, many more to reach Iceland from say Bhutan!)  That intrinsic ambiguity, not yet solved by the universal adoption of a system of minimum distances or by the adoption of some gravity model, remains as one of the challenges to be inscribed in the ICP’s research agenda.

4.2 The collection of price data is carried out at levels much finer than the GDP sub-aggregates in spite of the fact that the latter are finely detailed. For example, in the OECD-Eurostat 1999 exercise the following was the classification structure:

Table 1: Structure of GDP down to basic headings

 and their relationship to actual products

	
	Breakdown of Expenditure on GDP
	Products chosen to represent basic headings

	
	Main aggregates
	Categories
	Groups
	Classes
	Basic headings
	

	Number
	7
	27
	69
	154
	221
	2 500

	Weights?
	Yes
	Yes
	Yes
	Yes
	No
	No

	
	
	
	
	
	
	


In the case of other regions of the ICP it is prudent to assume that beyond groups, weights cannot be standardized or only estimated with considerable difficulty and equally considerable degree of imprecision. 

4.3 PPP’s are derived for basic headings. Once there is agreement on the set of estimates, it is those PPP’s that will be used in order to “deflate” nominal expenditures.

4.4 Overall, the results of PPP calculations affect GDP’s more profoundly than whatever transformations are required for the temporal indexes most commonly used. Thus, the ranking of countries in a particular group by their GDP per capita valued at PPP rates will be upset if the membership of the group is expanses by the addition of new countries (the ranking of European Union countries would be affected once they found themselves included in the OECD group. For a number of reasons of which the administrative application of the results in the European area is but one, the attribute of “fixity”, that is to say invariance of a ranking once established, is one of the features of current round in the OECD area. This attribute should be preserved by the ICP as it moves from sub-regions, through regions, to more inclusive totals. 

5. Required documentation and standards

5.1 What is a survey framework?

5.1.1 The evaluation report mentioned above refers repeatedly to a survey framework without spelling out what is meant by the notion. Scattered throughout the report are number of references to what such a framework might contain. But nowhere are these references pulled together and presented as coherent definition or an outline of the framework.  The existing Handbook does not include a survey framework because it has different purposes. It explains the need for the programme, its principal applications, the procedures that make it possible to aggregate national data and so on.  It does not tell national statisticians how they should collect and edit data nor does it explain to statisticians placed in international organizations what to do once they receive the first data submission. Indeed, this must be one of the rare instances in which a large and complex statistical programme that relies directly on basic data collection has no set of compiled procedures to fall back on. 

5.1.2 Essentially a survey framework is made up of the following elements (as applied to the case of the ICP):

· A definition of target data (prices, wages, expenditures);

· An explanation of where those data can be found and how they should be recorded;

· A discussion of trade offs where the precise target cannot be found and compromises must be made between what is desired and what is available;

· The forms in which the data ought to be submitted to the compilers;

· The first iteration for the editing of raw data – procedures and expected results;

· The second iteration of data collection; and

· The final international editing of the results prior to aggregation.

5.1.3 The survey framework stops at the stage where all data that can be collected have been collected and their condition cannot be improved upon. Beyond the survey framework lie the procedures that make it possible to estimate the major aggregates as well as to provide potential users with an analytical explanation of what the data show.  These are very important matters but their nature and objectives lie beyond the purposes of this report.

5.2 Why is a survey framework important?

5.2.1 The evaluation report came up with a finding that met with general agreement. The information provided by earlier ICP rounds lacked credibility. The round that lacked most credibility was the last (a) because it was the least well funded relatively to its objectives and to the number of participating countries; (b) because some of the regional initiatives did not yield sufficiently good results to make calculations of a world total possible; and (c) because several results appeared to be counter intuitive and to defy rational explanation which in any case was not forthcoming.  

5.2.2 It was generally felt that the lack of credibility had little to do with the basic notions of the programme (although these were under attack as well) and a great deal with insufficient instruction on what and how to collect data and how to convince users that the procedures adopted were sound and conducive to useful results. The first of these criticisms is met directly by the contents of the framework. The second is a consequence of the framework if and only if its contents are well articulated, and meet standards of clarity, coherence, and exhaustiveness. 

5.3 Prices and expenditure shares: equal care estimates?

5.3.1 The traditional wisdom, implicit though it is, is to concentrate all efforts in obtaining the best possible set of prices and thereafter to experiment with different aggregator functions. This is one possible strategy but in the light of what we know today not perhaps the most effective. The statistical bases to estimate weights come in all sizes, colours and flavours.
 For example, few are the countries that make a special effort to update regularly their expenditure weights for the household sector.  This is not surprising. Family expenditure surveys if they are to adhere to a minimum standard are both expensive and time consuming. A well-known statistician used to mix metaphors by referring to them as majority shareholders in the world’s cemeteries of statistical reputations.  Once taken, and once placed on the workbench of the national income and expenditure accounts the results of the household surveys seldom succeed in balancing accounting identities, of which they are part.  And once the results are forcibly modified to agree with expectations, there are lingering doubts about how close they are to the structures they were supposed to measure.

5.3.2  The upshot is that no survey framework appropriate for the ICP can stay at arm’s length from referring to the expenditure structures that are required to weight the price survey results but precious little has been said about minimal precautions to be taken with those structures.

. 

5.4 Principles, assumptions, and objectives 

5.4.1 World wide there must be a single list of objectives to which all participating parties have given their agreement. The objectives are easily spelled out:

· There will be a seventh ICP round.  It will start on 1 January 2003 (or 4?) and its final results will be available for scrutiny by the international statistical community no later than 31 December 200 (5?).

· The results of the ICP round will fall into two major categories. On the one hand there will be a set of PPP indices for each of the participating countries, for the regions to which each belongs, and for the world.   On the other, there will be a set of national accounts aggregates with an agreed breakdown expressed at PPP prices for each of the participating countries as well for the regions to which they belong and one for the world.

· There will be an official protocol for the aggregation of national data which of course does not preclude the existence of alternative forms of aggregation particularly where there are analytical gains to be secured by the presentation of an array of results.

· There will be a set of agreed classifications that will govern both the presentation of PPP’s and the presentation of GDP breakdowns. The principal of those classifications are the ones recognized and adopted for the United Nations ’93 System of National Accounts.

· There will an agreed lexicon – a kind of ICP – speak – designed to reduce ambiguities and interpretation errors. For example, words fraught with possibilities of wrong interpretation such as “heading”, “category”, “product”, “variety” etc. will be given a standard meeting embodied in ICP documentation
;

· There will be an agreed procedure – a calendar, a designation of authorities and responsibilities, a minimum of multilateral and bilateral consultation - by which all parties will abide. 

5.4. 2 The overriding principles behind these agreements are two:

· Wherever possible there will be one and only one official, describable, defensible and universally adopted standard;

· Wherever possible there will be an audit trail recording the fact of the adoption of the standard, the alternatives to its adoption, and the reasons why it was adopted.

5.4.3 The assumptions
 are as follows:

· The target coverage of the current ICP round will be the same as that adopted by the OECD-Eurostat segment of the exercise. In other words, if the latter have adopted GDP as their target – that is to say, Government expenditures, foreign trade, and capital formation – the rest of the world will do likewise;

· But recognizing the severe strains that such a decision may place on the statistical systems of less advanced countries and the probable insufficiency of means required to finance such efforts, countries will minimally cover household consumption;

· There will be no legal barriers to the submission of a defined set of data to the regional coordinators who will also be appointed as custodians of country records and fully accountable for the integrity and safe keeping
 of such records;

· National offices will make available the resources agreed to be necessary to carry out their part of the ICP according to the worldwide standards defined collectively by all participants.

	Other assumptions

In this document unlike what might happen in a similar document created in a national context no reference is made to costs or to the availability of resources. The assumption is that resources will be made available to all participants in a way such that the standards required for best survey practice are respected.  The assumption does not preclude keeping a record of soft and out of pocket costs both at national and at international levels. Previous rounds have left virtually no documentation of this kind behind so that at every stage the amount of financing required to guarantee results with acceptable quality given the ends to which they will be put is as much a matter of guesswork as of memory on the part of participants. 




5.4.4 The means that must be made available are to finance the following activities considered to be a minimum: 

· Holding the required number
 of regional seminars in each of the participating regions;

· Funding of as many tours for the regional coordinator as are required in order to hold at least two short bilateral meetings in each of the countries taking part in the exercise in the region for which he is responsible;

· Conducting the required (minimal) number of surveys nationally as consistent with the principles and assumptions set out above regardless of the source of financing for these activities;

· Providing the results of the surveys as well as the required weights both for purposes of calculation of PPP’s and GDP at PPP prices at the times agreed with the coordinator;

· Setting aside an agreed amount of financing to fund research activities either centrally or in each of the regions in order to examine the properties and results of alternate aggregator functions and alternate derivation of PPP’s and aggregation of the results; and 

· Setting aside an agreed amount of financing in order to hold one final worldwide seminar designed to discuss the major challenges resulting from the estimates and the analytical response to be given should such challenges be forthcoming. 

5.5 Strategy and strategic options

5.5.1 The strategy opted for is very much conditioned by two factors: no matter how successful the efforts to secure adequate funding for the current round of the ICP in some absolute sense, funds will continue to be scarce particularly at the level of participating countries. Secondly, national offices in general are not yet at the stage of having recognized the ICP as part and parcel of their programme and even those that have been more successful in integrating part of the ICP effort with regular data collection operations for the CPI for example, regard it as an outside programme required by international agencies for purposes that are not immediately identifiable at their own national level. A realistic strategy can be developed if and only if it is generally accepted that little if anything can be done about these constraints in the short term.

5.5.2 The strategy adopted must provide a means to maximize an objective function. In earlier discussions of the programme this may have been implicit but was not brought out into the open. There are two variables that need to be considered as candidates for maximization: one can either attempt to maximize the number of comparable items selected for pricing (or for quantity measurement) subject to a minimum of representativity or else maximize the number of representative items subject to a minimum of comparability
. This choice is equivalent to the choices placed at the level of the individual items chosen for pricing. 

5.5.3 Within this broad statement there is the choice of maximizing either one or the other of the two variables within one broad category of expenditure or else attempting to have as many items measured as possible so as to maximize coverage. There is a parallel between these options and the notions of  “deepening” and  “broadening” capital. If “deepening” were the preferred option most resources should be assigned to the best possible measurement of the items in the category “food” on the grounds that it accounts for a large slice of total expenditure (in the case of the majority of developing countries, the average expenditure share of food in total GDP is within one third and one half of household final consumption.
 Moreover, the chances are that it is within food that most comparable products can be found
. That option is similar – albeit somewhat more extreme and operational – to what was advocated in the report evaluating the ICP 
.

5.5.4 The objective underlying these proposals is to find the least costly way of minimizing mean square error and within that objective to minimize bias. Bias arises if the goods and services priced in country A as it is compared with country B include systematically elements that are not present in B’s basket. For example, assume that A and B manage to find equivalent coverage and equivalent products except that in all cases A’s prices include a high quality service provided by the retail outlet that is absent in B’s. In the case of B all outlets are luxurious whereas in B’s they are all utilitarian.  The question is which strategy is better designed to detect and reduce this bias created by this imbalance? 

5.6 Is household expenditure the only one to matter? A strategic choice

5.6.1 Of course not, if the ambition of the ICP is to compare GDP’s per capita, and estimate GDP by dealing individually with each of the expenditure components. In addition to the estimates of consumption, the programme must include the explicit objective, resources and procedures that will make it possible to estimate the other major expenditure aggregates: fixed capital formation, government expenditure on goods and services, exports and imports of goods and services and that permanent maverick – changes in inventories. The following tables aim at placing the components of expenditure of GDP and their significance in an international perspective
:

Table 2: Average expenditure structure for selected countries

Percentages of total GDP

	
	
	Africa

(22)
	Asia

(13)
	South America

(9)
	Middle

East

(6)

	Consumption
	70.0
	66.7
	67.5
	60.9

	Consumption inc. collective consumption of govt.
	83.1
	77.1
	78.9
	78.9

	Capital formation
	19.2
	26.9
	19.7
	25.4

	Rest
	
	-2.3
	-4.0
	1.4
	-4.3

	GDP


	
	100.0
	100.0
	100.0
	100.0

	Memorandum item
	
	
	
	

	Food as per cent of consumption
	48.5
	41.9
	29.2
	34.0


Note

The figures shown in the table immediately above were calculated as unweighted averages of shares for those countries that reported their GDP to the World Bank. The numbers in brackets below the column headings represent the number of reporting countries in each of the selected regions. In the case of Asia, the reporting countries include Fiji. 

5.6 2 The selective approach assumes that detection probabilities increase the more intensive the assignment of resources to a particular component of overall expenditure (food, in our example). One presumes that once detected the bias all other segments can be corrected or adjusted in line with the procedure adopted to suppress the bias in 

the selected segment.  The generalized approach assumes that detection chances increase the more widely the net is cast. What may be the case for one segment of expenditure need not be the case for another. Accordingly, investing an excessive amount of resources in one direction even though it accounts for an important fraction of overall expenditure may be a misuse of resources. 

5.6.3 The virtue of investing resources in “simple” comparisons is that they make it possible to detect whether the items are matched and minimize the chances of there being important differences in quality. Thus, matches of fruit, vegetables, bread and cereals, meat and fish, dairy produce and so on simplify the approach because they have a comparatively limited number of attributes that account for the price. On the other hand, the family of household durables is far more complicated. Models, makes, vintages, after sales service, guarantee and so on are all to be compared.
   It follows that at an early stage of development and at a time when overall results are still eyed with residual suspicion it is best to invest all one’s efforts into what may yield a rough but complication free result. 

5.7 Proposal

5.7.1 Very little is known about the error or bias detection power of each of a number  of possible strategies involving the allocation of resources to distinct parts of total final expenditure. Accordingly, what is proposed is a mixed approach. On the one hand, it is recognized that almost alone among the entire array of goods and services, food provides the necessary guarantees of possible inter country comparisons, smaller risk of not identifying correctly the establishment from which food is purchased, higher fraction of total expenses, and comparatively little technical progress from year to year 
. Against this reasoning is the realization that the assumption that all the other price relationships vary in the same way as food is far too extreme. Accordingly a substantial reserve of resources should be left for the others. 

5.7.2 A stronger version of the proposal would run along the following lines: a strict comparison of food and beverages alcoholic and non-alcoholic, will constitute the most important of the activities envisaged for a study of final consumption.  But a sufficient (half? one third?) amount of resources will be kept back for (a) the pricing of a cross section of other components in order to “calibrate” the comparisons involving food. What is at stake is a test of the results of the comparison involving food – whether those results are biased because of failure to take into account a particular attribute. Selected comparisons using other components of household expenditure (mostly clothing and household durables) should make it possible to raise or lower the results of comparisons involving exclusively food prices.

5.7.3 The discussion of the boundaries of household consumption, treatment of special cases, inclusions and exclusions can be found in section 7.4 of this report. 

6. Survey framework: institutions and protocols

6.1 Introductory 

6.1.1 A survey framework for a NIS is considerably simpler than a corresponding framework for an operation of the complexity of the ICP – largely because there are less actors. There is an established and mostly unquestioned infrastructure that fixes legal and administrative responsibilities, there is a legal basis for financial administration and there is a set way of doing things.  In the case of the ICP, there is no such infrastructure by definition, because the project is the result of a cooperative relationship among independent institutions and for which no legal or administrative framework was deemed necessary. Moreover, the “set way of doing things” is precisely what is the target for change. Accordingly, there is no option but to supplement the subjects that are traditionally parts of a survey with a number of considerations that have to do with institutions and procedures.

	Background

Previous rounds of the ICP were characterized by an absence of definition, articulation, accountability and clear understanding of who was to do what, why, when and how. That lack of definition that is admissible or at least tolerable in an ambitious project conducted for the first time becomes intolerable and the object of overt criticism when a project is well established and is expected to produce practical results on time. What follows is an attempt to draw up the rules of survey taking, as they should apply to the ICP. These rules would be self evident in a national context and indeed would be implicit in the procedures adopted by any well-established statistical office. In the case of the ICP, where participating countries express openly the concern that their neighbours do not abide necessarily by the same rules it is all the more important to make the rules explicit so that an examination of compliance can take place at any time and thus satisfy those who take part in the exercise that all are marching in step with what has previously been agreed.  




6.1.2 The survey framework for the ICP requires at least four well-defined components:

· The institutional component which specifies which are the institutions that directly or indirectly carry out the survey, explains why they engage in taking the survey and lists the benefits that accrue to them or to their masters if the survey(s) is taken properly, according to schedule and within the envelope of resources earmarked for it;

· The organizational component which explains how those who are to carry out the survey – the planners, the operational directors, the norm-setters, the staff – are appointed, become aware of what is expected from them, marshal the resources placed at their disposal and account for how those resources were used in the taking of the survey;

· The protocol component, which lists and describes the protocols agreed to in the taking of survey. These protocols include the survey coverage; the mode in which respondents are to be contacted; the classification used to categorize survey response; the rules of editing and imputation and in the case of the ICP how the results are further edited, aggregated and disseminated to international users.
· The operational component which specifies the stages which the production of the survey estimates must go through, starting with the definition of objectives all the way through to the provision of results. In the case of the ICP, this includes a description of how national results are further submitted to a regional body where they are aggregated and further edited before becoming part of a set of regional (and eventually world wide) estimates.
6.1.3 For the relevant descriptions to be complete, the institutional part of the framework should describe how those responsible for carrying out the survey and the staff are selected and put in place. While such a description would not be necessary in a national setting it is suggested that it exist as part of the survey documentation. Nor does the framework inquire into costing, a central element in a national survey framework that is not covered here. The assumptions are that the appropriate officers are selected with a view as to emphasize their legitimacy, competence and managerial experience both at the inter-regional and regional levels and that an equally appropriate selection takes place at the national level. Moreover, the cost estimates for the ICP will become part of a separate exercise although it is strongly suggested that those estimates cover total cost and be used once confirmed as a benchmark for subsequent rounds of the ICP.

6.2 Institutional Component

6.2.1 There are three levels of institutions involved in a project such as the ICP.  At each level must be found a person or a body (committee, task force, board) to whom the responsibility of carrying out certain tasks has been given. At each level, there has to be a body (committee, board) to whom the task of supervising and holding accountable the executing person or body has been assigned. 

6.2.2.From top to bottom, the first level is clearly worldwide. At the very top sits the United Nations Statistical Commission because of its legitimacy, institutional coverage, direct interest, and past involvement with the project.  Explicitly or implicitly, the United Nations Statistical Commission appoints or approves the creation of a consortium of interested parties – members of the United Nations family- to lead in designing the project and seeking the necessary means to carry it out. Even though the action of the Commission must be seen as emblematic it nevertheless is necessary insofar as specialized agencies even though they may be the most active in carrying out the project cannot carry as much weight with national statistical offices as the Commission. 

6.2.3 The executing agency (ies) must appoint or have appointed a person or body to take overall charge of the ICP. The expression “taking charge” is meant to include at least five major activities:   

· Ensuring that all participants in the programme are aware of decisions about the manner in which it is to be carried out and keeping a watchful eye on the various regional components to make sure that they are proceeding according to schedule and within the budget allotted;

· Arbitrating in all instances where there are contradictions, inconsistencies or disagreements with respect to the conceptual aspects of the ICP that cannot be resolved at regional level; and

· Reporting as frequently as desirable to the executing agencies and to the Secretariat of the United Nations Statistical Commission on the progress recorded to date and on the threats if any faced by the project;

· Ensuring together with the regional coordinators that inter-regional link countries carry out their double duty in a manner consonant with world wide decisions regarding the role of such countries; 

· Presiding over the aggregation of regional estimates into a set of world numbers and together with a suitably chosen body
 of technical advisers position itself to provide analytical underpinning to the ICP’s results.

6.2.4 The arrangements at regional level are almost a mirror image of the world wide institutional set-up.  Thus, there should be a clearly defined institution where heads of statistical agencies meet under the umbrella of the United Nations or of one the its family members and can easily include as a point in their agenda a discussion about the ICP and how it has it has fared in their region.  It is possible that the United Nations may not be in a position to offer more than a venue in each and every one of the regions taking part in the project. If so, it is important that the executing agency or agencies take the lead in that venue and help guide the project in all cases where world coordination is not involved.  

6.2.5 A regional coordinator or a coordinating body will be entrusted with responsibilities similar but not identical to those of the world counterpart. In particular the regional coordinator must:

· Strike a workable compromise with national participants on the list of goods and services
 about to be priced;

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

· Be at the disposal of national participants to take part in bilateral meetings to settle questions, doubts, ambiguities and inconsistencies;

· Monitor the execution of the project in order to signal, if necessary, possible delays or budgetary overshoots in its execution in time to take preventive (rather than remedial) action if required;

· Carry out directly or preside over the aggregation of national results to create PPP indices and subsequently to apply them to GDP breakdowns; and

· Be able to provide an analytical underpinning for the regional results derived from this round of the ICP.

6.2.6 Lastly there is the national level. It too must consist of a person or body accountable and entrusted with the following responsibilities:

· Ensuring that there is a full understanding on the part of the staff assigned to the programme of the objectives of the ICP and how those objectives affect the collection of the necessary data to carry it out;

· Engaging in bilateral consultations with the regional coordinator or in multilateral consultations with neighbouring countries and with the coordinator in order to ensure  consistency in the understanding of regionally agreed targets and methods;

· Ensuring that data collection is carried out according to the agreed list of specifications, in compliance with agreed classifications, spanning agreed time intervals and geographic scope;

· Making sure that the regional coordinator is kept aware of those cases where there is limited compliance with either representativity or with comparability in the goods and services selected and priced; and

· Taking personal responsibility for the submission to the regional coordinator of estimates (for the calculation of PPP’s or for the expression of GDP at PPP prices) in the right form and at the right time. 

6.2.7 There is a complication in the organization of the national executing agency because interests are clearly shared between those responsible for the compilation of price indexes and the country’s national accountants. The nature of the complication and a general recommendation are detailed in the box below. The matter of involvement of one or another of the centres of responsibility in national statistical offices with the ICP is one of great delicacy. The way national institutes perceive the programme depends on how it is positioned. Right now, for a majority of countries the ICP is an international price collection that results in the calculation of PPP’s. The rest are by-products of the calculation including GDP’s revalued at PPP rates. This is a distorted view of what the programme is and what it could be used for. 

	Who should lead the effort nationally

“The ICP is to be able to engage in inter country comparisons of volumes of GDP in addition to obtaining a measure of the purchasing power of the country currencies being compared. In order to ensure that the national results are the best possible with the information available it is as important to select correct weights, as it is to collect the right price data…”

The matter of whom from national bodies should appear as the active participant in an ICP round has never been covered explicitly and yet it is crucial to the success of the ICP.  The problem is as follows. The calculation of PPP’s and ensuing expression of GDP magnitudes at PPP prices is a multi purpose activity of use in a variety of contexts and with an equally varied set of purposes. Only one of the important objectives of the ICP is to obtain estimates of comparable volumes of GDP.  But because the national accounts play an organizing and coordinating role it is likely that the last word on the coherence, consistency and international compliance of national submissions should come from the department responsible for economic accounts. There is a difference between GDP derived weights and the prices collected for the estimation of PPP’s. Normally, the former are not estimated in connection with the ICP. They exist and are part of ongoing programmes. Even if some prior adjustment to the relevant weights is required the resulting effort has tended to be marginal.  On the other hand, the price data that are required must be collected afresh. In many instances the collection of these data has never been part of the regular price collection efforts of the statistical agencies involved. Because the weight of the effort falls on price collectors, traditionally they have been the more active national participants in ICP discussions, workshops and seminars. There are exceptions to this generalization and in many instances countries are represented by a duo consisting of a national accountant and a price statistician. But for matters related to current work it is the latter who carries the responsibility and often takes day-to-day decisions. This situation is not always desirable particularly in instances where the national accounts are not even estimated by the same institution as that responsible for price collection. Rather, a maximum of coordination is a requirement and if there must be an assignment of leadership it would be more in keeping with the nature of the project that it be given to the national accountant. There are of course many other considerations that might influence appointments here and there. But the view expressed above could well be used as the caeteris paribus norm. 


6.3 Protocols: general methodology

6.3.1 In this section of the framework, we go through the definition and the role played by its various elements and only occasionally refer to actual practices – desirable and undesirable – as a means of making the discussion more concrete. There are three logical elements examined: agreements or protocols, which relate to this programme and to this programme only; elements borrowed from survey methodology on the grounds that they are sound, have been tested beforehand, are grounded in statistical theory and are applicable to the problem at hand; and recommended practices also borrowed from either previous experiences with the ICP or else from projects of similar nature and complexity.

6.3.2 There are two examples of the first category: one concerns the objectives of the exercise and the second the classifications and nomenclatures that participants agree to adopt in carrying it out. As examples of survey methodology there are such matters as the sampling guidelines for the collection of price data as well as the rules adopted for editing and imputation. And as examples of the third and final category there is the form in which such matters as the actual list of items to price get general agreement and the way in which unavailable prices get replaced by inferred or reference prices. These last issues are discussed under the heading of Operations.

6.3.3 The heart of the survey framework is made up by the survey methodology. The latter consists of a description of who are the respondents; what are the data points sought; what is the questionnaire that will be used in order to establish an interface between respondents and data collectors; how are the respondents or the survey targets to be selected (sampled); how should the data be classified once they are collected; how is the accuracy of the data to be gauged, corrected and if necessary imputed and how the data are to be further processed, if at all, prior to aggregation. It is important that these decisions and recommendations be recorded and form part of the Project’s standard documentation. 

6.3.4 . Classifications

6.3.4.1  Essentially, the ICP seeks two classes of data in addition to seeking a standard breakdown of the national accounts, further split into finer components so as to be able to aggregate information at the level of the PPP’s.  The information in question is either prices or surrogate prices. The constraint on the latter is that they have the dimensions of a price. But basic information can be gathered in terms of quantities or volumes so long as there are matched expenditures and it is understood that the purpose is to estimate derived prices or deflators. Where information concerns inputs it is equally understood that it can relate to wages and salaries. Information can be indirect as in those cases where the price of product A is agreed to be represented by the price of product B
. 

6.3.4.2 It follows that there are requirements for the prices of goods and services and at least for the wages of well defined labour categories and occupations. In the case of prices of goods and services purchased by or provided for consumption to households, the standard is the Classification of Individual Consumption by Purpose (COICOP); in the case of wages for specified jobs, the International Standard Classification of Occupations (Rev.1) defines the job; and in the case of items priced for the measurement of purchases of machinery and equipment, the Harmonized System (HS) or one of its derived classifications
.  These three classifications constitute the standard to be supplemented where necessary by additional specifications where the item description is generic. Other classifications are of a supporting kind. In fact they are taxonomies rather than fully structured classifications.  They include: a classification of type of retail outlet, a classification of types of transaction by mode of payment, and they are shown as an Annex to this report. The Classification of the Functions of Government (COFOG) may be used as reference when dealing with the indirect pricing of Government expenditures.

6.3.5. Sampling

6.3.5.1 Sampling must be conducted in two dimensions. It consists in the choice of representative products and in the related choice of representative outlets. The target of the sampling operation is to estimate for each heading an annual national average price, subject to the specification of more detailed varieties for that heading. In actual fact this prescription has either not been honoured in the past or else only honoured in the breech. Accordingly, the subject demands examination and the listing of minimum but realistic standards.

6.3.5.2 Very few countries find that for Consumer Price Index practice they can do much better than selecting a sample of outlets and within each to select a sample of tightly specified commodities using their best judgment. The usual procedure is to start with a generic description (for example: TV, desk top, with no accessories, most representative makes and screen sizes) and to turn price collectors loose on the retail outlets in the geographic domain for which they are responsible so that they can discuss with experts which particular set of specifications corresponds best to what is most popular, or sells most, or is most stable over time or some combination of these attributes.  At best, the choice of outlets may be subordinate to some probabilistic procedure.  For example, where statistical offices have a well-developed urban cartography updated with demographic distributions derived from the latest Census of Population, they may draw randomly addresses of outlets or of bloc faces proportionately to the areas of densest population.  Others, have managed to take in connection with their latest family budget studies a place of purchase survey. These are countries that would have usable information from which to pick a random sample of outlets but they would tend to be the exception rather than the rule. And lastly, for  yet a number of other countries  – almost certainly the case in Central and South American capitals – the most efficient way to cover all goods and related services (eating out, beauty parlours, travel agencies etc.) may be to take the corresponding prices from as many shopping centers as the available budget will permit and to price foodstuffs by covering as many open air markets as possible with the resources at hand.

6.3.5.3 The delicate issue is what to do about the notion that prices should be annual averages taken from places selected from across the nation. It has been mentioned in a number of practical discussions that in order to maximize the chances of success for the ICP it should be as fully integrated with the national CPI as possible.  Bearing in mind this objective one serious obstacle is provided by those countries where pricing does not go beyond the national capital
.  In the case of South America, this limitation applies to the most important countries.  Accordingly, Argentina’s CPI is limited to the metropolitan area of Buenos Aires; Brazil only recently expanded its price collection to more than six provincial capitals but it is still questionable how much flexibility the central statistical office has to expand the size and breadth of the collection; Bolivia limits its collection to its three largest cities but is not in a position effort to integrate the three once separately estimated; Chile limits its efforts to the metropolitan area of Santiago; Colombia’s index in practice is that for Bogotá; Uruguay and Venezuela’s respectively for Montevideo and for Caracas, Paraguay’s is for Asuncion and so it goes. For a long while, Ecuador was the only country in South America with a truly national index.  

	Capital cities – a counter argument

The matter of being forced to limit pricing efforts to the capital cities of 

the countries being compared is non-trivial and could well prove to be

 one of the more acute contributors to bias in the entire ICP. There are, of course, cases where there is relative harmony between markets in the capital city and in the rest of the country. But there are no doubt cases where the capital city is the shopping centre for the entire country. The examples of Moscow and Buenos Aires – which are by no means unique – are cases in point. Moscow accounts for a bare 7 per cent of total population but it is estimated that its sales of consumer goods and services amount to as much as 40 percent of household expenditure.  The way capital cities (alone or with adjustments for their hinterland) in this situation are treated relatively to the rest of their respective countries can have a profound impact on the outcome of PPP estimates for them.




6.3.5.4.  Possibly, quite likely in fact, that in none of these countries can one find a deployable, trained and dedicated work force to extend coverage to the nation’s borders. Accordingly, the constraint that pricing may be limited to the national capital is likely to stay for this round for a number of countries and parts of the world with few if any elements to make an adjustment to national boundaries possible.  This situation raises a number of questions, which have yet to be answered:  

· What is preferable – to use additional resources to ensure that the prices collected for the capital or for the two or three major cities correspond to as many outlets as possible and were taken at different times in the year or attempt to thin out the main city sample and apply the resources saved to the pricing of say the country’s urban area?  

· What is preferable - to apply judgment to the selection of outlets, choose a handful of shopping centers and open air markets, and within each go for a large variety of items to represent each of the product headings or having decided to limit the price collection to the capital city to spread data collection as evenly – although thinly – as possible?  

6.3.5.5 There is hardly any time left to engage in the necessary studies to settle these matters to the satisfaction of every participant. But some decisions must be taken so as to provide a guideline.  That guideline need not be the same as what Eurostat (because theirs is the most complete and detailed guideline) has chosen for the countries that constitute its membership and which it prices.  For the time being the questions must remain with no answer but at the earliest possible moment CPI practitioners from a number of selected points of the globe must have their experienced tapped so as to help take a decision relating to these matters. 

6.3.6 How many price quotes: a proposal

6.3.6.1 Not much can be done for the time being beyond adopting a tentative position and allowing it to go forth for at least this round
.  The tentative position would consist of the following elements:

· The number of price quotes per item will be roughly proportional to the variance of prices for that item
;

· If there is no previous history for the item and if it or a very similar item is not taken into consideration for the CPI, the experience of Eurostat or of a set of similar countries will be used as a guide;

· The regional coordinator will assist the country participant in making the requisite choices;

· For purposes of sampling, there will be a set of priorities. Firstly, national data collectors will attempt to price during the year; secondly, they will price from a variety of outlets in the capital city; and thirdly they will extend the scope of their pricing to other parts of their country (it being understood that prices shall be urban);

· National data collectors will indicate in all instances how many price quotes were used in order to calculate an average;

· The number of price quotes will be broken down by time and outlet and if necessary by geographic origin (for example, “capital” and “other urban”);

· Where there is a priori knowledge that the price sought is set by law or regulation – a transport tariff for example – the statements above are of no relevance. The price will be submitted and suitably annotated.

6.3.6.2 At the same time as this sampling – judgemental selection may be more descriptive of the procedure envisaged – procedure is instituted, the regional coordinator together with the national participants will agree on a research project designed to test whether the proposal above – or an approved variant thereof – should be retained or amended for the next round of the ICP. 
  It is important to state up front that for the time being the selection of outlets, the assignment of resources to pricing, the frequency of pricing and its geographic scope remain a matter of convention and judgement. 

6.3.7 Editing and imputation

6.3.7.1  There is an established practice
 for editing by both the OECD-Eurostat and in the CIS region by Goskomstat, the CIS’s appointed agents to coordinate data collection for the former republics of the Soviet Union that remain within its compass
.  The principles underlying the editing procedures are that thorough checking should apply to any batch of prices a member of which lies outside an arbitrarily defined boundary.  Thereafter there are two possibilities. If the outlier does not exceed the thresholds by more than an arbitrary amount, and the checking reveals no anomaly, the original observation (or average of observations) is maintained. If however, the difference between the actual average and the threshold is deemed to exceed a certain amount, the outlier will be lopped off for the calculation of PPP’s. 

6.3.7.2 There has been no theoretical or empirical research to determine how robust the boundary is, whether it should be applied uniformly across the range of goods and services and perhaps most dangerous, there is no established procedure to random check price elements that lie just inside the editing boundaries.  

6.3.7.3 There are a number of variants that exist and could be applied as alternatives to current practice. For example, a page could be taken from the procedures to identify outliers in seasonal adjustment and the following alternative might be considered:

· Calculate the standard error of a particular distribution. Divide the scatter of observations into those that are within one standard error of the average
; those that are between one and two standards errors; and the rest. 

· Replace systematically the rest by two standard errors and the observations within one and two standard errors by their value minus some factor proportional to their distance from one standard error (this is equivalent to rescaling the observations that lie outside one standard error without disturbing their ranking and to improve the subsequent estimation of PPP’s);

· Recalculate the averages and standard errors etc.

6.3.7.4 There are other measures that could be introduced to avoid a procedure that is too dominated by distance from averages for each heading at a time. For example, express all price averages in a single currency as is done before computing the distribution measures. 
. Rank countries for each heading by taking the algebraic distance between their average price and the average for the region. Calculate the rank correlation matrix for each pair of countries. Sort the pair wise rank correlations by expenditure category so that there are on average some eight (8) headings per category.   Define arbitrarily “outlier bands” based on an inspection of the distribution of the correlation coefficients. As an example, if six are close to zero but positive and two are negative select those two as outliers. For the outliers examine the headings that cause the coefficient to be negative for the particular pair of countries being compared and review fully the prices they submitted for the headings concerned. .

Table 3: Rank correlation matrix involving

n countries and m ranked “prices”
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6.3.7.5 The merit of the proposal is that it is not exclusively sensitive to extreme observations for verification purposes. The motto behind the alternative that is pursued currently in the OECD-Eurostat exercise is based on the old editor’s motto “What you don’t see, don’t hurt” but the inclusion of rank correlations in the editors toolbox makes it possible to verify arrays of data that prima facie show nothing that would prompt verification.

6.3.7.6 It is not clear without extensive testing that this proposal has more merit than the existing one or whether the two are good complements of one another. It is yet another item which should be placed on the agenda of a research group to be activated between the current and the next round of ICP. 

6.3.7.7 Currently, there is no record of the efficiency of the editing routines used. The efficiency of the routines is an important consideration to decide whether they should be retained in the form in which they were developed or gradually replaced by more powerful variants. Thus, we do not know what is the ratio of findings to false alarms or how it is distributed. Under such conditions it becomes very difficult to make progress between rounds.  Taking the proposal described above, in conjunction with the editing procedures in use would allow for some comparisons of relative efficiency.  The objective is to find which among the various proposals is the one maximizes the number of detections for the same number of checking reviews and the one that minimizes the number of false alarms while maintaining constant the number of detections.  This is a point to add to the inter round research agenda.  

6.3.7.8 Imputations are intimately linked to the edits. We are of course discussing imputations caused by a loss in turn caused by an edit. In other words, this is a situation where there was a price submission and the price in question was found wanting because it exceeded a certain threshold. As a result, the original price submission was replaced either by a no entry or else by a different price, one that passed the editing routine. Our target is formed by all those cases where the original submission was changed into a “no entry”. 

6.3.7.9 There are several possibilities. Because the aggregation method employed does not require that the matrix of comparison be full, the “no entry” can be tolerated.  The question is whether there are better rules to replace the original entry by an acceptable alternative. Take the following situation. There is a country that loses data in a proportion greater than others. For every data point it loses, it is compensated by bridging through indirect pricing. There is however a systematic difference between its indirect pricing structure and the directly observed. Accordingly, the greater the share of indirect pricing in all comparisons involving the country in question the greater the share of the bias in the total estimate.  Unfortunately, the recording that has gone on cannot reassure us on this matter or on any other scenario of this type. Direct or indirect imputations have not been tracked at the level of micro data. 

6.3.7.10 In the absence of alternatives, national coordinators are to be instructed that wherever a price is questioned they have the following possibilities open to them: to revise the price in case it was the result of an incomplete set of observations, the result of inadequate compensation for seasonality, an observation in the wrong outlet or a mistake involving the physical specifications of the product. They may replace their original submission by one that is more faithful to the original agreement, withdraw the price because they acknowledge its deficiencies but cannot put forward an improvement or else they may suggest an imputation on objective grounds – how much they believe the product would cost if it were available at the right place and at the right time. This option is to be used with the greatest of care and ultimately it will be the regional coordinator who will accept it. But it does set up a balancing effect in case there is excessive imputation through indirect means.

6.3.7.11 One other possibility is to create an automatic rule of imputation applicable in certain cases. An example, which may be further studied, is to replace blank entries with the regional average for the heading plus or minus an α estimated as the average deviation from the regional average for the expenditure category.

6.4 Protocols: special methodological issues

6.4.1 Keeping basic records

6.4.1.1 Right now there is no set of procedures that would oblige a national data collector to report on any of the following:

· Number of quotes per annum for a particular item and the distribution thereof;

· Number of outlets from which quotes for a particular set of specifications were taken;

· Cases where within the same average there are non compliant quotes;

· Number of different regions or significantly different parts of the capital city from which information was collected.

6.4.1.2  At the first of the regional seminars (see section 7.2  below) it will be the regional co-ordinator’s responsibility to raise this subject, seek agreement on the ways in which the information should  be recorded and transmitted and clear up any questions regarding possible legal impediments to the submission of the data sought. 

6.4.2 Seasonality

6.4.2.1 Let us assume that for a particularly generic heading there are 3 different products chosen to represent it. And let us also suppose that the frequency with which prices are collected for each of the three is quarterly. Consider the following cases:

Table 4: Pattern of price changes -Case I

	
	I
	II
	III         
	IV

	(i)
	+
	-
	+
	+

	(ii)
	+
	-
	+
	+

	(iii)
	+
	-
	-
	+


The roman numbers correspond to quarters and the (i)’s to varieties of the same product. The +’s and –‘s suggest that the price level in the quarter is greater than in the previous quarter (+) and conversely (-).

6.4.2.2 In case I the three priced varieties, with one exception, appear to move in the same way from one quarter to the next – at least as far as the sign of the move is concerned. In the second case, there is no such evidence. The time path of each of the three indicators is distinct and there is no prima facie evidence of any relationship among the three indicators. 

Table 5: Pattern of price changes - Case II

	
	I
	II
	III         
	IV

	(i)
	+
	-
	+
	-

	(ii)
	-
	+
	+
	-

	(iii)
	+
	-
	-
	+


6.4.2.3 The frequency of pricing proposed for these two cases cannot be the same. In Case I, assuming the three varieties are required to adequately represent the product, pricing should take place quarterly because there is persuasive evidence of seasonal fluctuation. In the second case where no such evidence exists, the choice could probably be to price as close to midyear as possible.  But these are decisions for which evidence can only be found in the overwhelming majority of countries as a result of CPI practice. 

6.4.3 Administrative and regulated prices

6.4.3.1 For some prices, there is no need to go through the extensive procedure of finding outlets, determining frequency at which data should be collected etc. The  so-called regulated or administrative prices fall into this category. Typically they are prices that apply to the goods and services that are sold by public utilities or large-scale enterprises to whom partial monopoly is conferred but who as a result must adopt a policy of full disclosure with respect to the public. Examples abound in the areas of electricity, gas and water supplied to dwellings, telephone services, cablevision etc. There are also examples in the area of transport – urban and inter-urban- etc.  In many of these cases no more than one specification is required together with the corresponding price. The difficulty with some of these services lies in the occasional bundling of elementary services that may vary substantially from one part of the world to another. For example, where telecommunications prices are centrally administered, the tariff quoted may include a fixed charge plus time of free use in one country whereas in another no fixed charge is part of the standard price. The necessary adjustments may have to be made in a collective mode, by creating a synthetic price structure.

6.4.4 Permissible inferences

6.4.4.1 Inferences, of which an example is in the use of a reference price, form a special class of imputation. Whereas normal imputation is reserved for a specific omission or error, inferences are imputations reserved for a class of omissions. To take a trivial example, suppose that within a region no country reports the full cost of appendectomies in a public sector facility where the price charged is either nominal or waived. There is a price for appendectomies charged by private hospitals and clinics and it is that price that is used as reference. A less obvious case is one where one country can be used as donor for another where the data sought are missing.  Assume that in country A there are no private primary schools but in country B which looks in many respects like country A, that is not the case. Assume further that in country B, one year at a private primary school costs parents 100 per child whereas one year at a private secondary school costs 120. In this case and assuming it is required, the price of one year of primary schooling in country A could be calculated as 5/6 of its secondary school price on the basis of the price structure in the neighbouring country. 

6.4.4.2 Following these examples there are at least two classes of inferences that must be distinguished. In the first case, a national statistical body uses a cost or price structure from one segment of the expenditure breakdown in order to estimate a missing part of another structure. This procedure only requires documenting and subsequent information to other members of the same region. In the other example, there is no internal reference price or structure that can be adopted successfully and as a result the country with the missing information appeals to one of its neighbours. The question then is how is this to be resolved within the region. The answer is that in the course of a regional seminar the coordinator will put it to others that permission to use information resulting from such and such an inference is sought and if there is a consensus that it should take place, the country with the missing information will be allowed to proceed.  The point about this elaborate scheme is twofold: to ensure that there is an audit trail in particular for all operations that derive from the absence of directly observed information. And secondly to make sure that no member of a group can acclaim subsequently to the calculation of PPP’s and comparable GDP’s that there were procedures and substitutions that took place without the full knowledge of all participants in the regional exercise. 

6.4.5 Sensitivity analysis

6.4.5.1 There is indirect evidence that inferences of the type described above may help the prime beneficiary but contrary to a fear manifested in several countries affect to a very small extent the PPP’s calculated for the region. The OECD has tested a number of extreme changes in weights and national prices in order to gauge how much effect these changes could have on the regional PPP’s. The answer was “very little”.  If none of the participants at a regional multilateral meeting can think of a particular policy application that would draw essentially different conclusions as a result of small changes in the regional PPP’s the procedure should be considered valid (although it the challenge to find an increasingly larger set of representative prices that can stand comparison will be permanent).

6.4.5.2 The OECD’s finding is sufficiently important to merit being quoted in full:

“…The…testing involved halving the price for one component of the overall PPP’s. There was a negligible impact on the comparison [involving] other countries. In other words, errors in reported price directly affect the country that reported [them and subsequently made the corrections] but had a negligible impact on comparisons between the other countries involved…”

6.4.6 Quality adjustments: all, none or some?

6.4.6.1 Right now, no quality adjustments are applied in the OECD-Eurostat exercise. All faith is placed on the exactness of individual matches and on their overall number. The alternative to this policy is to select those items that are clearly the object of quality variations- mostly clothing and footwear, household appliances, tools for house and garden, games and toys, sport equipment, furniture and furnishings, and in addition the important services such as transportation, water, electricity and other services to dwellings, plus postal and telecommunication services – which unfortunately account for a large proportion of the total.  
  But having selected them raises the next question: should the quality adjustments be perfunctory or should they be the result of a more fundamental research approach – typically, hedonics. The answer is clear – with the likely budget and with the experience that participating countries have, no fundamental approach is possible. Besides, to undertake a highly technical study without guarantees that its results could be well backed up at national level would probably detract more from the credibility of the overall initiative than add to it. 

6.4.6.2 The next question is whether it is worth while adopting a simpler version of quality adjustments, one in which each participant is asked to produce prices for the matched good or service plus where available the prices for n makes and models above and below the one chosen as the object of comparison. The average differences in prices calculated as average percentage deviations correlated with the differences in performance would serve as crude quality adjustors. This is an approach that might be used to some advantage for a variety of household durables. But such an approach would add substantially to individual country budgets. And the question arises whether it is prudent to do so at a stage when there are so many other unknowns that may stretch unduly both the internationally and the nationally available resources. Moreover, it is not obvious whether the crudity of the methods will secure additional credibility for the results or for that matter provide additional evidence that bias has been reduced. 

6.5 A general proposal for special issues

6.5.1 In view of all the questions that surround the measurement of quality and the considerations reviewed in connection with the other specific methodological issues the following proposal should be reviewed: 

· Basic recording and submission of information regarding price quotes (characteristics of the distributions, numbers of quotes etc.) are essential;

· Seasonality where suspected – because of intuition, evidence garnered from the CPI or any other source – must be dealt with through the frequency of pricing and by observing prices at mid season rather than at opening or at closing times;

· An attempt must be made to unbundled administrative prices. In case such unbundling is not possible, the components of the service to which the tariff applies must be carefully recorded and submitted;

· There should be provision for research on quality adjustment to take place during the ICP aimed at answering the question whether reasonable and foreseeable quality adjustments are likely to alter significantly the overall results?

· Regional coordinators should examine vigorously the possibility of volunteering at least two of the countries in their group to provide additional prices – along a sliding scale of quality attributes for a set list of products. 

7. Survey framework: Operations I
7.1 . Introductory

7.1.1 This section is a mixture of descriptive material on the operations that should be envisaged as part of the ICP as well as recommendations for steps to take in operational contexts.  The proposed sequence of operations required to produce internationally comparable GDP volumes and PPP indices revolves around the holding of a series of regional workshops or seminars punctuated by work in capitals during which there may be an unidentified number of bilateral consultations.  Whether there are three, five, seven or more workshops (or seminars) is a function of resources, the number of first time participants, the heterogeneity of the regional group, the range within the group of GDP’s per capita and other such variables. What follows is a description of the logical steps, which in a way constitute a minimum.

	Institutional memory or the lack of it

The ICP must not be compared to the counterpart exercise undertaken by the OECD-Eurostat and extending among other countries to much of Central and Eastern Europe and to the CIS. The latter conduct their PPP rounds often, have institutionalised the cycle of production, in many cases have dedicated national machinery to the collection of prices and ancillary information and have agreed on and tested a list of goods and services specified down to the product. As a result, at the beginning of each round, participants start with an annotated list of goods and services and their immediate task is to ascertain what are the specification births and deaths that must be introduced before the start of price collection. 
 This is not what happens in parts of the world where even if the statistical agency has taken part in previous rounds, for a variety of factors, records of previous experiences have not been kept, the personnel involved no longer works in the agency and in any case the turnover of specifications is more rapid than in more settled countries. In those cases each round implies the start of a process for which there is little institutional memory implying that it starts anew with a list of untested specifications and procedures.




7.2  The first regional seminar and its  agenda

The fundamental problem is the choice of the basket of goods and services, bearing in mind that this choice will have a considerable influence on the results, since the countries concerned have major structural differences.

From Eurostat Guidelines

7.2.1 The following is a possible agenda for a one-week regional seminar to be held as the event that marks the start of the ICP round in a particular region.  The beginning of the round is signalled by the lead international agency as it announces the “base year”,  the intended year of release of the completed information and the list of participating countries. Secondly, each regional co-ordinator must send out the materials deemed to be necessary to preface the first of the series of regional seminars. The materials to be distributed will include the classifications that are to be used throughout the ICP plus a proposed list of possible representative items – goods and services for household consumption, machinery and equipment, construction activities to be priced and selected government occupations. The meeting will be scheduled for an entire week. The purpose is to foster cooperative relations among the participants and use the time wisely to ensure that they have a good understanding of the project.  While it is a good thing to devote some time to provide everyone with as broad a perspective of what the estimation of PPP’s is for and the applications that may be envisaged for inter country comparisons of GDP, it is also essential to remember that these are not the central objectives of the regional seminar. What is important above all is that when participants leave to return to their respective offices they share a common understanding of how they are going to tackle the problem of collecting comparable prices for a large number of goods, services, and occupations. 

7.2.2  The following is a proposed annotated agenda for the regional seminar:

Day 1:  Morning (in the mode of a seminar)

The objectives of the ICP. Why does it matter to enlist the services of national statistical offices? What can national governments learn from the results? What are challenges which in the past were not as well faced up as they should? What is different between this round of the ICP and previous rounds?

Day 1: Afternoon (in the mode of a seminar)

The role of standard classifications in the ICP. The connections between pricing and national accounts valuation. The role of the system of national accounts in the ICP. Market and non-market sectors. Principal aggregates.

Day 2: Morning and afternoon (in the mode of a workshop)

COICOP and the requirement to find representative and comparable products for each Basic Heading.  Progress by going through the classification basic heading by basic heading.

Day 3: Morning and afternoon (in the mode of a workshop)

COICOP and the requirement to find a minimum of a pair of asterisks for each Basic Heading.  Continuation of the review of the classification, basic heading by basic heading.

Day 4: Morning and afternoon (in the mode of a workshop)

Other agreements required to complete the discussion of the household sector: classification of retail outlets; identification of discounted transactions; provisional list of items of machinery and equipment; construction tasks; and government occupations.  Discussion of forms of imputation for missing results.

Day 5: Morning (in the mode of a seminar)

Role of regional coordinator; problems of aggregation; methods of dissemination of the results; principal tables; division of responsibilities.

Day 5: Afternoon (in the mode of a workshop)

Practical arrangements: outline of the subjects to be discussed at seminars two and three; contacts with regional coordinator; bilateral encounters and criteria for earmarking subjects for bilateral and for multilateral discussion; budgetary arrangements; need to promote horizontal contacts; distribution of materials.

7.3 Strategic issues for discussion at the seminar

7.3.1 The following are a series of reviews of the issues to be discussed at the first regional seminar as indicated in the agenda above.

7.4 Measurement boundaries

7.4.1 Household consumption

7.4.1.1 The Handbook shows schematically the structure of consumption and how what is acquired in the market directly by households is but a part of total household

consumption.  The difference between the two concepts – on the one hand total consumption including the non-market acquisition of services and on the other household final consumption - is important. If one of the central objectives of the ICP is to determine the relative capacity of households to acquire goods and services – which they can do both through the market and through government allocation – it follows that revaluing final household consumption at PPP’s only gives a partial picture, necessary perhaps but not sufficient to attain the programme’s stated objective. 

7.4.1.2 Of course, the attempt to provide a more complete picture of consumption is fraught with difficulties. It requires comparing health and educational services for which there is neither a price nor a readily measurable outcome.  The choice between a statistic that is relatively error free but significantly incomplete and its uncertain alternative which 

Table 6: Structure of expenditures on total actual consumption

	
	Consumption expenditures
	Actual

consumption

	
	Of households
	Of Government
	

	Individual consumption
	IC
	TC
	Households =

IC + TC

	Collective consumption
	
	CC
	Government=

CC

	Consumption expenditures
	IC
	CC+TC
	IC+CC+TC


attempts to approximate the answer one is seeking is the true burden of the official statisticians.  

7.4.1.3 It is not the purpose of this section to enter into a critical review of exclusions and inclusions for the purpose of estimating total consumption.  Most of the issues addressed by such a discussion are of second order in view of the known applications of PPP’s and taking into account the very serious data problems faced by the programme. The Handbook discusses these matters and at this stage it is not useful to add to or subtract from what it has to say.  Suffice to reiterate that “actual total consumption of households” is made of three components:

· Goods and services purchased by households;

· Goods produced by households for their own consumption or received as remuneration in kind;

· Goods and services accruing to households free of charge or at a nominal rate, financed by government or by non-profit institutions serving households (NPISHs

7.4.2 Special topics related to final consumption: rent

7.4.2.1 There are several proposals for the measurement of the price and quantity of services that flow from dwellings. The matter can hardly be passed over. For many applications, what matters most is the purchasing power of the population or of a segment thereof measured in terms of food and shelter. Unfortunately, methods have not kept up with the importance of what they are supposed to measure. Consequently, all methods tabled so far have severe limitations, some caused by the method itself and more often by the fact that there are no basic data of required quality to test the adequacy of the method selected to its measurement task. 

7.4.2.2 In some countries there are data on the national housing stock and they are in a position to report on its condition (vintage and distribution of standard facilities). On the basis of an estimate of housing services derived from the housing stock, it is possible, so long as there are annual values of payments for those services to derive implicit deflators from those two magnitudes. 

7.4.2.3 In other countries there is (or can be set up without undue difficulty) a separate rent survey from which estimates of average rents stratified by dwelling type can be had and subsequently weighted by dwelling type to give rise to national estimates and subsequently to annual average rents. 

7.4.2.4 But there are factors that militate seriously against using either of these two approaches. For example, few of the ICP participating countries have anything that resembles a description of the housing stock. In a great many of them, rented dwellings account for a small minority of the all the dwelling facilities available and the rents charged and the accommodation for which it is charged has little to do with the conditions in which the rest of the population live.  For these reasons neither of the two approaches is attractive. Should Eurostat attempt to finance directly an alternative or be successful in its coaxing of the hoist office so as to have them conduct their own survey might find that the results were no better than the worst of fears had intimated. 

7.4.2.5 There probably is no a priori solution to all the problems that might arise in conjunction with rent (and with residential construction as we approach the need to define procedures for the revaluation of expenditures on residential construction at PPP rates.)  For the time being, a tentative approach might well be to adopt the reporting practice of the EU candidate countries, some of the ex-Yugoslav republics and the Russian Federation. This practice consists in placing at the disposal of the regional compilers data on the number, size and facilities of the housing stock.

7.4.3 Special price problems: government services

7.4.3.1 Typically these (that portion which affects final demand) either accrue to the individual consumer or else can only be consumed collectively. They do not have a price and if they did the chances are that the price would be no more than nominal. They are arguably among the most difficult comparisons of the entire programme. In addition to there being no prices to collect, the way in which the services offered are bundled differ from one country to the next. As a result, most attempts to set up inter-country comparisons do little to shore up credibility in the integrity and professional respectability of the ICP. 

7.4.3.2 The credibility question is: where households pay government either in the form of direct or indirect taxes for internal and external security, predictability, environmental cleanliness, respect for contractual obligations and so on, how much of it do they get in exchange?  The second question is: assuming the general user of PPP adjusted results can be persuaded that a direct comparison along the lines drawn up above is not possible, can he be persuaded that there is a sample of services provided by government for collective consumption that can be priced directly or indirectly and provide results that can be meaningfully extrapolated to represent the entire comparison? 

7.4.3.3 The issue is resolved for the time being by the comparison of inputs and the most important input in the case of these services consists in the wages and salaries paid to government workers to provide the community with established services.  The approach followed is to assume there 

7.4.4 Health and education

7.4.4.1 If one could only compare health and educational services successfully, one would allay many of the concerns about the non-comparability of expenditure patterns across countries. The issue is as follows: in most countries there are paid and unpaid educational and health services. The extent to which the two kinds of services – free and paid for –overlap varies a great deal. Moreover, there are either real or perceived serious differences in the quality of the services provided according to whether payment is nominal or is closely associated with cost. These differences in quality make it less than credible the notion that a comparison of the paid segment across countries is sufficient as an indicator of the differences in the cost of the free portion.  

7.4.4.2 In the case of health services the comparisons between the free and the paid for sectors are somewhat easier in that one can specify more narrowly the service being compared.  Examples can hardly be taken from the Handbook
 since it does no more than to offer a basis for the breakdown of fees and costs for medical services provided free of charge, almost free of charge, substantially close to full cost, and a market price.

7.4.4 3 Two complementary comments are in order as a matter of guidance for the first regional seminar.  The first one is there to mark continuity between the survey framework and the Handbook. The second is to note the operational limitations of the Handbook.  

7.4.4.4 It is important to limit consciously and systematically the areas where national price collectors will have to use their own judgement without having either precedents or standards to refer to. :  For example, statements such as the following quoted from the Handbook are sources of confusion rather than enlightenment: “Even though the volume and price estimates [of health and education] are subject to large errors… it is informative for national policy purposes to have ratios in both national and international prices.”

7.4.4.5 The reason why statements of this kind are unhelpful is that they do not define acceptably the kinds of things that national practitioners are going to be asked, by their superiors or by the press in those countries in which the programme has succeeded in gaining enough publicity.   Thus – there must be a level of error beyond which information ceases to be of any value. Accordingly,  “subject to large errors” is an expression with no operational content. And how would one have any idea of what the error is? And how would one persuade an incredulous user that the error is more tolerable than the alternative of not having an estimate at all? 

Next: what does “informative for national policy purposes” mean or imply?  That there are policies for which it is necessary to have such information? If so, which and when and how?  If the sentence is written in a code that when deciphered means that there may be applications, the nature of which one is unaware of for which knowing something about health and education inn the context of international price comparisons is better than not knowing anything it should be said so that there may be a meaningful debate about whether or not the expense in resources is worth while.

7.4.4.6 The question that must be solved empirically is whether for each of the regions there is a sufficient number of expenditures on the market portion of the health and education industries for which there are genuine prices and which together can be said to represent the corresponding non-market segments. If so, the techniques to have those prices stand the activity overall are well knows and described in some detail boy Eurostat. OECD and even the Handbook. If not, then the question is whether pure inputs such as doctors and teachers salaries are sufficient to carry the entire weight of the activity. The answer is probably not.

7.4.4.7 The ICP could (should) make a distinction between those comparisons where it can succeed with a modicum of confidence in the results and those where the size of the error may overshadow the totals being compared.  The latter would form part of a “beta annex” – a kind of second order estimates for which no responsibility is taken but are unavoidable by-products of standard calculations - and would not get mixed up with alpha estimates about which there would be an undertaking respecting their quality. 

7.4.5 Fixed capital formation

7.4.5.1The estimation of PPP’s for the components of fixed capital formation is the result of two separate initiatives. As far as equipment is concerned, typically for participating countries in the ICP a great deal of it will be imported, the difficulties of matching nationally available machinery with internationally specified brands and models should not be insuperable, and net of customs duties and other indirect taxes, prices would be expected to converge. So long as the basket of products is made up of judiciously chosen items, care is taken to make sure that item descriptions are complete, and the photographs provided to the price collector as telling as we have every reason to believe, not too many difficulties should be expected.  Not so with construction – residential and non-residential. It is understandable why the Handbook argues vigorously for construction output measures to be described and used. But experience shows that the desirable is not always the workable. It is difficult to secure output prices nationally and almost impossible to match them internationally – for as diverse a group of countries as those making up the groups into which the ICP will be divided. 

7.4.5.2 The traditional alternative to output prices is deeply unsatisfactory. A pure input set of prices – materials and wages – distorts by too great a margin the very object one is anxious to compare. There are significant differences in productivity even within sub-regions and the kind of simple-minded treatment for construction considered a workable alternative would ignore them all. 

7.4.5.3 The tentative solution is to go for a halfway house – a set of prices that reflect more than pure inputs but less than finished structures.  Such a solution is based almost exclusively on the prices quoted by sub-contractors – the painting of a square foot of dry wall; the laying of the equivalent of so many linear feet of bricks; the wiring of a house of so many cubic feet and so on. Naturally, there will serious difficulties in finding a sufficient number of matches but hopefully there is a sufficient number of basic activities typical of the trade for participants in each region to agree on a significant number of indicators.  

7.4.6 Net exports

7.4.6.1 “The reason to work with net exports rather than deal separately with exports and imports is mainly that it would require major price collections to make price comparisons separately etc…”
   But exports and imports are just about the only components of expenditure where comparisons can be made with a certain degree of confidence; where prices or unit values for a very large range of goods (unfortunately not for services) are available and where there is a stable and detailed classification to narrow down choices.  If the reasons are conceptual they should be spelled out. Otherwise, guidance is required for national practitioners. 

7.5  CPI-IPC Integration: what to integrate and what to avoid

	Handbook, Chapter III, § 106

“…It is neither necessary nor desirable for multilateral comparisons that country price all items on the list; nevertheless, to obtain reliable PPP’s at the GDP level, a relatively large number of average prices (several hundred at least) have to be provided. “ 




7.5.1 A minute’s reflection should show the limited usefulness of this injunction.  Any NIS having joined the club of ICP participants will require more and more precise instructions in order to prepare its contribution to the first iteration. Chapter III of the Handbook  deals with the details of price data collection and the struggles forced on the compiler by the need to compromise between what is characteristic and what is internationally comparable.  This is the key subject to be discussed at the first of the regional seminars. 

7.5.2  A more operational set of suggestions stems from the idea of integrating nationally the CPI with the IPC. In theory this integration is highly desirable and has been mentioned in a number of reports and evaluations in addition to having been specifically asked for, for this round of the ICP. There are two senses in which this request can be interpreted. Firstly, there is the straightforward interpretation that there should be as much use made of the statistics collected for the CPI as possible. In other words, if the overlap were total all national resources would be freed to do what is truly unique namely the pricing of items for the machinery and equipment component of Fixed Capital Formation; housing; non residential construction and the challenging questions arising from the need to price Government purchases of goods and services and non market acquisitions of goods and services by the household sector. 

7.5.3 The second interpretation is less extreme and is not conducive to savings as dramatic as those brought about by the first. The purpose of the integration would be the following:

· To use as far as possible existing collection machinery – data collectors who are familiar with the most popular retail outlets, can identify readily makes, models, sizes, and sales conditions and so on. 

· To use materials, software, equipment, and desk facilities which if required by the CPI programme could probably be put to good use when carrying out the ICP.
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· To integrate as much as possible the ICP with existing programmes – administratively and financially--  so that each round does not become a new challenge for which nothing is prepared, neither facilities nor people with the required training. 

7.5.4 Given the more modest of the two interpretations, if in the course of using this machinery it were found that the pricing of a number of items could be put to dual use this should be regarded as an extra contribution of the CPI to the ICP rather than an end in itself.  

7.5.5 For most countries in the third world, the CPI has the special attribute of existing and being the only organized and systematic collection of prices conducted by the statistical office. This gives it a special status relatively to the ICP. It means firstly that there is machinery that can be used to collect prices for specified goods and services and secondly (in most cases) that the only machinery available for such collection is fully engaged in collecting prices for the country’s CPI. In the best of worlds, the national CPI would be regionally or globally harmonized so that any inter-country 

exercise would require no more than a specification of the sub sample of goods and 

services applicable to it. 

7.5.6 There is another argument to justify a very close association between the national coordinator of the ICP and his CPI counterpart.  It is imperative for the success of the ICP that national results be carried forth between one benchmark year and another. Failure to do so consigns the benchmark results to the category of archival findings of little interest to policy makers etc. The most obvious means of carrying those results forth is to use the CPI an extrapolator even though at some later stage, results can be brought into harmony with the implicit price deflators of the national accounts. But in the first instance, it will be the CPI as a carrier of PPP’s that will draw public attention. The most efficient means of ensuring that this is done at the right time and in the right manner is for the two heads – in certain countries it may be a matter involving one single head – to agree on the form, time and method in which this will be done and making sure that the results are brought to the attention of politicians and the press. 

7.5.7 In actual practice, the CPI will have a tail of characteristic goods and services that are not internationally comparable by any stretch of the imagination (C = 0) just as the ICP will include some goods and services that for any one country score very low on the scale of characteristicity (K ( 0)
.  But imagine a matrix in which column headings correspond to commodities (goods or services) and rows to the countries of a particular region that take part in the ICP:

7.5.8 Assuming that integration is an objective, there are two maxima that each regional exercise seeks to attain. The first consists in attempting to maximize the sum of the CK products for the country (row sums), holding on to a minimum amount of international comparability and increasing characteristicity as much as possible.  The second objective is the result of the first of the regional encounters.  It consists in maximizing the sum of the CK products for each commodity heading by holding on to a minimum of characteristicity while seeking to augment comparability as much as possible.  At first, country participants will attempt to secure the highest possible K values, particularly if there is a serious concern about integrating the ICP collection with that of the national CPI’s. But ultimately, they will seek the largest possible C values.  

7.5.9 Whereas the first iteration will be critical of the list of goods and services put together internationally because of its lack of characteristicity, the first regional seminar will end up by being critical of the comparability of the nationally selected goods and services. These tensions are unavoidable particularly in the absence of a past system of recording and the need to go into the forthcoming round without a properly documented previous reference. However, it is important that the results of this current round of the ICP become part of available documentation and that the values of ( C*K become part of the international standards to be matched or bettered in the future.
 The operative question remains:

“…subject to the available budget and taking into account available collection machinery what is the minimum likely score a particular country can assume?”

 7.5 10 In fact there should be an indication – if the target is a numerical one – of the score that is expected for each and an analysis of how that score is decomposed – in terms of C and K.  The weakness of this proposal is that there is no objective standard to allow us to compile the scores.  There are two ways of starting a list of precedents.

Table8:.Regional summary of CK scores
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1. The weight of the products in the expenditure category and of the expenditure category in GDP

One is to start compiling one in the course of the bilateral visits by the regional coordinator who could act as a referee on decision taken nationally. The other is through consensus at the second of the regional seminars.  At this stage, and in the interest of saving time, the first should be the preferred alternative.

7.5.11  This form is also useful for purposes of continuity. Future rounds of the ICP should aim at increasing the number of commodities with high C and K to the detriment of the others. The degree of progress made between rounds is another element in the effort designed to increase the credibility of the ICP

	Representativity and availability

The term “representativity” is used with roughly the same meaning as the term “characteristicity”. Laszlo Drechsler who wrote a first draft of the ICP Handbook coined the latter term but never gave it a proper analysis. It can mean at least two different things. If a product is representative we assume it to account for a non-negligible fraction of overall expenditure on the COICOP heading for which it is chosen. Assuming that the COICOP heading is “ 01.1.7 Vegetables” etc, the choice of yellow onions to represent it would in one reading of the word suggest that of all the expenditures accounted for by this heading, it can be ascertained that expenditures on yellow onions are far from non-negligible. But there is another meaning and it reflects a strong assumption. “Representative” can also mean that the particular item chosen carries with it sufficient information to describe both the average price level and the price change, which characterize the range of items under that heading.  If the COICOP heading is “Vegetables etc” and the “representative” item is “yellow onions” it follows that not only is the price of a yellow onion indicative of the average price of carrots, parsnips, turnips etc., but also that whenever the average price level of all the vegetables included under the heading moves, so does the price of yellow onions and at the same speed. One presumes that what is representative is available or in other words that if the item chosen to represent vegetables etc. is a yellow onion there are yellow onions available from identifiable retail outlets. All that remains doing is to agree on what kind of yellow onion, will be priced and where and when so long as more than one country in the group has signalled its agreement to the choice. 




7.6 Setting standards

7.6.1 If there are no standards it is very difficult to satisfy producers, auditors, and eventually the incredulous users that in the current round of the ICP all problems that were left unsolved in previous ICP rounds have been settled satisfactorily. But progress can be made by setting standards where none existed.  For example:

1. What is the minimum number of prices a country should contribute in order to be considered a participant?

2. What is the minimum number of average prices allowable for any particular COICOP heading given the number of goods and services chosen to represent it?

7.6.2 The crux of the agenda is the requirement to secure agreement on a list of goods and services as well as on data required to estimate PPP’s for non market and non household items that enter into the calculation of PPP’s.  The lists are of course derived from the standard classifications and their structure should be as follows:

Table 9:  Example of an agreed list of product specifications

	Item in a standard classification (e.g. COICOP)
	Generic description designed to represent singly or in conjunction the COICOP category
	Specifications including indications of outlet and of transaction added by national body to enable it to provide prices as required

	01.1.7 Vegetables
	Fresh, chilled, frozen or

dried vegetables cultivated for their roots

(beetroots, carrots, onions, parsnips, 

Radishes, turnips etc.)
	Yellow onion, common cooking onion, globular in shape, about 5 cm in diameter, mature, firm, with no decay


7.6.3  The list of headings, representative products and specifications is but one element in a more comprehensive description of a transaction. The latter requires the following elements:

Table 10: Example of field work annotations

	General designation of product or product category (COICOP etc.)
	Special designation of product  (representative item, additional specifications etc.)
	Nature of outlet from which purchase was made

(see Eurostat classification)
	Nature of transaction (type of discount or other special conditions)
	Subject or not to regular intra-annual fluctuations (seasonality)

	01.1.7 Vegetables etc.
	Yellow onion (not as available as often as Bermuda onion)
	Open air market
	Only cash
	Available in the Summer months only


7.6.4  The annotations added by Eurostat to COICOP, somewhat modified for the conditions expected to be found in the ICP, are reproduced as an Annex to this report. The proposal implicit in these remarks is that some of the nomenclatures developed in the context of European discussions may not apply to the bulk of countries encompassed by the ICP. 

7.6.5   In order to reach agreement on a list of this kind there is no alternative to a one by one procedure. The regional coordinator who presides over the regional seminar should review the basic headings one by one, together with the country representatives. The upshot of the exercise must be an agreed list as outlined above. At the stage of choosing items for direct pricing we may presume that those responsible for price collection in their respective countries are the ones with most to contribute to this point on the agenda. There are several possibilities:

· In the most extreme case for a first regional seminar there is no previous list.  This is because the group of countries convened never met before or if it did its efforts came to naught and there is no institutional memory of them. Accordingly, the regional co-ordinator will borrow an existing list - assume it is the Eurostat- OECD list simply because it is the most complete and most detailed
.  The next step is to find for each of the COICOP categories and for each of the generic descriptions of representative items a detailed set of specifications that participants recognize and feel comfortable with.

· While there is a list it is not complete – not all the target categories are represented by an agreed product and there may be some for which there are no representative products identified.  For the first type of situation one may expect national representatives to suggest what in their respective countries is done with regard to the COICOP category in question and once again to draw from their CPI experience suggestions about what might be the next step. There are experiences in each of the major regions that suggest how long this process is likely to take before there is convergence. 

· There is a list and all items of COICOP are covered but the list was last up-dated a few years ago. In the meantime there have been natural additions to and subtractions from the list. If the CPI is not a guide, the list will be left with generic descriptions until such time as it can be updated nationally. 

7.6.6 The important point in this procedure is that participants emerge from the first of the regional seminars with an agreement consisting of a series of accepted principles. For example: it will be agreed that submissions will be made of average annual prices
 with well-defined urban limits. It should be further agreed that:

· National offices will not collect prices for an item unless the item is readily available and even though not at the top of list of sales, at least recognizable by the population;

· If there are persuasive indications that the price of an item is subject to seasonal fluctuations, the item in question will be priced at least twice (low season and high season) a year but preferably four times for those items that are available but in varying quantities throughout the year. ;

· Unless the price of an item is known to be regulated or administered, prices will be collected from n outlets. There will be a process of “tâtonnement”.  Unless their variance is known (from for example CPI data collection) prices will be collected using as a first indication Eurostat’s suggestions recorded as an Annex to this report. 

· Submissions of averages will be accompanied by descriptive statistics of price quotes. These should include their cv and their range. 
 
7.6.7 At the end of the first multilateral meeting there will be a distribution of additional materials to all participants. These materials will include inter alia the text of the agreements reached during the meeting; the annotated classifications and lists derived therefrom, a statement of the project’s objectives and as a very important innovation with considerable promise – a book with the photos of all or of a majority of the products to be priced
.  The book of photos is an extremely important tool to ensure consistency in data collection. It does not ensure that the items chosen are representative but it can perform the following functions:

· Additional security for the price collector particularly when there is a question of pricing new items and there is a sufficient variety of makes, models and vintages to confuse even the most sophisticated.

· The possibility of discussing with vendors the differences between the model photographed and the ones available, above all when there are differences that may have repercussions on the quality of what is being priced.

· The duty to photograph the item that was priced in situations where there is a departure from what has been specified.

· That same duty is as important in cases where there is only an agreement to a generic description of an item. At the second regional seminar there ought to be a show of experiences so that the regional coordinator can adjudicate on equivalences. 

7.6.8  Clearly, at the end of the first regional seminar  the book of photos will be incomplete and in some cases will include photos of items that have been rejected by the participants. Nonetheless, it will constitute a good launching pad for proper photographic documentation. These are persuasive reasons to think of equipping the participants with digital cameras and consider that part of the submission for discussion at the second regional meeting will be in the form of a digital photograph of what was priced. Above all, these considerations are important in the case of machinery and equipment, household durables, clothing, footwear and to a certain extent for some of the food items, particularly those that are specific to certain latitudes and altitudes. 

7.7 Comparability, latitude and altitude

7.7.1 Lack of comparability may arise for a variety of reasons but some have little to do with economics. Some of the reasons are firmly anchored in geography. Thus, other things being equal a country situated in the tropics at sea level or approximately so will have a structure of consumption conditioned by:

· Availability of tropical fruits and vegetables all year round;

· Demand for informal lightweight clothes all year round;

· Little demand for heating oil;

· Demand for lightweight but rainproof materials for residential construction.

These features have to be taken into account explicitly when constructing chains of com parable goods and services for a region or sub-region that includes one or more countries that differ clearly from the rest by virtue of their geographic features.

7.7.2  The range of comparisons that are latitude and altitude dependent extends virtually across the entire range of goods purchased, grown by or made available to consumers. But making allowances for such goods may introduce considerable strains in attempting to meet requirements for the number of goods priced so as to take into account all the contexts in which latitude dependent goods may be purchased or used. 

7.7.3 Unfortunately the principle of functionality “a potato is a potato” while priding itself because if its simplicity is of less help once the contexts are more complicated than those involving basic foods.
 For example, if functionality were applied to clothes they would have to be segregated into:

· Formal working clothes (for those who work in the organized economy and have to report say to an undersecretary, bank director, large plant manager etc.)

· Informal clothes, for wearing at home, working in one’s garden, at one’s job if it is of a manual rather than a desk job;

· Ceremonial clothes for special occasions such as weddings, funerals, and births and special religious ceremonies;

7.7.4 Something similar would have to be tried for footwear.  There are clothes universally available roughly from the same outlets irrespective of the country of purchase and in demand by the same segment of the population (urban, young etc.) on which one can depend for part of the comparisons. But there are no proper studies of the stability of the ratios derived by comparisons of these clothes to other types of clothing.   

7.8 Advice on establishing the list of products to be priced

7.8.1 The creation of an agreed list of products ready to be tested in the field for pricing purposes is the key step in the ICP’s survey operations. The inset below carries an extract of what the Handbook has to say on the process of establishing and reacting to a proposed list:

	Handbook, Outline of price requirements

Paragraph 102

“…Participating countries are sent a draft list, built up from core specifications as well as items thought appropriate for their region or country group, which they are asked to review to determine:

· Which items in their existing database they would be able to price exactly as proposed;

· Which items in their existing database they would be able to price if some modifications of the definition were made;

· Which items they would not price because they were not important in the consumption in the country;

· Which items might be added to the draft list because they are important both in the country and probably also in other participating countries;

· Which items are not in the existing database but are important in the country and could be priced as additional items.




7.8.2  The process that is envisaged is inadequate. Reasons why this is so grounded in evidence collected through interviews of national data collectors in earlier rounds of the ICP were quoted in the ICP Evaluation report. The discussion of how the initial seminar will be managed implies a radically different process and seeks to address the complaints collected in those interviews:

· All participants are together when they confront the first version of the list;

· The regional coordinator will seek to establish cases of comparability and representativity there and then;

· There will be no surprises for any of the participants provided by choices made by their partners

· Information that cannot be supplied to the coordinator at the meeting will be sent on upon return to capitals but with copies to all participants;

· The second seminar will record CK scores for each of the participants.

7.9 Necessary documentation

7.9.1 For a programme that has had so many challenges to its credibility, the documentation that accompanies each round of the ICP is hardly in line with best practices. That does not mean that there is little in the way of bibliography on PPP’s. On the contrary. A great deal has been published and in addition the internationally sponsored seminars that have launched each round of the ICP generated new perspectives on the aggregator functions used at one time or another. 

7.9.2 The documentation available to the price collector, however, is comparatively slim. For their own exercise, Eurostat has the closest there is to a survey manual but nothing comparable exists for the ICP.  In fact, compilers, national data collectors and coordinators should have the following sets of documents:

· Classifications required for data collection. This includes the three key classifications (COICOP, ISCO and HS or CPA) duly annotated to reflect decisions taken for and by the region. Ancillary classifications – COFOG, retail outlets and so on, should be part of the package.

· Survey framework for price collection for all expenditure components; This document should be supplemented by a version of survey materials along the lines recommended by Eurostat and shown below with a few marginal annotations. Obviously, given its detailed nature, the most that can be done at the multilateral meeting is to agree on the contents of such a document leaving to each national coordinator the task of putting it together.  The nature of the instructions makes it obvious that ideally the CPI operation should inspire, guide, and partly take over the data collection tasks for a large part of the national component of the ICP. 

	Survey Operations: data collection instructions

In order to make the price survey as effective as possible, the price collector should expect the following as a minimum:

· A survey plan, indicating the identification code, location, address, and telephone number (the time has come for the e-mail address to be collected) of the selected retail outlets where prices are to be collected, together with appropriate travel instructions.

· Item specifications and associated information (e.g. pictures). Given the questions, doubts, and lack of homogeneity of the ICP in its various regions, the book of pictures is the key document under this heading.  (See arguments for the need for a digital camera above).
· Survey sheets for each product definition, on which the price observations and other comments should be recorded.  A model of these sheets is presented in ….below. The price file submitted to the regional coordinator should mirror the table.
· An introductory letter for owners/managers of retail outlets, to explain the purpose of the price survey and to request the necessary cooperation. Canadian experience adopted by a number of countries in the Southern Hemisphere suggests that the contacts should be made ahead of time and at the highest possible level. What the data collector should carry with him is a copy of the letter and identification.
· Clear instructions as to the minimum numbers of price observations to be recorded for each set of specifications.

Notes

The following are  instructions that should be appended to the rules spelled out above:

· Price collectors should be either experienced CPI field staff or else new staff trained up to CPI standards. All general instructions that form part of CPI training should apply to this price collection.

In addition, the instructions should contain a note telling the price collector what to do if he fails to find the article to be priced on the shelf. Thus: does he rely on the vendor’s memory if the absence is temporary? Does he arrange to come back? Does he – notwithstanding the note about replacement outlets – seek a price at the establishment next door (assuming there is one).  These are matters that vary from region to region and should be discussed and agreed upon at the first regional seminar (see also proposed agenda for the meeting).

Eurostat’s supplementary notes

Price collectors are required to keep any prices or other data received in an outlet strictly confidential. Under no circumstances should they be disclosed to third parties (e.g. other retailers).

Prices should not be collected from outlets other than those mentioned in the plan without the prior approval of the survey coordinator.




7.9.3 The following are additions to the standard set of documents:

1. International recommendations on surveys and national account adjustments required to estimate appropriate weights for elementary prices;

2. Standard document on aggregator functions adopted accompanied by an analysis of the advantages and limitations of each;

3. Statement on analytical applications of the results of the ICP divided into international and national.

7.9.4 The preparation and use of these documents should have two broad objectives in mind:

· Obligatory training for current and future compilers of national data ensuring active participation in current and future international seminars;

· Ability to meet challenges about the purpose and validity of the ICP from users – above all from political users or their immediate advisors – and from the press.
 

7.10 Ex-ante and ex-post corrections

7.10.1 The expressions “ex-ante” and “ex-post” are used in a special sense. The “ante” refers to the second regional seminar. Ex-ante corrections apply to basic price and quantity data. Ex-post corrections apply to aggregates. Ex-ante corrections are made in isolation – by comparing national data with other national data for example.  Ex-post corrections are made by comparing one country’s results with another or with results for a group of other countries. Ex-ante corrections are made exclusively by the national compilers, possibly by relating what they collected to other basic data also collected in a national context but not directly related to the ICP.  Ex-post corrections are made both by the regional or the international compiler and by the national authorities but not independently of each other. Ex-ante corrections are made before the data are handed over to the regional compiler. The latter need not be aware of the corrections. All the regional compiler wishes to know is that there has been a data transmittal and that there are annotations that accompany the data transmitted.  Ex-post corrections are made by consensus and even though they may only apply to one country because they will have an effect on all, should be discussed with all even if the discussion is no more that pro-forma. 

7.10.2  Ex-ante corrections are immediately traceable to data collected. Ex-post corrections may require substantial analysis at the stage of detection, decision and application. Both types of corrections may arise because of the application of an editing algorithm. Ex-ante corrections may arise because the distribution of price quotes for a particular product revealed the existence of an outlier.  Likewise, the analyses of distributions through the “Quaranta” tables can reveal country outliers.  The suggested use of rank correlations as an editing tool is only applicable to ex-post corrections. 

8.  Survey framework: once the ICP gets going

8.1 After the first regional seminar: the intervening period

8.1.1 If the first of the regional seminars was designed to agree on a list an on a number of practical principles and targets, the second of the seminars is primarily reserved for purposes of engaging in a collective edit of the data assembled. But in the intervening period – which in all likelihood cannot be much less than one year - the national coordinators will get their programme of data collection organized and underway and will maintain close contacts both with their peers in other countries and with the regional coordinator. 

	Establishing and maintaining horizontal contacts

In previous rounds this point was not given any emphasis possibly because most contacts were established by ‘phone or letter none of which is ideally suited for the type of fast and informal contact that is desirable to maintain. But the advent of fast and cheap telecommunications (including the transmission of audio and video files) through the Internet has brought about change in a fundamental way.  Not only are horizontal communications possible but they have become highly desirable. The subject of contacts must be addressed in a particular context. There are two sources of mistrust for the ICP. On the one hand there are users who have expressed repeatedly their fear that the methods employed are not robust and that the underlying data are of poor quality. On the other hand, there are data collectors who are not totally at ease with the 

practices of their neighbours and suspect that agreements reached in 

multilateral venues are only honoured in the breech. This last source of 

mistrust has to be combated and one form of doing so is to forge a team
.  Close contacts of a bilateral nature might foster it. It is inevitable that some national representatives will hesitate before bringing to the attention of the regional coordinator doubts about their part of the project or questions regarding the interpretation of the multilateral agreements. It might be easier at least initially to share those questions and doubts with  peers in neighbouring countries particularly where there is a sharing of language and culture. Daily or quasi-daily contacts through the Internet during the active phases of data collection can bring about the creation of such a spirit. 




8.1.2 The submissions of data shall be made to the regional coordinator on standard forms and these in turn will be the product of standard software
.  Once a decision is taken and the agreed upon software is installed it is important that all participants have a clear idea of who is responsible for what. Thus, the practice adopted by Goskomstat of not touching in any way country files but rather discussing multilaterally or bilaterally with the countries involved the consequences of editing procedures appears the soundest. 

8.1.3 During the time between the two seminars, the national collectors will get on with the necessary data collection operations. For this tot take place successfully, they will need to establish more or less immediately the degree to which their operations and those of the national CPI overlap. There are various references in the paragraphs above to what is meant by overlap. It includes price taking in the same establishment, maintaining contacts with the same experts on what is popular, representative and using the same intelligence, on what is in-season and what is out of season and so on.  By and large, the fraction of total data collection accounted for by “integration” in that sense will be large.

8.1.4 In addition to establishing what is the commonality between IPC and CPI, the heads of the two operations will establish a protocol defining how individual price collectors are to behave once in an establishment where they have to collect prices not necessarily for the same products and not necessarily recorded in the same fashion. But while tedious in practice that should not prove to be a serious barrier to the smooth functioning of either operation. If the rule for the CPI is that food items and notions (thread, wool for knitting, etc.) will be purchased so it should be for the IPC. If household durables are regularly priced in markets that rely mostly on contraband as a source of supply, this practice too should be adopted by the ICP. 

8.1.5 The greater the reliance on the existing CPI machinery the better in the sense that it will leave more time for the national coordinator to devote himself to matters which are truly unique to the ICP and in particular to the pricing of capital items, to the items that are candidates for indirect pricing and to keeping under tight control the balancing act between comparability and representativity. 

8.1.6 Once the protocol established, it will be the responsibility of the national coordinator to ensure that price collectors are trained in the procedures agreed to for the ICP collection – which may be trivial if the data collectors are CPI staff but less so if they are necessary additions to that staff. The training will include a number of supplementary decisions additional to those agreed to and taken at the first regional seminar. They are as follows:

· Validation of the decisions taken with respect to asterisked products by confirming that they are both available and representative;

· Additions to asterisked items where their representativeness is borderline;

· Proposals for alternatives and for items where specifications are generic; and

· Agreement on frequency and timing as well ads on treatment of cases where products are temporarily not available.

8.1.7 The national coordinator will seek expert advice on capital items – the representativity of those agreed to; the possibility of using alternatives; the sources of information, etc. 

8.1.8 Once data collection is underway, the national coordinator will ensure that the standards of documentation are respected and will entertain contacts with his peers and with the regional coordinator as deemed necessary until such time as the data files are declared ready for editing and imputation.

8.2 The second regional seminar: proposal for an agenda

8.2.1 This seminar will be held once data collection is finished in all countries of a region. Given the agreement that the ICP will work with annual price averages, this second meeting will take place one year after the first. Obviously the expression “one year” cannot be taken literally. National coordinators will require time to ensure that their files are complete, edited, and ready for transmittal and multilateral appraisal.  On the other hand, that additional time should not be interpreted as license for drift. The regional co-ordinators will be best equipped to determine the right moment when this second get-together is to be held.  

8.2.2 The purpose of the seminar will be to review and endorse the price collection efforts of the participants, adjust where required the original list of specifications, and make sure that for the region the share of “asterisked” products as a proportion of all headings is enough for comfort. This notion of share is important both managerially and analytically in future rounds of the ICP. Analytically, its movement over time will serve as an indication of how much closer countries within a region are getting to having the same goods and similar services – a sort of practical and micro data view of the rate of globalization in a region. Managerially, this is the measure that should fend off challenges about the overall representativity of the products chosen to calculate PPP’s for a particular region. 

8.2.3 The organization of the seminar should be parallel in many ways to the organization of the first seminar. Its focal point will be the set of tables showing distributions of prices for the members of the region. We assume that at this stage, the regional coordinator will have:

· Received and processed all individual country files;

· Calculated average prices for the region by expressing them in a common currency ;

· Created distributions of average price levels by heading and by country so as to identify in all cases deviations; and

· Created rank correlations by expenditure category and by heading for each country.

As in the case of the first seminar the following is a proposed annotated agenda:

Day 1:  Morning (in the mode of a seminar)

Report by the regional co-ordinator on the situation faced by the region with special emphasis on the work that was expected but has not yet been done. Round table involving all participants at which each is expected to provide a summary of difficulties faced and unavoidable non-compliances. By difficulties faced is meant those that are of general interest such as those that concern particular specifications, suspected biases, inapplicability of suggestions for reference prices etc.

Day 1: Afternoon (in the mode of a seminar)

Continuation and conclusion of the round table. Summing up of the situation by the regional co-ordinator

Day 2: Morning and afternoon (in the mode of a workshop)

Review of the distribution statistics and of the rank correlations heading by heading

Day 3: Morning and afternoon (in the mode of a workshop)

Continuation of the review including a review of the situation regarding items of machinery and equipment and collective services.  

Day 4: Morning (in the mode of a workshop)
Continuation of the review including a review of the situation regarding items of machinery and equipment and collective services.  Summing up by the regional co-ordinator.

The assumption is that national data collectors will have given their data files more than a cursory look before tabling them so that errors of a trivial type will be reduced to a minimum. Moreover, bilateral visits from the regional co-ordinator before the second seminar will have ironed out many of the initial difficulties in creating a proper reporting system.  Accordingly many of the categories to be reviewed will not record any outliers to be further discussed. The assumption is that it will take on average some 5 minutes to discuss and to determine a course of action for each of the categories for which there are outliers and that there will be some 150 such discussions which is feasible in two and a half days. If however, this proves insufficient, the conclusion of this item takes absolute priority.  

Day 4: Afternoon (in the mode of a seminar)

Calculation of PPP’s. Procedures. Imputing for missing items. Timetable for submission of results to countries.

Day 4: Morning (in the mode of a workshop
Practical arrangements: outline of the subjects to be discussed at seminar three; continued contacts with regional coordinator; bilateral encounters involving the submission to the regional coordinator of National Accounts weights. Establishment of a network of contacts to promote discussion involving methods used for estimation of national accounts and prima facie odd cases. 

8.3 Intervening period

8.3.1 The intervening period between the second and the third multilateral seminar is assigned for participants to prepare their submission of the expenditure categories of GDP so that they can be revalued by PPP’s. At the same time, the inter- regional coordinator, directly or indirectly will calculate PPP’s for the participating countries. There is enormous advantage in adopting the same procedure as that adopted by the OECD-Eurostat and not to get embroiled in a discussion of the technical superiority of one method over another.  This is very much a phase in which harmonization of methods will give users confidence in the results and conversely. Moreover, there is now a series of GDP’s using the procedure and spanning a very large number of countries.

8.3.2 The OECD-Eurostat’s procedure is to estimate PPP’s as unweighted averages for each basic heading. This is done as follows: for each pair ij of countries in the group two PPP’s are calculated – PPPi as the geometric mean of representative products in country i and PPPj as the geometric mean of products representative in j. The PPPij is derived as the geometric mean of the two. The procedure is used until there is a matrix of binary PPP’s for each of the product headings of the expenditure component concerned. 

8.3.3 There are two additional steps required. The first is designed to complete each matrix, as there will not be sufficient price observations to support all required binary comparisons for any particular heading. In order to do so, indirect PPP’s are treated in the same way as direct PPP’s , that is to say, their geometric mean is calculated etc.  At this stage, it is important that the parties concerned be aware of which indirect PPP’s (and for comparisons with whom) were used in their case.  The regional coordinator should be in a position to inform all participants once the first stage of product heading matrices is completed and give participants a chance to propose improvements.

8.3.4 The second step is to render the matrices transitive (to ensure that for all cases where j>i and i>k,  then j>k) which is done by applying the EKS (Elteto, Köves, Szulc) method. The latter can be applied more or less automatically using Eurostat-OECD software. 

8.3.5 It will be the national coordinator’s task to ensure that the files with GDP expenditure breakdowns are organized so that they can be revalued at PPP rates. This step marks the culmination of the entire process. Traditionally, it may not have been regarded with as much attention as it should – by national authorities. One may speculate on the causes but one of them may well have been the fact that it was not clarified from the outset what the respective responsibilities of the price compilers and the national accountants were. This report shows as annex the GDP expenditure breakdown that was used for the 1993 round of the ICP and that used by the OECD-Eurostat latest round.

8.4 Third and last regional meeting

8.4.1 If participants at the first two regional seminars are drawn mostly from the prices departments of participating countries, those present at the final seminar should be predominantly drawn from the national accounting side of national statistical institutes.  This is an additional reason to ensure that the cooperation between the two parties to this programme is regarded as one of its key strategic objectives. There is another reason. The estimation of credible GDP numbers revalued at PPP’s is as much a result of good price data as it is of sound national accounting components.  Beyond finding interesting policy applications for these estimates, producers must have another interest at heart. The ICP is a means of allowing to make genuine cross sectional comparisons of their GDP estimates with those of their neighbouring and other like countries. Such comparisons are key to an effective editing of the basic figures

· If it is the case that at the end of the second regional seminar, country participants return to their respective institutions with an agreement on final national price data, at the end of the third they return to capitals with an agreement on what their GDP’s will look like.  

8.4.2 In fact the third and final regional seminar serves a number of functions:

· It examines the structure in national currencies of each participant’s GDP and provides an opportunity for inter-country analytical challenge (why is consumption so low?) and methodological questioning (how are current GDP numbers benchmarked on the latest I-O table?)

· It looks at the PPP indices aggregated into national accounts categories and allows for a discussion of how they were estimated, what was imputed how strong are particular bilateral comparisons and so on; and

· It gives participants their first opportunity to look at the regional structure of GDP and at the shares that each participating country has in that structure; and the implicit ranking of countries by the various key variable (GDP at PPP prices per capita; consumption at PPP prices per capita and so on).

8.4.3 These three functions should each have a counterpart point on the agenda for discussion at the third meeting. By the time the last of the series of multilateral meetings is over, returning participants should be able to brief their masters on how their country fares regionally and whether in the light of what has been found their currency appears to be badly over or under-valued and if so by how much or whether there is rough balance between the PPP and the exchange rate. 

8.4.4 It is important to exercise this last function as much as possible. A factor that influenced considerably the lack of credibility of the ICP as a statistical project was the apparent inability to explain convincingly the reason for a number of counter- intuitive results. Indeed by the time the third regional seminar is over there should be no such results left to explain or else the remaining ones should each be definitively accounted for by data, aggregation or a combination of both. 

8.4.5 There are three remaining results of the series of regional seminars and the network of horizontal contacts created as a result of the ICP.  Both should be regarded as the initial assets of the forthcoming round:

· A well specified and tested list of goods and services well specified for each of the participating countries. If that list is not to lose its value by the time countries start gearing up for the next round, participants must undertake to keep it up-to-date.  For this to take place there must be a “son of the coordinator” – a successor person or body who will look after inter round activities such as the maintenance of an agreed list;

· A research agenda containing those items that are of prime interest to the region and therefore should be the object of local attention and suggestions for world wide research resulting from the unanswered questions and doubts that arose in the context of the current round;

· A well-defined network of contacts and procedures to maintain the addresses of those contacts up to date so that the list is kept permanently alive. Technology might come to the rescue if in reach region the co-ordinator creates a website which is subsequently used to write down names and addresses; inform participants about suggested amendments to the list; put down new ideas for estimation particularly of those items that are most challenging to describe and estimate; and keep on reporting on the progress of the research agenda. 

	Controversial matters

There are two issues that were discussed subsequently to the presentation of this paper at the World Bank sponsored second seminar on the ICP. The first relates to the origins of the list of goods and services that starts off the process of data collection. The second turns on the reasons that would lead one to limit the comparison programme to consumption – actual or final. In this inset both matters are dealt with.

Among third world countries there is at least one experience relevant to the creation of a regional list of specified goods and services – the harmonization of the CPI’s of six countries in the southern part of South America.  The lessons taught by that experience must not be lost particularly not to those Latin American and Caribbean countries eager to take part in the forthcoming round of the ICP.  

The lessons can be summarized in the following way:

· In order to preserve the “internal” credibility of the process, participating countries must take part in the discussions and final choices of the products that make up the list;

· In order to force the discussion to converge, it is vastly preferable to start with a list of specifications – any list – and discuss methodically each of its constituents in terms of its availability, representativity and comparability;

· Of all possible lists, one that was not put together by any of the countries taking part and is documented by photos of all the goods that constitute it is to be preferred – as a matter of neutrality and as a matter of documentation;

· It is not advisable to send off to participating countries a list of specifications – any list – and expect them to react to it meaningfully and consistently;

· It is not reasonable to ask each participating country at a multilateral meeting what it does in a specific set of circumstances (concerning its CPI and expect order and clarity to arise out of such a process;

· It is obviously not sensible to take the specifications mentioned in the reference list whatever its origins, and elect to price them simply because “they are there”;

· The suggested starting list – the one used by OECD-Eurostat – has the following merits: it exists; it was not created by any of the countries taking part in the ICP; it is accompanied by a photo album; and the result of reviewing it provides an immediate tally of how many goods and services listed by COICOP are going to end up with different specifications in the final list of the particular sub-group;

·  Note that one could end up with a list that has nothing in common with the original list. At least, however, one would have documented for each case, how far or how close the final choice was from the original. 

On the matter of devising criteria to decide on the scope of the international comparison the position taken in this document and, more importantly, in the document evaluating the previous ICP
 is not that one should limit one’s efforts to compare consumption because all the other components of final expenditure are 

difficult to measure. 

Rather the argument is that a rational assignment of scarce resources suggests that 

it is better to concentrate efforts on consumption because of its dominant share in GDP and not to fritter money and time trying to measure the difficult when one is still trying to convert the ICP into a regular programme and provide it with the necessary credibility. Accordingly, one should not take a priori decisions about the scope until at least the first regional seminar and only then decide in the light of the reports submitted by the regional coordinators.




8.5 Epilogue

8.5.1 There is the question of what happens after the third regional meeting. Matters at that stage are outside the hands of countries and therefore outside the scope of this report. There is however sense in reminding ourselves of all that has to be done before the ICP round is concluded and the necessary preparations for the forthcoming round are put in order.

8.5.2 Firstly, regions will be combined through bridge countries. It is unlikely that an alternative methodology can be adopted not because there is no such alternative but rather because of the heterogeneity of the regions that must be aggregated to a world total.  OECD aggregates the CIS countries with its own area directly and in many ways that is a more satisfactory solution. But it is too much to expect that between Africa and South America there will be a sufficient number of items, characteristic and comparable, to make such an aggregation feasible.  On the other hand, it may be too restrictive to depend exclusively on one country to bridge continents. There are previous experiences that suggest that depending exclusively on a single country increases risks unduly. 

8.5.3 A solution along the following lines should be examined.  Let there be two or even three countries working as bridges between continents (or regions). In the case of Latin America and the OECD region, Mexico – the obvious bridge by dint of its membership in the OECD – has the weakness of being at the wrong latitude for many a comparison. Argentina, however has its population “well distributed” and for some purposes is a better comparator than Mexico. What about some form of specialization, through which Mexico functions as a bridge for some categories of expenditure and Argentina for others? Is such a solution definable and computable? 

8.5.4 Whatever the case, bridge countries should be designated ahead of time so that they can carry out their double survey tasks after which the treatment of the results is known from previous rounds of the ICP.

8.5.5.The final act of the ICP round consists in computing the world result on the basis of the regional estimates using the bridge results as parts of the estimation procedure.  A well-structured programme requires that those final results be carefully analyzed and whatever observations are susceptible of attracting national interest should be systematically relayed to the participants. The organization that takes on the lead role, should be charged with convening a “world seminar” with the aim of feeding back to participants the matters that warrant further research and the activities that require improvement if the next round is to be of better quality that the current exercise.  And finally, there ought to be a group of intellectual mentors of the ICP whose precise role is to push forward the programme’s research agenda and whose work should kick in immediately after a particular round is over. 

Ottawa, Sunday, 24 February 2002

Annex I

 Breakdown for the calculation of PPP’s

1

HOUSEHOLD CONSUMPTION

1.1

FOOD, BEVERAGES, TOBACCO 

1.1.1

FOOD

1.1.1.01
BREAD AND CEREALS

1.1.1.01.1
Rice

1.1.1.01.2
Flour and other cereals

1.1.1.01.3
Bread

1.1.1.01.4        Other bakery products

1.1.1.01.5
Pasta products 

1.1.1.01.6
Other cereal products

1.1.1.02
MEAT

1.1.1.02.1
Beef

1.1.1.02.2
Veal

1.1.1.02.3
Pork

1.1.1.02.4
Lamb, mutton and goat

1.1.1.02.5
Poultry

1.1.1.02.8
Other meats and edible offal

1.1.1.02.9
Meat preparations

1.1.1.03
FISH

1.1.1.03.1
Fresh, or frozen fish

1.1.1.03.3
Fresh, or frozen seafood

1.1.1.03.5
Dried, preserved or processed fish and seafood

1.1.1.04
MILK, CHEESE AND EGGS

1.1.1.04.1
Fresh milk

1.1.1.04.2
Preserved milk

1.1.1.04.3
Other milk products

1.1.1.04.4
Cheese

1.1.1.04.5
Eggs

1.1.1.05
OILS AND FATS

1.1.1.05.1
Butter

1.1.1.05.5
Margarine and other edible oils and fats

1.1.1.06
FRUIT AND VEGETABLES

1.1.1.06.1
Fresh fruit

1.1.1.06.2
Dried fruit and nuts

1.1.1.06.3
Frozen and preserved fruit and fruit juices

1.1.1.06.4
Fresh vegetables

1.1.1.06.8
Dried, frozen, preserved vegetables

1.1.1.07
POTATOES AND TUBERS

1.1.1.07.1
Potatoes and other tubers 

1.1.1.07.2
Potato products

1.1.1.08
SUGAR

1.1.1.08.1
Raw and refined sugar

1.1.1.09
COFFEE, TEA AND COCOA

1.1.1.09.1
Coffee

1.1.1.09.2
Tea

1.1.1.09.3
Cocoa

1.1.1.10 
OTHER FOODS

1.1.1.10.1 
Jams, jellies, honey and syrups

1.1.1.10.5 
Salt, spices, condiments and food n.e.c.

1.1.1.10.6 
Chocolate, confectionery and ice cream

1.1.2 

NON-ALCOHOLIC BEVERAGES

1.1.2.01.1 
Mineral water

1.1.2.01.2 
Soft drinks

1.1.3

ALCOHOLIC BEVERAGES

1.1.3.01.1 
Spirits and liqueurs

1.1.3.01.3
Beer

1.1.3.01.5 
Wine and other alcoholic beverages

1.1.4 

TOBACCO

1.1.4.01.1 
Cigarettes

1.1.4.02.1 
Other tobacco products

1.2

CLOTHING AND FOOTWEAR

1.2.1 

CLOTHING

1.2.1.01.1 
Men's clothing

1.2.1.01.2 
Ladies' clothing

1.2.1.01.5 
Clothing materials and accessories

1.2.1.01.6
Children's and infants' clothing

1.2.1.02.1
Repair and maintenance of clothing

1.2.2

FOOTWEAR

1.2.2.01.1
Men's footwear

1.2.2.01.2
Ladies' footwear

1.2.2.01.3
Children's and infants' footwear

1.2.2.02.1
Repairs to footwear

1.3 RENTS, FUEL AND POWER

1.3.1

GROSS RENTS AND WATER CHARGES

1.3.1.01.0
Gross rents, incl. repair and maintenance

1.3.1.02.1
Water charges

1.3.2

FUEL AND POWER

1.3.2.01.1
Electricity

1.3.2.02.0
Gas

1.3.2.03.1
Liquid fuels for heating and lighting

1.3.2.04.1
Coal, firewood and other fuels

1.4

FURNITURE,, HOUSEHOLD EQUIPMENT AND OPERATION

1.4.1

FURNITURE, FLOOR COVERINGS, INCL. REPAIRS

1.4.1.01.1
Furniture and fixtures

1.4.1.01.2
Floor coverings

1.4.1.02.1
Repairs to furniture and floor coverings

1.4.2

HOUSEHOLD TEXTILES. INCL. REPAIRS

1.4.2.01.1
Household textiles and other furnishings

1.4.2.02.1
Repairs to household textiles

1.4.3

MAJOR HOUSEHOLD APPLIANCES. INCL. REPAIRS

1.4.3.01.1
Refrigerators, freezers

1.4.3.01.2
Washing machines, driers, dishwashers

1.4.3.01.3
Cooking appliances

1.4.3.01.4
Heaters and air-conditioners

1.4.3.01.5
Vacuum cleaners, polishers etc.

1.4.3.01.6
Other major household appliances

1.4.3.02.1
Repairs to major household appliances

1.4.4

GLASSWARE. TABLEWARE AND UTENSILS. INCL. REPAIRS

1.4.4.01.0
Glassware, tableware and household utensils

1.4.4.02.1
Repairs to glassware, tableware and household utensils

1.4.5

HOUSEHOLD OPERATION

1.4.5.01.1
Household cleaning and maintenance products

1.4.5.01.2
Paper products and other non-durable household goods

1.4.5.02.0
Laundry and other household services

1.4.6

DOMESTIC SERVICES

1.4.6.01.1
Domestic services

1.5

MEDICAL CARE AND HEALTH SERVICES

1.5.1

MEDICAL CARE AND PHARMACEUTICAL PRODUCTS

1.5.1.01.1
Drugs and medical preparations

1.5.1.02.1
Other medical supplies

1.5.2

THERAPEUTIC APPLIANCES AND EQUIPMENT

1.5.2.00.0
Therapeutic appliances and equipment

1.5.3

MEDICAL SERVICES OUTSIDE HOSPITALS

1.5.3.03.1
Services of dentists

1.5.3.04.1
Services of nurses

1.5.3.07.0
Services of physicians

1.5.3.08.0
Other medical services and analyses

1.5.4

HOSPITAL CARE

1.5.4.00.0
Hospital care

1.6

TRANSPORT AND COMMUNICATION

1.6.1

PERSONAL TRANSPORT EQUIPMENT

1.6.1.01.1
Passenger vehicles

1.6.1.02.1
Motor cycles and bicycles

1.6.2

OPERATION OF TRANSPORT EQUIPMENT

1.6.2.01.1
Tires, parts and accessories

1.6.2.01.2
Maintenance and repair services

1.6.2.02.1
Motor fuels and oils

1.6.2.03.1
Other expenses related to personal transport

1.6.3

PURCHASED TRANSPORT SERVICES

1.6.3.01.1
Local transport

1.6.3.02.1
Long-distance transport by road and rail

1.6.3.02.2
Long-distance transport by air and sea

1.6.3.03.1
Other purchased transport services

1.6.4

COMMUNICATION

1.6.4.01.1
Postal services

1.6.4.02.1
Telephone, telegraph and telex services

1.7

RECREATION, ENTERTAINMENT AND EDUCATION

1.7.1

RECREATIONAL EQUIPMENT AND ACCESSORIES

1.7.1.01.0
Radio, TV and audio equipment

1.7.1.02.1
Photographic equipment

1.7.1.02.2
Other durable recreational goods

1.7.1.03.0
Other recreational goods

1.7.1.04.1
Parts and repairs to recreational goods

1.7.2

ENTERTAINMENT, RECREATIONAL AND CULTURAL SERVICES

1.7.2.01.1
Cinemas, sports stadiums, museums, zoos etc.

1.7.2.02.0
Recreational and sporting activities, rental and subscription

1.7.3

BOOKS, NEWSPAPERS AND OTHER PRINTED MATTER

1.7.3.01.0
Books, newspapers and other printed matter

1.7.4

EDUCATION SERVICES

1.7.4.00.0
Education services

1.8

MISCELLANEOUS GOODS AND SERVICES

1.8.1

PERSONAL CARE AND EFFECTS

1.8.1.01.1
Services of hairdressers and beauty shops

1.8.1.02.0
Toilet articles

1.8.2

GOODS NOT ELSEWHERE CLASSIFIED

1.8.2.01.1
Jewellery, watches and their repair

1.8.2.02.0
Personal accessories n.e.c.

1.8.2.03.1
Writing and drawing supplies

1.8.3

RESTAURANTS AND HOTELS

1.8.3.01.0
Restaurants, cafes and staff canteens

1.8.3.02.1
Hotels and other lodging places

1.8.4

WELFARE SERVICES

1.8.4.00.0
Welfare services

1.8.5

FINANCIAL SERVICES

1.8.5.01.1
Charges for financial services n.e.c.

1.8.6

SERVICES N.E.C.

1.8.6.01.1
Fees for other services n.e.c.

1.9

NET PURCHASES ABROAD BY RESIDENTS

1.9.1.01.1
Net purchases abroad by residents

2

CONSUMPTION OF NON-PROFIT INSTITUTIONS

2.1.1.01.1
Consumption of non-profit institutions n.e.c.

3

GOVERNMENT CONSUMPTION

3.1.1.01.1
Compensation of employees

3.1.2.01.1
Intermediate consumption

3.1.3.01.1
Consumption of fixed capital

4

GROSS FIXED CAPITAL FORMATION

4.1

MACHINERY AND EOUIPt6EjT

4.1.1

MACHINERY AND NON-ELECTRICAL EQUIPMENT

4.1.1.03.1
Agricultural machinery

4.1.1.05.0
Equipment for mining and building, incl. metal structures

4.1.1.06.0
Machinery for textile, food, chemical, paper etc. industries

4.1.1.08.1
Office equipment

4.1.1.09.0
Precision and optical instruments

4.1.1.10.1
Other machinery

4.1.2

ELECTRICAL EQUIPMENT AND APPLIANCES

4.1.2.01.1
Electrical equipment, including lamps

4.1.2.02.0
Telecommunication, electronic and electrical equipment n.e.c.

4.1.3

TRANSPORT EQUIPMENT

4.1.3.01.1
Motor vehicles and engines

4.1.3.02.1
Ships and boats

4.1.3.02.2
Locomotives, wagons

4.1.3.02.3.
Aircraft

4.1.3.02.4
Other transport equipment

4.2

CONSTRUCTION

4.2.1

RESIDENTIAL BUILDINGS

4.2.1.03.1
Residential buildings

4.2.2

NON-RESIDENTIAL BUILDINGS

4.2.2.05.1
Non-residential buildings

4.2.3

CIVIL ENGINEERING WORKS

4.2.3.04.1
Civil engineering works

4.3

OTHER PRODUCTS

4.3.1

OTHER PRODUCTS

4.3.1.01.1
Land improvement, development of plantations and breeding stock

5

CHANGE IN STOCKS

5.0.0.00.0
Change in stocks


6

NET EXPORTS OF GOODS AND SERVICES

6.0.0.00.0
Net exports of goods and services

OECD’s list of GDP categories for valuation at PPP rates

Table 1: 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 45 103 146

- .01 Food and non-alcoholic beverages 2 11 37

- .02 Alcoholic beverages, tobacco and narcotics 3 5 8

- .03 Clothing and footwear 2 6 10

- .04 Housing, water, electricity, gas and other fuels 5 11 11

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

- .06 Health 3 7 7

- .07 Transport 3 12 15

- .08 Communication 3 3 3

- .09 Recreation and culture 6 19 21

- .10 Education 2 2 5

- .11 Restaurants and hotels 2 3 4

- .12 Miscellaneous goods and services 7 11 11

- .13 Net purchases abroad 1 1 1

12.00 Individual consumption expenditure by NPISHs 6 6 6 6

- .01 Housing 1 1 1

- .02 Health 1 1 1

- .03 Recreation and culture 1 1 1

- .04 Education 1 1 1

- .05 Social protection 1 1 1

- .06 Other services 1 1 1

13.00 Individual consumption expenditure by government 5 7 16 29

- .01 Housing 1 1 1

- .02 Health 2 7 17

- .03 Recreation and culture 1 1 1

- .04 Education 2 6 9

- .05 Social protection 1 1 1

14.00 Collective consumption expenditure by government 1 1 5 5

15.00 Gross fixed capital formation 4 7 21 32

- .01 Products of agriculture, forestry, fisheries, aquaculture 1 11

- .02 Machinery and equipment 2 7 18

- .03 Construction 3 11 11

- .04 Other products 1 2 2

16.00 Change in inventories and acquisitions less disposals

of valuables 2 22 2

-.01 Change of inventories 1 1 1

-.02 Acquisitions less disposals of valuables 1 1 1

18.00 Balance of exports and imports 1 1 1 1

Annex II

Number of price observations required per definition

Advice for survey designers

The objective sought is to balance resources so as to minimize error.  Since it is not possible to measure bias, the only path open is to distribute resources proportionately to price variances – the greater the variance for a particular good or service the more price quotes will be collected. But there is no previous history of price collection for PPP purposes or if there is there is no convenient record and even if there were it would probably fail to answer the questions that we have in mind. Accordingly we can only seek partial answers by looking at the experience of the CPI within the country or else use EU findings as a first indication of the most likely path. The following are the results of Eurostat estimates:

	CV

In per cent
	Number of price quotes

	
	For 3 per cent standard error
	For 5 per cent standard error

	10
	11
	4

	20
	44
	16

	30
	100
	36

	40
	178
	64


The following notes (somewhat modified from the original) are worth while bearing in mind at least to get operations started:

Variation coefficients for data collected for purposes of the CPI are an indication for the number of quotations needed, taking into account that variation coefficients may be based upon a rather small number of price quotations and will probably have a downward bias. 

In general, for articles which are defined by brand and model the variation of prices will usually be smaller than for articles with a generic definition.

Minimum number of price observations required per definition

suggestions on the basis of previous PPP experience

	
COICOP
	
Product group
	Number of observations

	1.1
	Food (excluding seasonal products)
	10

	1.2,  2.1
	Non-alcoholic beverages.  Alcoholic beverages
	5 (or 1)

	2.2
	Tobacco
	1

	3.1,  3.2
	Clothing and footwear
	20

	4.3,  4.4
	Maintenance and repair of dwelling (excluding rent); water supply and miscellaneous services
	10  (or 1)

	4.5
	Electricity, gas and other fuels
	10  (or 1)

	5.1
	Furniture and furnishings; carpets and other floor coverings
	15-20

	5.2
	Household textiles
	15-20

	5.3
	Household appliances
	10

	5.4
	Glassware, tableware and household utensils
	10

	5.5,  5.6.1
	Tools and equipment; goods and services for household maintenance
	10

	5.6.2
	Domestic services
	3

	7.1
	Personal transport equipment
	10

	7.2,  7.3
	Operation of transport; transport services
	10  (or 1)

	8
	Communication
	10  (or 1)

	9.1,  9.2,  9.3
	Durables and equipment for recreation and culture
	10

	9.4,  9.5,  9.6
	Recreational and cultural services; newspapers and books; package holidays
	10

	11
	Restaurants and hotels
	10

	12
	Miscellaneous goods and services
	10


The reference to (or 1) applies to all cases of administered or regulated price

Annex III

Annotations to COICOP

A checklist for price collectors

This Annex is based on Eurostat  B3, Guidelines for conducting price surveys relating to household consumption. . The comments and additions in italics are mine

The drafting of definitions for generically-specified products

Besides the more general aspects stated in the main text, mention is made below of important details to be taken into account for the specification of selected product groups. The details of description listed are a distillation of long-term experience and general knowledge of marketing and product technology experts, and do not claim to be comprehensive. 
Foodstuffs 

(COICOP group 1.1)
In the case of foodstuffs, the following characteristics in particular need to be defined:

· upper and lower limits of the quantity within a range which countries are enabled to observe prices for;

· in a number of countries the only form of observing prices of foodstuffs in open markets is by purchasing the item surveyed and calculating a price per standard unit of weight or volume. This practice must not be discontinued in the case of the ICP. Moreover, the practice is accompanied by a generally accepted form of bargaining before the transaction price is arrived at. Where these forms of behaviour are the norm, there has to be agreement that the price collector will simulate a normal buyer in all respects including the purchase of the specified item. 
· drained/net weight in the case of tins/cans of preserved food;

· composition and pre-treatment of the product, if any;

· meat: specification of the cut (these can vary from one country to another);

· fish: always indicate the Latin name.  This may be easier said that done.  Considerable work has taken place in South America taking advantage of the similarity of the two languages spoke in most of the continent. The work applies not only to fish but also to fruit and vegetables.  It would be preferable in these cases to (a) rely on the standard agreed terminology and (b) to require a photograph of the items priced (purchased). This is a case where the common expression of the functional approach (a potato is a potato breaks down. In some instances there may as many as thirty types of potato and no consensus that one is the equivalent of the other…)
· the following possibilities exist for determining the quality: 

· indicating well-known international brands, so that the quality level is recognisable for the price enumerator; 

· determination of certain quality category (e.g. "Domestic brand A"); 

· differentiation between the original product manufactured in a particular region and the generic product (e.g. genuine Gouda from Holland and cheese of the Gouda type produced in a country). The prices of the original product and of the generic-type product are to be surveyed under two different headings. 

· for all products filled in cups, glasses, cans, etc. content should be given either in terms of weight (kg, g) or in terms of volume (ltr, ml, cl) in order to come up with different systems between countries (adoption of conversion factors).  See observation about purchasing non-standard quantities.
· For those foodstuffs that are not available throughout the year or are distinctly less available at some times during the year (ranging from fruits and vegetables to fish) mostly because of climactic factors but also because of tradition or culture, price collection should track the seasonal fluctuation in prices.  Thus at a minimum price collection should take place four times a year and for those products which disappear from the shelves during part of the year, pricing should be timed for mid season. 

Beverages

In the case of non-alcoholic beverages (COICOP group 1.2), a distinction has to be made between beverages contained in non-returnable (one-way) bottles and those contained in deposit bottles. For the latter, the definition should indicate that prices are to be given excluding the deposit.

The prices of alcoholic beverages (COICOP group 2.1) normally depend on the content of alcohol (in particular for spirits), which should always be noted along with price observation. For all types of alcoholic beverages, different categories exist and these should be distinguished by definition, 

e.g. spirits: those distilled from fruits or cereals and distillates strained/blended with synthetic alcohol and flavourings (like liqueur); 

e.g. wine: it is important to distinguish higher quality wine with indication of a year of vintage from lower quality table wine.

Clothing, footwear, household textiles

As is the case with fruit and vegetables and other kinds of foodstuff, clothing and footwear can be subject to pronounced seasonal and climatic influences. In fact, within the same country there may be differences in the climate, which vary seasonally. There are summer clothes (footwear) or dry season clothes and winter clothes or rainy season clothes (footwear). The prices of items of clothing and footwear that vary seasonally should be surveyed quarterly or if only available at certain times of the year should be surveyed at mid-season.  Factors such as fashion, design, material composition and cut play a major role in this area.                                

In the case of clothing (COICOP class 3.1.2) the following characteristics are the most relevant: 

· Intended use, type of clothing (outer or underwear for example);

· Type of material used (e.g. pure cotton, wool [with or without wool mark], 

· synthetic; composition specifying the ratios [e.g. wool/polyester: 50/50]; weave); 

· Weight of material used (light, medium, heavy);

· Size of clothes (where sizes are modelled on a particular standard e.g. North America, state the case);

· Description of cut;

· Type and composition of lining if any;

· Striped, patterned or single-colour, etc.;

(
Particular features of finish (number of pockets, buttons; zip fastener or buttons; etc.)

· Handling: suitable for dry cleaning or machine-washing;

· Sold individually or in packages.

Where the clothing item has a handling instructions label, it should be reproduced (photographed).

The following is the type of instruction we should avoid: 

Photographs and diagrams should be supplied wherever possible, as they can be more informative than purely verbal descriptions. Material samples can facilitate the recording of material quality. 

A good quality finish is expected for all clothing items – but specific additional quality parameters relating to the finishing and to the style should be included.

Instead, the instructions should read:

Photographs should be supplied in all cases. Where it is not possible to take them they should be replaced by a diagram. Material samples are only required in those cases where the price collector cannot provide a precise verbal identification of the material and the weave. Items which are not well finished or kept (missing buttons, stains, uneven weave, tears) should not be priced.

Brand-names can be relevant to identify a common quality level. 

By and large, the following are associated with the high end of the market (even though not necessarily in their countries of origin) and avoided:

(a) Well-known up-market manufacturer brand names – for example Lacoste or Levi’s – which guarantee the same high quality wherever they are purchased. 

(b) Franchise retailers linked to particular manufacturers – for example Rodier or Benetton; 

(c) Retail distributor brand names – for example Marks&Spencer, C&A, Hennes&Mauritz – with a variety of products (always subject to the condition that they are of good quality).

A distinction must be made between the price of a generic item (e.g. jeans) and its branded counterpart (e.g. Levi jeans)

In the case of textiles (COICOP class 3.1.1) the following characteristics should be defined:

· Intended use;

· Type of material (e.g. pure cotton, wool [with or without wool seal], synthetic; composition specifying the ratios [e.g. wool/polyester: 50/50], weave, etc.

· Type of weave (printed; plain weave; twill; etc.);

· Single-colour or patterned;

· Standard size (width) of material;

· Reference size for price conversion (usually 1m²)

In the case of yarns and knitting wool (COICOP class 3.1.3) the following characteristics should be defined:

(
Intended use;

(
Composition of material;

(
Thickness;

(
Weight of ball or thread of an entire bobbin;

(
Length;

(
Finishing.

In the case of footwear (COICOP group 3.2) the following characteristics should be defined:

(
Intended use;

(
Description of type and shape (eg. lace-up derby; slip-on loafer; stiletto; etc.);

(
Upper material;

(
Sole material and finish of sole (sewn or glued);

(
Lining material;

(
Shoe size.

Furniture and furnishings
This group of products is particularly difficult to compare because products tend to be specific for a national market. There can be a relatively high number of brand-name products in each country but these often represent only specific segments of consumption expenditure. In order to get a representative picture of the consumption pattern it is necessary to include a number of tightly specified generic products.

In the case of furniture (COICOP class 5.1.1) in addition to a photograph, which is mandatory, the following characteristics must be taken into account:

(
Intended use (e.g. kitchen/bedroom/living-room, etc.);

(
External dimensions;

· Chief materials used (solid wood or not, type of wood/veneer, type/quality/thickness of panel used);

· Finish  (e.g. varnished); 

· Accessories and features (e.g. metallic/plastic hinges/drawer runners, automatically-damped door closing, etc.) 

(
Number of drawers, doors, shelves, etc.;

(
Design;

(
Furniture pre-assembled / flat-packed / to be transported by customer or shop;

· Price for furniture and service to be specified on the assumption that individual unit or whole kitchen is taken;

In the particular case of “sleeping set” furniture:

(
Intended use (e.g. bedroom vs. living-room furniture);

(
Outside measurements and tolerances;

(
Type of frame (solid or not, type of wood);

(
Surface (texture, type of upholstery);

(
Size and type of mattress

(
Design 

(
Furniture delivered and assembled by customer or shop.

In the particular case of lighting equipment:

(
Intended use (ceiling light, wall light; standing lamp; desk lamp);

(
Type of system (e.g. fluorescent tube; halogen bulb); wattage;

(
Design;

· Content of standard equipment (bulb included or not)

· Dimensions.

In the case of floor coverings:

(
Type of floor covering (carpet, fitted floor covering, floor tiles, etc.);

(
Type of material used (wool, synthetic, etc.);

(
Type of manufacturing (machine sewn, knotted, tufting, etc.);

(
Weight/density (g per m²);

(
Backing;

· Size


Self-adhesive or not

The parameters to be specified for household textiles (COICOP group 5.2) such as curtains, bedding, table cloths, etc. are similar to clothing and materials with the general exception that fashion and styling is not so important and m² prices are often available. The following characteristics must be taken into account:

(
Type of material (wool, cotton, linen, synthetics, etc.; composition);

(
Type of manufacturing (e.g. plain weave);

(
Size

(
Applications (e.g. trimmed sides, lead edge for curtains)

(
Pattern/colour/

 (
Filling (e.g. duck downs)

Electrical appliances

Electrical appliances are defined by using brand names and models. Because of the instability and lack of comparability of makes and models over time if all makes are considered it is best to limit search to the manufactures of the major multinational companies.  Photographs should accompany descriptions 

The most relevant parameters for major household appliances (COICOP class 5.3.1) are the following:

Cooling and freezing appliances

(
Type of cooling system (eg. compressor)

(
Free-standing or built-in

(
Cooling/freezing category 

(
Capacity (gross and net)

(
Power

(
Equipment (e.g. automatic defroster, thermostat, etc.)

(
Dimensions

(
Reference brand and model

(
Price per litre of net capacity

Washing appliances

(
Type of machine (free-standing or built-in, front/top loading system);

(
Capacity (in terms of weight or number of dishes);

(
Number of programs and program facilities;

(
Finish of interior/drum (e.g. stainless steel);

(
Power;

(
No. of rotations per minute;

(
Dimensions;

(
Reference brand and model

Cooking appliances

(
Type of cooker (free-standing or built-in, portable, micro-wave oven);

(
Cooking facilities (number and type of hotplates, interior baking oven);

(
Equipment (e.g. infra-red grill, sliding door with window, interior light, etc.);

(
Power;

(
Finish of surface (e.g. enamelled steel);

(
Dimensions;

(
Reference brand and model

Heating and ventilating appliances

(
Type of appliance (air conditioner, water heater, ventilator);

(
Power;

(
Facilities (number and type of programmes);

(
Equipment (e.g. thermostat, etc.)

(
Finish of surface (e.g. enamelled steel);

(
Reference brand and model

Vacuum cleaners and other cleaning appliances

(
Type of appliance (e.g. cylinder/upright vacuum cleaner, shampooing machine);

(
Power;

(
Facilities (e.g. automatic cable roller, electronically adjustable);

(
Equipment and accessories (e.g. thermostat, disposable dust bags, etc.)

(
Cleaning capacity (e.g. water column, working pressure, etc.);

(
Reference brand and model

With regard to small electrical household appliances (COICOP class 5.3.2), the parameters to specify include: 

(
Type of appliance (e.g. mixer, coffee mill, coffee maker filter/espresso, etc.);

(
Capacity;

(
Power;

(
Facilities (e.g. automatic stop);

(
Equipment and accessories (e.g. thermostat, etc.)

(
Reference brand and model

Services, generally

Services cannot be traded separately from their production, which means that services are consumed as soon as they are produced. Generally speaking, price dispersion for services tends to be narrow within a particular country but wide in country-to-country comparisons. For international comparisons this means that particular emphasis has to be given to the careful definition of service items.

Service items are listed throughout the classification of private household consumption, (e.g. repairs to all kinds of durable goods), and concentrate in certain groups (e.g. maintenance and repair of dwellings; transportation; communication; personal services; cultural, recreational and religious services; financial services, etc.). Not all services can be measured by a price survey.  Non-market services for example, must be measured indirectly. 

Services for which prices are collected by price surveys need a detailed specification, which should take into account the following aspects: 

· a common reference unit has to be defined depending on the type of service and/or on the kind how services are offered on the market. Services can be offered in various ways, for example:

-per unit of time (a plumber summoned to provide repair services would normally charge a price per hour); 

-per unit of space (a painter asked to estimate the cost of repainting/tiling/ or wall papering would base his estimate on price per m²);

-per physical unit ( laundries and dry cleaners may quote a price per kg, or per piece);

-by reference to the whole work done (an electrician might quote a price for an entire rewiring job. Services priced on this basis must be specified very precisely).

· packaged services should be defined in detail to identify different components across countries;

· costs for materials used can be either included or excluded, but this must be clearly specified;

· inclusion or exclusion of travelling time and/or travelling expenses must also be clearly specified;

· all other price-relevant parameters must be clearly specified (eg. public transport: means of transport, distance, definition of a certain fare, etc.);

· rent: price-determining characteristics of the rented property itself, terms and conditions of tenancy agreement.

Annex IV

Adding to the number of quotes established for a particular item

A checklist for sample survey statisticians

	Source of additional price quotes


	Other makes or models
	Other outlets of same type
	Other outlets in same location
	Other readings at different times in the year

	Reasons to increase number of readings
	
	
	
	

	To establish variation
	Because only one of a kind was submitted
	Same make and model: no retail price maintenance policy
	Within the same city – all types of outlet to increase representativity
	Suspicion of unusual discounting practices

	After variation has been established
	No stable representative item
	To increase representativity
	Maximizing chances of being able to price same item over the year
	

	Because averages were challenged
	Verifying whether chosen specifications were atypical
	
	
	


There are bibliographic references to comparative sources of variability that could act as a guide to the difficult decisions involving sample design for the ICP.  A number of them suggest then type of outlet as one of the most important contributors to price variance. However, it does not follow that a similar structure applies uniformly to third world countries. Some discussion however tentative should take place in the course of the regional seminars before embarking on one or another of the possible solutions.

Annex V

Type of error and relevant protective measures

A checklist for editors

1. Transcription (price erroneously transcribed)

2. Specifications (incorrect match between specifications agreed and identified)

3. Class of transaction (special class of transactions incorrectly picked up)

4. Type of outlet (unrepresentative outlet selected)

5. Other 

	Type of error
	Effect
	Edit
	      Availability

	Transcription (price erroneously transcribed)
	Could affect variance
	Distributions and averages
	Quaranta tables or equivalent

	Specifications 
(incorrect match between specifications agreed and identified)
	Could create bias
	Distributions and averages; annotation if required; photo and photo comparison
	Quaranta tables or equivalent

	Class of transaction (special class of transactions incorrectly picked up)
	Could create bias
	Distribution and averages; annotation if required
	?

	Type of outlet (unrepresentative outlet selected)
	Could create bias
	Annotation
	?

	Other 
	              ?
	              ?
	?

	
	
	
	


Annex VI

Classification of retail outlets

Another checklist for price collectors

Eurostat has a taxonomy of retail outlets.  But the categories listed by Eurostat do not lend themselves to a more structured classification. Given the heterogeneity that should be expected to arise in the context of the ICP it is best to foresee a more logical structure from which Eurostat’s categories could be derived. Thus the proposal of a classification structured along the following lines:  

By specificity of product sold 

By size of surface devoted to sales

By informality of organization

By remoteness of the vendor

This might lend itself better to the requirements of participants in the ICP

A possible numbering scheme would be as follows:

1.0 General 
stores by decreasing order of surface and degree of formality: 

1.1 Hypermarkets           (provide range in square meters)

1.2 Supermarkets            (provide range in square meters)

1.3 Superstores               (provide range in square meters)

1.4 Department stores

1.5 Self service wholesale stores

1.6 Mini and micro markets

1.7 Service stations

1.8 Kiosks

1.9 Markets

1.10 Fairs

1.11 Catalogue stores

1.12 E-mail stores

and 

2.0 Specialized stores

2.1 Food and beverages

2.2 Clothing and footwear

2.3 Household furnishings

2.4 Furniture and household appliances

2.5 Photographic, electronic, audio and video stores

2.6 Bookshops, stationers, etc 

The following are the annotations provided by Eurostat to its retail outlet classification. While much of it is not applicable to the circumstances of ICP participants, an adaptation of it considered in the first two regional seminars should not be too difficult to achieve. 

“…At present the supply of prices in such a way as to permit the eventual calculation of a correctly weighted average price across different outlets is the responsibility of each NSI. Nevertheless it might be helpful to follow a classification commonly agreed by the PPP working group in 1995 (Working Party document reference PPA.285). The main criterion for the classification is the level of service offered by the retail outlets.

The nine categories are as follows:


1.
Department stores; specialist superstores


2.
Supermarket, hypermarket, supermarket type food sections of department stores;


3.
Self-service wholesale stores, discount shops, 

4.
Minimarkets, non specialized shops selling mostly food products, service station shops, kiosks; neighbourhood shops;

5.
Specialized shops (traditional retail outlets);

6.
Markets;

7.
Private service enterprises;

8.
Public or semi-public service enterprises;

9.
Other kinds of trade

Type 1: Department stores

Self-service prevailing, with sales assistants; possibility of ordering some products; some after-sales service and repairs.

a)
 department stores


- multispecialist outlet

- large and broad variety; high quality segments for several product groups;
- large sales area;

- place: normally in city centres

- parking usually not provided

- situation: grouped together by definition

- supplies: medium quantities, by product line

b)
 "popular department stores"


the same as a) except


- less service to customers

- smaller variety

- lower quality products predominant

c)
 specialist superstores


- specialized outlet (e.g. hardware; DIY; garden centre)

- medium to large variety;
- large sales area;

- place: normally on the edge of cities

- parking usually is provided

- supplies: large quantities

Type 2: Supermarket, Hypermarket

Essentially self-service; the role of the staff is basically to fill the shelves and work the tills.

a)
 Supermarket


- non specialized outlet selling mostly food products (normally including fresh products);

- other non-durable products also sold (cleaning products, household goods, personal hygiene products, cosmetics, hardware products; sometimes clothes, small electrical goods, .etc.)

- large variety;

- large sales area;

- location: in city centres and suburbs

- parking normally not provided

- situation: shops normally grouped together (e.g. in shopping streets and shopping centres)

- supplies: large quantities.

b)
 Hypermarkets

- non specialized outlet 

- large variety of food and non-food products

- very large sales area;

- location: usually on the peripheries of cities, on the greenfield sites

- parking: large car park

- situation: isolated or grouped (e.g. shopping centres)

- supplies: very large quantities.

c)
Supermarket-type food sections of department stores and "popular department stores"


the same as a) except:

- specialized outlet

- situation: grouped together by definition.

Type 3: Wholesale stores; discount shops, -Self service; staff only working at cash desks; shelves filled by deliverers or contractors; 

-very simple display of goods (no proper shelves, no fixed place for the various types of products).

-discount principle and (sometimes) wholesale purchase principle (customers must purchase a certain quantity of products).

a)
Large cash & carry outlets


- specialized or non-specialized outlet

- usually limited variety; non-branded goods available; not all products are available all the time


- large sales area;

- location: on the edge of towns and cities

- parking usually provided

- situation: isolated

- supplies: very large quantities

b)
 Small cash & carry outlets


- specialized shop

- limited variety; non-branded products available; not all products are available all the time
- small/medium sales area;

- location: in towns

- parking not provided

- situation: usually in a shopping area

- supplies: very large quantities.

Type 4: Minimarkets, service station shops, kiosks, neighbourhood shops

Usually self-service (except kiosks); because of the limited size of the shop only a certain amount of service can be offered.

a)
mini-markets and other non-specialized shops selling mostly food products


- non-specialised outlet selling mostly food and non-durable products with limited variety

- small sales area;

- place: city centres or suburbs

- parking not provided

- location: grouped together (eg. with service station) or isolated shop

- supplies: usually small quantities, by product line.

b)
 Neighbourhood shops


 Like (a) but 

- with smaller variety and

- longer opening hours (eg. Sundays, bank holidays, nights).


c)
 Service station shops


 Like (a) but

- with specific (e.g. car related articles) and every-day assortment (food, stationary, small take-away articles);

- long opening hours 

- location: attached to a filling/service station.

Type 5: Specialized shops (traditional retail outlets)

Full sales service (not self-service) including advice, consultation, the possibility of ordering other products, after-sales service, repairs, as a standard service, normally run by professional personnel, etc.


a)  Traditional shops


-
specialized outlet


-
large variety of stock, with the possibility of ordering


-
sales area: small


-
place: city centres or suburbs


-
parking: not provided


-
situation: shops normally grouped together (eg. in shopping streets and shopping centres);


-
supplies: small quantities

Type 6: Markets

Traditional outlet characterised by its location in a public place. It can be open-air or covered. It can be open every day or not (e.g. once a week). It can consist of professional traders and/or producers. Itinerant shops are excluded from this category.

Annex VIA

Complement of information for price survey reports

(an extract of Eurostat Guidelines)

In addition to the item code and the detailed item specification (and in some cases, a complementary picture), each survey sheet contains the following columns :

“T”
Type of retail outlet


This should be used to record the code of the type of retail outlet as described in the list provided to you by the survey coordinator. The current classification comprises 9 types of retail outlet. 

“S”
Shop code


This should be used to record the code number of the retail outlet in accordance with the list provided to you by the survey coordinator. The name of the retail outlet should not be used.

“P”
Price


This should be used to record the price actually observed. Certain product definitions include a phrase like “[To be converted to cost per unit]”. On no account should any conversion be made at the time of the data collection.

“Q”
Quantity


This should be used to record the quantity of the unit for which the price is collected. Certain product definitions include a phrase like “[To be converted to cost per unit]”. On no account should any conversion be made at the time of the data collection.

“B”
Brand model


This should be used to record information such as the brand or model or manufacturer or country of origin, where this information is not already specified in the product definition.

“O”
Observations and remarks


This should be used to record any complementary information. Generally, please add any comments that you think might be relevant: every additional bit of information recorded at the time of the data collection can be useful during subsequent data processing (a) by the NSI, (b) by the Group Leader and/or (c) by Eurostat.

Annex VII

	COICOP is a hierarchical structure consisting of 12 divisions further broken down into  47 sub-groups, which in turn are further broken down into 117 detailed classes. The ground level of breakdowns - the most detailed level of the classification, referred to as that of Basic Headings accounts for 199 distinct categories.  

· The Basic Headings constitute relatively homogeneous groupings of consumption expenditure, from each of which a sample of products is chosen as a target for price surveys.   In their comments on COICOP’s basic headings Eurostat’s staff add: 

·  “… They constitute the most detailed level possible for which realistic expenditure data (weights) can be supplied by the countries.  The reliability of these data is obviously not as great as at the more aggregated levels, but they give essential information about the structure of expenditure within each country…”




On operational advice for the creation of price lists

· This comment does not shed too much light on the adequacy of COICOP as a classification or on the means used to derive expenditure estimates for each of its categories other than mentioning the trivial expectation that if errors are unrelated the further one aggregates the less their relative impact on the total. Specific products must be selected for each of the COICOP basic headings as a prelude to price collection. 

· Eurostat’s guidelines add the following remarks to the procedure described thus far:

“…The choice of the sample for each Basic Heading is governed by the following criteria:

[the sample] must be representative of the group of products; each product must be defined exhaustively, so that all the countries supply prices for products which are identical or at least sufficiently similar to be comparable, thereby avoiding distortions due to quality differences; the sample must be equi-characteristic (equally representative) for all the countries. Any differences in the relative characteristicity of the sample create distortions in the results (the “Gerschenkron” effect). In order to ensure the equi-characteristicity of the sample, each country must include at least one product which is characteristic (i.e. typical) of its own consumption. In conjunction with the method used to calculate the purchasing power parities for the Basic Headings, this procedure guarantees the equi-characteristicity of the basket representing the Basic Heading.

A moment’s reflection suggests that none of this is particularly operational and all of it must be discussed at the first regional seminar.  A discussion of these three elements is in order.  The notion of “representativity” or “characteristicity” (see discussion of both in this report) is ambiguous. It covers all possible reactions at a retail outlet ranging from a flicker in the eyes of the vendor to his enthusiastic endorsement of the choice by saying that it is by far the most popular item within its category (e.g. DVD players among audio-visual equipment or football games among alternative forms of spending one’s Sunday afternoon). Reticence on this matter invites confusion between what is representative and what is available. It would be infinitely preferable if the ICP’s initial marching orders were accompanied by a definition – no matter how arbitrary – of what constitutes representativity (say at least 50 per cent of all sales of this bundle of goods are accounted for by sales of….). 

There are very few things that can be defined exhaustively. For example, what is the exhaustive definition of a lady’s session at the hairdresser?  One must not forget that as one increases the chances of avoiding a mismatch by lengthening the list of attributes one also increases the probability of not finding a match on the grounds that what has been defined is far too specific. 

Finally, the notion that there must be at least one item in each COICOP Basic Heading is sound but it hardly addresses the question of how many there should be on average or how to be on a solid footing when deciding to allocate x items to one Heading and Y to another. 

Ways to complete the list

The Eurostat guidelines are explicit on the subject:

“…The most obvious practice is to take the existing list, go to the outlets and compare the list with the actual supply of goods and services. Such a field exercise will clearly show which items are still available and sold in sufficient quantities in order to be representative, which new items appeared on the market and need to be registered. It may also come out that certain items have been withdrawn from the market…In many countries the CPI basket is revised regularly (e.g. every year). However, this database might be just a rough indication because it does not take into account the inter-country requirements (i.e. the obligation to define in detail comparable items across countries, which may not be the most typical for the domestic market).

· Information from other official statistical sources (household budget survey, retail surveys, detailed expenditure data from NA) can be used to identify changes in consumption patterns and economic trends although such databases may not be timely and/or detailed enough….Another alternative is to exploit data which is collected by professional companies (marketing research institutes, commercial organizations, consumer organizations, etc.). This information is normally available on special order and can be bought (relatively expensively), although some information is freely available (extracts published in newspapers etc.)

· It is possible (but probably the most time consuming) to get information about actual market trends and new products via expert interviews (with shop owners, sales managers, producers, importers, marketing experts, etc.), visits to trade fairs, and via the collection of consumer magazines, trade magazines, catalogues, marketing documentation, brochures, etc.

A mosaic (sic) strategy can be used, combining all or several of the foregoing methods…”

Again, the instructions are explicit but not particularly operational at least not for the bulk of countries that are going to take part in the current round of the ICP. For them the issue is simple – do they have CPI machinery or not. If they do they may find a way of using it for ICP purposes. For example, discussions held in connection with the CPI may provide a ranking of what exists, what barely exists and what does not exist at all; what exists and has acquired a certain stability throughout the consumers’ market in the sense that its characteristics will not be changed as soon as the next ship docks at the country’s major port. If such discussions have never taken place, not only is it unlikely that the National Institutes of Statistics will have the capacity and the “people power” to engage in something that should be familiar, for the sake of the ICP.

The alternatives to using the CPI machinery for all it is worth are not impressive. The bulk of the countries involved will hardly have any other price index and therefore neither any resident expertise not call for such expertise.  It will not be adept at using technical journals to find out about models, availability and technical characteristics. It will no doubt wish to take advantage of its participation in the ICP to improve its capabilities and in that sense will put its name down for technical assistance as soon as the funds to finance such assistance become available.  What Eurostat adds is interesting but hardly practicable in the overwhelming majority of cases. 

The recommendation should be:

Whereas it is accepted that there is no easy or cheap way of determining statistically weights below what is provided by COICOP basic headings, it is necessary nonetheless to assess the representativeness of alternative goods or services within each heading. That assessment can be made with the help of CPI price collectors and their network of acquaintances in the trade and in retail outlets.  Where no such determination is possible, cruder methods will be used. They will include the quick measurement of advertising space devoted to a particular make or make and model (in the case of household durables, motorcars, tinned edibles etc.) or the equally quick assessment of shelf space in a small sample of supermarkets given to a certain edible product or a product used for personal or household care.  The spaces or areas determined after this fashion will be used as an indicator of the rough proportion that the goods represents in total consumer purchases. Imported goods can be further checked by those countries that have access to the documentary detail of import transactions by for example examining value shares of a particular make in its category in the imports of a selected year. 

Annex VIII

Basic headings which the OECD represents with reference PPP’s

	Basic heading
	Reference PPP

	· Narcotics

· Animal drawn vehicles

· Games of chance

· Prostitution 

· Insurance
	· PPP s for household final consumption expenditure (excluding basic headings under health and education)

	· Package holidays
	· PPP’s for transport services and PPP’s for restaurants and hotels

	· FISIM
	· PPPs for other financial services n.e.c

	· Social protection (households, NPISHs and government

· Recreation and culture (NPISHs and government

· Other services (NPISHs)
	· PPPs for govt. final consumption expenditure

	· Misc. services relating to the dwelling

· Housing (NPISHs and govt.)
	· PPPs for actual rents

	· Hospital services (households)

· Health (NPISHs)

· Hospital services (health benefits)

· Net taxes on production of health services

· Receipts from sales of health services
	· PPPs for production of health services by govt.

	· Education by level (households)

· Education (NPISHs)

· Education benefits

· Net taxes on production of education services

· Receipts from sales of education services
	· PPPs for production of education services by govt.

	Health benefits and reimbursements
	PPP’s for household final consumption expenditure on

· Medial and pharmaceutical products

· Therapeutic appliances and equipment

· Outpatient paramedical services

· Outpatient dental services

	Intermediate consumption (production of health services)

· Medical and pharmaceutical products

· Therapeutic appliances and equipment
	PPP’s for household final consumption expenditure on

· Medical and pharmaceutical products

· Therapeutic appliances and equipment

	· Intermediate consumption (production of health services)

· Intermediate consumption (production of education services)

· Intermediate consumption (production of collective services)
	· PPPs for household final expenditure on the domestic market (exc. Health, education etc.)

	· Gross operating surplus (production of health services)

· Gross operating surplus (production of education services)

· Gross operating surplus (production of collective services)
	· PPP’s for gross fixed capital formation

	· Net taxes on production of collective services

· Receipts from sales of collective services
	· PPPs for production of collective services by government

	· Products of agriculture, forestry, fisheries and aquaculture

· Other transport equipment

· Other products n.e.c.


	· PPPs for gross fixed capital formation

	· Increase in stocks
	· PPPs for “goods”

	· Acquisitions less disposals of valuables
	· PPPs for jewellery, clocks and watches

	· Net purchases abroad

· Balance of exports ands imports
	· Exchange rates


Annex IX

Special circumstances affecting transaction prices

The following comments are based on the Eurostat guidelines but differ from them in a number of important respects. The principles however are the same. Specifically – the objective for the price collector is to obtain as pure a price as possible. Prices which are quoted for a short period of time; and that are only available to a special category of purchasers must not be quoted.  

	Type of transaction or component thereof
	Included
	Excluded

	Taxes and charges
	
	(

	Sales and reductions
	(
	

	Permanent discounts
	(
	

	Negotiated prices

	(
	

	Cash back
	
	(

	Discount days
	
	(

	Account holders
	
	(

	Extra goods offered free
 
	
	(

	End of line products
	
	(

	Catalogue (and e-mail) prices
	(
	

	Delivery charges
	
	(

	Seasonal prices

	(
	


Appendix I

Extract from the 

Terms of reference:

( Develop a coherent survey framework for price collection. Address both conceptual and practical issues related to sampling and data collection methodology. Discuss the trade-off between the comparability and representativity of items selected for pricing and develop objective criteria to establish a balance between exercising expert judgment and applying scientific survey framework. Investigate alternative approaches and recommend how best to collect prices for comparison resistance services.  Provide explicit guidelines with respect to coverage, selection of regions, and the number and types of outlets,  as well as issues of timing and frequency of collection.

( Prepare specific guidance on how the question of national average calculation can be done most effectively, taking into consideration price variation across time, regions and outlets, and urban and rural areas. 

( Building on the procedures outlined in the ICP handbook, develop expenditure classifications with detailed descriptions. Identify sources of data for estimating the expenditures at the basic heading level, taking into account the minimum requirements for the world comparisons. Identify major departures from SNA and provide specific and practical correction procedures to establish harmonized statistical concepts according to international norms and standards.  Document best practices.

( In the light of the proposed initiative to integrate ICP and national statistical programs, propose steps to strengthen national capacity, specify what can be achieved in the short term, and describe what needs to be done concurrently to maximize the integration of the two programs in the long term. Recommend steps to be taken and provide practical guidelines to implement the integration process. 

( Identify common sources of sampling and non-sampling errors and suggest practical solutions. Formulate a coherent quality checking procedure that facilitates the systematic assessment of quality differences on consistent bases across regions with in a country as well as across countries. Provide guidelines for evaluating and adjusting for observed quality differences both for goods and comparison resistant services. 

( Prepare a report that will serve as a comprehensive handbook and reference material that will also act as a step-by-step compilation guidebook.  







� United Nations: Handbook of the International Comparison Programme, Studies in Methods, Series F No. 62, New York 1992


� See Reports of the 28th and 29th Sessions of the United Nations Statistical Commission; Critical Problems in Economic Statistics, Report submitted to the 28th Session of the Commission; and J. Ryten: The ICP – An Evaluation, Report submitted to the 30th Session of the UN Statistical Commission.


� The forthcoming round of the international comparison project is the seventh of its kind, and while similar to the previous rounds it is likely to benefit from a greater than ever number of participating countries.  The proportion of newcomers in the past three rounds has been sufficiently important to warrant a great deal of special attention to be paid to their needs. 


� The calculation of international trade by regions and economic trading blocs; the estimation of tourism and migratory flows by groups of countries rather than for single countries are additional examples albeit far easier to estimate


� The classifications used by Eurostat-OECD exist but there is no central record of the annotations recorded for the ICP countries in their last round.


� United Nations Statistics Commission: The ICP: an Evaluation.  Report of the 30th meeting of the Commission. 


� See Joint World Bank-OECD Seminar on Purchasing Power Parities:  Integration of CPI and PPP: methodological issues, feasibility and recommendations. D. S. Prasada Rao. Washington 2001


� See United Nations:  System of National Accounts, New York 1993.


� See comments in proceedings of the United Nations Statistical Commission regarding the ICP project. See also the document submitted to the Commission on critical problems in Economic Statistics. 


� Of course, if questions are at a very specific level of detail not much can be said analytically although it would still be important to point out the thoroughness of the data collection operation and the stringency of the post-collection checks. 


� See Handbook pp.6-8. See also Handbook , Annex II, p.72 for a description of the methods of aggregation.


� The balancing items – change in stocks and net exports of goods and services – can be either positive or negative and their independent conversion into PPP valuation is bereft of meaning. There are conventions for their adjustment (e.g. exchange rates for net exports) and their function is to ensure that components add up to total GDP.  


� In this respect in an Annex to this report a comparison between the full fledged expenditure breakdown of GDP as required by Eurostat-OECD and the abbreviated breakdown that formed the basis of the 1993 ICP round. The latter was a somewhat belated recognition that expenditure weights need a great deal of improvement before they start yielding trustworthy results. One of the virtues of the ICP is that it makes the elements necessary for a critical review of national GDP’s much more accessible.





� The Handbook has an appended Glossary, which requires updating in the light of developments affecting the CPI, SNA, and not least the ICP.


� Naturally these assumptions are made so that they can be discussed in an appropriate venue. They should not be taken as more than indications of subjects, which must be discussed. 


� See a discussion of what it is that should be transmitted to inter regional coordinators on pp. of this report. The issue is whether the coordinators should receive so-called “national annual average prices” or whether they should receive the actual price quotes.


� For a discussion of the “required number” see sections 7 and 8 of this report.


� Priority should of course be given to “ideal” products- the ones that are both comparable and representative. 


� See table 2 for actual averages by geographic region.


� That is, after allowing for local effects caused by climatic differences in turn caused by differences in latitude and altitude. 


� The proposal was that it was best to concentrate on what could be done effectively and impute the results to the rest of expenditures than to fail to concentrate resources trying to measure imperfectly all categories of expenditures. This reasoning while amounting in practice to Ian Castles’ proposal to the OECD starts from different premises. 


� Source:   World Bank


� Some twenty years ago, H. Fell and J. Ryten conducted a small-scale survey of camera equipment in Hong Kong. The questions to be answered were very different from what is sought through the ICP and the results were never published. But the number of elements involved in comparing among outlets what started out as a simple item – a 35 mm SLR of a given make and model – turned out to demand specifying the inclusion or exclusion of at least seven other attributes some of which appeared singly in one outlet and jointly in another etc. 


� There are however studies of the technical evolution of breakfast cereals that would us believe the opposite. I owe this proposal to a suggestion made by Francette Keuchlin of the OECD but the responsibility for making it more formal is exclusively mine.


� The participants at the recent World Bank-OECD seminars could be canvassed to become members of such an expert body. Elsewhere in this report is a list of duties that this body should be entrusted with.


� This is a shorthand reference to all the pricing and additional surveying that must be conducted at national level. 


� A list of “reference prices” used by the OECD  is shown  as an Annex to this report.  It is an example of what can be done to apply the principle of minimum distortion to the major aggregates. 


� For the overwhelming majority of countries participating in the current round of the ICP, items of machinery and equipment will be imported and their descriptions are to be found in the HS a classification with which most will be familiar and whose maintenance at national level is guaranteed by Customs administrations. 


� Eurostat’s recommendations are for prices to be taken exclusively at the national capital and for adjustments to be made subsequently so as to give the prices an estimated national coverage. Unfortunately, for those countries where there is no CPI pricing outside the national capital there are few elements that would make an adjustment possible other than the results of a special survey. 


� The earmarking of a modest fund for research has this kind of situation in its sights.  The idea is to create an agenda for researchers so that at the next round, the planning and the adoption of harmonized principles can start on a better footing than what has been foreseen for this one. 


� Eurostat’s estimates of the minimum number of quotes per type of product are shown as an Annex to this report. In addition, and also shown as an Annex, there are two tables showing in schematic form respectively the different sources of error and the alternative sources of additional price quotes.


� This decision and a number of others of the same type will make up a research agenda for the group of experts designated to answer questions that remain open after the current round of the ICP. The hope is that concerted research efforts will make it possible to get started on the planning of the next round of the ICP with less unknowns than on this occasion. 


� V. Quaranta: A Data Quality Control Approach in Price Surveys for PPP’s Estimates, in Improving the Quality of Price Indices, Eurostat, Florence 1995


� The countries in question are: Armenia Azerbaijan, Belarus, Georgia, Kazakhstan, Kirgizstan, Tajikistan, Turkmenistan, and  Uzbekistan. The Ukraine acts directly. Mongolia however, is part of the group.


� For purposes of this discussion it is not relevant how the averages are calculated. The logic of the procedure is to calculate averages in which all countries take part and to isolate those countries that supply deviant observations. 


� If no other mention is made, the expression “average” corresponds to an unweighted average. 


� Assume that a tariff is made of four bundled components: A+B+C+D and that within a group of countries some report (A+B) + C; others  A+ (B+C); others C+D etc. but no one reports the 4 components separately. The proposal is to calculate a regional synthetic total broken down into its four components so that the average ratios A/B, A/C, A/D, B/C, B/D, C/D will be respected where they are not directly observed. 


� From OECD’s web site. 


� We can agree that the areas of education and health are both too complicated and too controversial to be the object of quality adjustments. Moreover, there are no precedents for such adjustments in official national statistics and the ICP is hardly the vehicle to introduce something that is controversial at national level.


� The expectations in the CIS regarding the demography of specifications should be of interest to countries taking part in the ICP. They range from just under to over 5 per cent births per annum, which is the same as saying that every three years one in seven specifications per country would be new. There is no study that I am aware of estimating the extent to which globalization has increased the overlap in specifications or whether its effects are offset by more exacting standards in the execution of new rounds of the ICP. 


� From Handbook, p.14, paragraphs 50 et seq


�  See Handbook, paragraphs 153 to 157 and again 161 to 166.


� Handbook, paragraphs 77 and 78.


�. Assume there is a scoring table for each commodity as to it characteristicity ( K ) and its comparability (C ) where is 0 is minimum is 1 is perfection. Take as a model the Macdonald hamburger – as the example of a product that scores 1 for comparability and in those countries where it represents adequately all fast foods and the latter are in very high demand, it scores 1 for K.  The score of 1 is the topmost value for those and only those goods and services which by all reckoning represent adequately a basic heading and at the same time can be easily matched with their counterparts in their region and eventually in the entire world.  The objective of selection in the first iteration of the ICP is to have chosen a list of goods and services (L) such that L= max(C*K) subject to some budget constraint. One constraint on this maximization is that we also want to ensure that the overlap of goods and services selected for the ICP and that in the national CPI is a maximum.  





� It is actually a datum of analytical interest to compare, subject of course to the same budgetary constraints, the overall (C*K for a region attained in one ICP with what was attained in a subsequent round. One presumes that having dealt with all the caveats, a significant increase would indicate to which extent certain markets are becoming more global.


� This example is borrowed from the Handbook, paragraph 100 et seq.


� See discussion of this matter in last section b efore the Epilogue


� The decision to collect national prices requires additional agreements.  For the few who have such a capability it is easier to provide a segment for the national capital. For those who do not have a network of price collectors the expense involved in carrying out a reliable collection could well exceed their available resources. It follows that an additional discussion and an agreement are required to specify those items that must be collected outside the capital city in order to estimate adjustment factors reliably.


� It is questionable whether this is sufficient. The regional coordinator should not only be an editor of processed data but should have as much of a feel for their variation as the actual price collector. Part of the first regional encounter should be devoted to a discussion of what is permissible under the national Statistics Act.  Those countries that can transmit actual price quotes should do so. 


� In addition to specific photos, the national data collectors, in line with Eurostat’s suggestion should also have access to manuals of the kind of the Oxford Visual Dictionary, ISBN 0-19-863145-6).





� The principle has never been put forward as “ shelter is shelter” .


� See also as an Annex to this report a discussion of Eurostat’s guidelines for choosing representative products foir each Basic Heading and the limitations of that advice.


� At no time should it be forgotten that the press is apt to be the biggest ally and most powerful disseminator of the results of the ICP.  Without a groundswell of support from countries taking part in the round, the ICP no matter how well it is financed initially, will have poor prospects for survival.


� In the Summer of 2001, six South American countries reached agreement on how to harmonize their respective CPI’s.  At first, national representative viewed the objectives of the project as excessive and inconsistent with the abilities of their neighbours. The closeness of contact however developed a team spirit that made them comply with all deadlines and eventually finish the project on time and well within the budget allotted. Forging teams in this sense should be one of the prime aims of the regional coordinators. 


� I am impressed with the demonstration I was given of the software used by Goskomstat in its role as coordinator of the CIS countries and Mongolia. The software in question has modules for national data collection that generates national data files and once national data are pooled , a tool for detection of outliers (see in this connection the discussion above of alternative methods of editing data). 


� This will be the US Dollar in some but not necessarily in all cases


� The ICP – An Evaluation, Report submitted to the 30th Session of the UN Statistical Commission.





� The rank correlation test might signal it


� As opposed to stories that specialize in selling a few categories of goods 


� There is a missing boundary between what constitutes a general and what constitutes a specialized store. That boundary must be specified in a quantifiable form. 


� While negotiated prices for food items are to be included – in many cases there are no others – it is preferable not to include negotiated auto prices on the grounds that there is no norm to comply with and it is not possible to simulate a purchase by buying an auto (contrary to what happens with food purchases).


� Unless they are important, generally available to all and available all the time.


� Provided they are surveyed systematically as described in the text above. 
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