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The mission of national statistical institutes is to collect and disseminate data.

Decades ago, this meant producing reports that consisted of tabular data de-
signed to answer pre-defined questions. The increasing complexity of 21°
century society has put increasing pressure on such institutes to produce mi-
crodata that allows policy analysts and researchers to pose and answer ques-
tions of their own choosing. Such pressure creates both opportunities and
challenges. The relevance and stature of statistical agencies is enhanced by
dissemination of data that policy makers can use to answer complex questions
quickly. But the development of new types of integrated microdata, substan-
tial reductions in computing costs, and information technology advances like
the Internet have exacerbated the well-known confidentiality challenges to the
creation of public-use files and the expansion of other access modalities. A
related challenge occurs when some custodians delegate data dissemination
responsibilities to a secondary data producer, such as the International Com-
parisons Program (ICP). >>
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Letter from the Editor

Dear Readers,

The Newsletter has been renamed The ICP
Bulletin. The change in name reflects the cul-
mination of a gradual shift in focus from a

reportorial newsletter designed to inform readers about
the status and progress of the ICP surveys to a pub-
lication with greater emphasis on methodological and
analytical areas.

With this issue, we also introduce an Editotial Board
composed of renowned international experts and schol-
ars, with great diversity in their areas of specialization.
Each article appearing in the Bulletin has been peer-re-
viewed by at least two Board members.

This inaugural issue carries a number of informative
pieces. The first cover article by Ifzal Ali provides an ac-
count of the trials and tribulations of implementing the
ICP in 23 Asia-Pacific economies. The article narrates
how the challenges were overcome through collective
commitment, harmonious collaboration and method-
ological innovations. It also presents the highlights of the
preliminary Purchasing Power Parity (PPP) estimates.

Inits January 17, 2007 issue, the Economist hailed the ICP
as the largest statistical undertaking in the world. Indeed,
the ICP produces a wealth of information providing a
premier knowledge base for a wide array of research en-
deavors. When it comes to providing data access there
are two challenges. The first is establishing an optimum
equilibrium between confidentiality concerns and data
accessibility. This is the theme of the second cover story
by John Abowd and Julia Lane. Though their article was
not prepared with the ICP in mind, it addresses both
general and specific questions that would, to a varying
degree, apply to the rich and detailed ICP data.

The second challenge is striking a delicate balance be-
tween supporting research efforts and ensuring that
data that do not meet minimum quality standards are
not widely disseminated. This is the underlying mes-
sage in Paulus Konijn’s feature article. I hope that the
two articles will provide the impetus for addressing the
tension between the intertwined issues of data quality,
accessibility, and confidentiality in a judicious and bal-
anced manner.

Also in this issue, Steve Burdette presents a new method-
ology designed to improve the comparison of machin-
ery and equipment goods. Fred Vogel presents a short
status and progress report of the global program. Angus
Deaton and Olivier Dupriez contribute an article on the
progress they have made in their research on Poverty
PPP aggregation methodology and data compilation ef-
forts. Chris O’Donnell and Prasada Rao present a short
summary of their research targeted at estimating expen-
diture shares for countries that do not have recent or
reliable household expenditure survey data required to
calculate poverty PPPs. Sultan Ahmad, David Baran and
Marjanca Gasic present a short report on their market
reconnaissance mission in Hong Kong and Malaysia.

Michael Ward comments and builds on Paul Cheung’s
article that was published in the last issue: The System
of National Accounts — Implementation Status and
Implications for the ICP.

Finally, this issue bids farewell to Siew Hua Amy Lee,
our Associate Editor. During the last couple of yeats,
Amy wore different hats, advising on the direction and
presentation of the newsletter, serving as production
and circulation manager, and above all exercising her
role as a very able Associate Editor. She is moving on
to new responsibilities as a senior editor at The Straits
Times, Singapore’s leading national newspaper. Best
wishes, Amy!

Yonas Biru

www.worldbank.org/data/icp



Uses of PPP Data for Research, Analysis and Policy
Paulus Konijn, Eurostat

The main users of purchasing power parities
are widely perceived to be the international or-
ganisations - Eurostat, International Monetary
Fund, Organization for Economic Coopera-
tion and Development, United Nations and the
Wotld Bank. This has been the norm since the
economic indicator first became available. But
now, there is a growing demand for PPPs from a variety of
national users. They include government agencies, universities,
research institutes, public enterprises, private firms, banks, jour-
nalists, and individuals.

International organisations, government agencies, universities
and research institutes use the indicators as inputs for research
and policy analysis requiring comparisons between countries. In
such studies, they are employed as currency converters to gen-
erate volume measures aimed at comparing levels of economic
performance, economic welfare, consumption, investment,
growth, overall productivity and government expenditure on
defence, police, health, education, etc. Likewise, PPPs are also
used as yardsticks to compare price levels, price structures, price
convergence and competitiveness. Journalists use them in their
commentaries on economic and social policy issues.

Public enterprises apply PPPs when comparing their prices and
operating costs with their counterparts in other countries. Pri-
vate firms use PPPs for comparative analysis involving prices,
sales, market shares and production costs. Banks employ them
in economic analysis and in the monitoring of exchange rates.
Individuals often refer to PPPs in salary negotiations when mov-
ing from one country to another (as do the personnel managers
with whom they are negotiating).

Except for the European Commission (EC), PPPs are currently
not used by any international organisations to calculate mem-
ber countries’ contributions or to assess their eligibility for aid
grants or access to loans on favorable terms. Some 30 percent
of the EC total budget is spent on the Structural Funds aimed at
gradually reducing economic disparities between and within EU
members. The bulk of the fund is allocated on the basis of PPP-
converted regional GDP per capita.

Some examples of recent research based on Eurostat/OECD
PPP data

PPPs are statistical constructs rather than precise measures.
They provide the best available estimate of the size of a coun-
try’s economy, the well-being of its people and its general price
level relative to other countries. However, like all statistics, they
provide estimates lying within a range of estimates — the “er-
ror margin” — that includes the true value. The error margins
surrounding PPPs depend on the reliability of the expenditure

weights and the price data, as well as on the particular goods and
services selected for pricing by participating countries. As with
national accounts data generally, it is not possible to calculate
precise error margins for PPPs or for the real final expenditure
levels and comparative price levels derived from them.

While error margins are smallest at the GDP level, they are larger
at the level of the main aggregates. Because the margins of error
increase with the lowering of aggregation level, neither Eurostat
nor the OECD publishes results of their comparisons below a
certain level of detail. However, that does not preclude research-
ers from accessing the detailed data provided they submit a writ-
ten request describing the aim of the research and the methods
that will be used, as well as a statement of confidentiality certify-
ing that the data will not be made public. Mostly, the requests
concern PPPs, price level indices and expenditure weights at
basic heading level, covering about 220 or so aggregates. In inci-
dental cases, average prices at product level are also requested. 1f
a request concerns data related to one or a few countries, those
countries are asked to approve the data delivery. But when a re-
quest is made for all countries, Eurostat will decide whether the
data will be provided. In practice, though, almost all the requests
are accommodated under the confidentiality regime.

Some of the data get published in well-known journals. One
recent example is the article, titled “One Market, One Money,
One Price”, by Allington, Kattuman and Waldmann, in the De-
cember 2006 issue of the International Jonrnal of Central Banking.
The article examines the impact of the introduction of the euro
on the integration of markets in Europe, using price dispersion
measures, concluding the euro had a significant integrating ef-
fect. The authors used PPPs and comparative price level indices
at basic heading level for their analysis in 15 countries that were
EU members in 1995-2002. Eurostat constructed this seties of
data in a revision of the PPP survey carried out in 2003.

Another example is an article by Crucini, Telmer and Zacharia-
dis, titled “Understanding European Real Exchange Rates”, pub-
lished in the Awmserican Economic Review, in 2005 (volume 95:3). The
article looks at the “Law of One Price” (that identical goods in
different countries should have identical prices, once the prices
are expressed in common currency units) at a very detailed level
of products. In other words, it examines the very notion of put-
chasing power parity, concluding, nter alia, that there are roughly
as many overpriced as there are underpriced goods between any
two EU countries. The paper uses data on average prices, which
were published by Eurostat for the benchmark years 1975, 1980,
1985 and 1990. The authors are currently extending the research
by using data from 2003-2005 surveys, obtained under the con-
fidentiality regime.

The detailed PPP data are also used to analyze the effect of
competition on price levels. For example, the Danish authorities
regularly use detailed (basic heading) PPPs to analyse if the rela-

.. continued on page 4
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Kongjn .. continned from page 3

tively high price levels in Denmark are due to a lack of competi-
tion in their country. The Dutch Central Bureau of Economic
Policy Analysis received detailed PPPs to be used as underly-
ing materials in a model of the EU agricultural sector. Recently,
Eurostat published comparative price level indices for pharma-
ceutical products in 31 European countries. As pricing of phar-
maceuticals in Europe is a highly political matter, this publica-
tion spawned a host of requests for information including the
underlying detailed data.

Limitations of purchasing power parities

Eurostat and OECD simultaneously try to raise awareness of the
limitations of the PPP data among the users. The main purpose
of the Eurostat/OECD program is to construct deflators for
comparing national accounts main aggregates across countries,
which implies that using the data for other purposes has to be
done with care.

For example, GDP and GDP per head are often used to rank
countries by economic size and economic welfare. But neither
the indices of real final expenditure on GDP nor of real final
expenditure per head on GDP should be used to establish a strict
ranking of countries. Instead, they are best used to assign coun-
tries to groups with similar GDP per head. Likewise, comparative
price level indices can be used to rank countries by their general
level of prices, but in this case too, countries with similar price
levels should be grouped together rather than ranked strictly.

Comparative price levels at GDP allow the general price levels
of countries to be compared with that of a reference country.
A value over 100 indicates a higher general price level; a value
under 100 indicates a lower level. Comparative price levels also
indicate the degree to which a country’s exchange rate reflects its
general price level in relation to that of the reference country. A
value over 100 indicates that the exchange rate understates the
general price level; a value under 100 indicates that it overstates
the general price level. To be sure, this is not the same as saying
a currency is undervalued or overvalued.

Although PPPs appear in international trade theory in the con-
text of equilibrium exchange rates —(that is, the underlying rates
of exchange to which actual exchange rates are assumed to con-
verge in the long term), our PPPs are not fully relevant for this
purpose as they do not refer solely to domestically produced
tradable goods and services valued at export prices. They have
been calculated specifically to enable international price and vol-
ume comparisons to be made for GDP and its component ex-
penditures. As such, they refer to the entire range of final goods
and services, which make up GDP as a whole including many
items, such as buildings and government services, that are not
traded internationally. In addition, except for net foreign trade,
they are valued at domestic market prices and are calculated us-
ing expenditure weights that reflect domestic demand.

Indices of real final expenditure on GDP provide a “snapshot”
of the relative volume levels of GDP among participating coun-
tries for a given period or reference year. When placed side by
side, the indices of consecutive reference years appeat to provide
a “moving picture” of relative GDP volume levels over the years.
This apparent time series of volume measures is actually a cur-
rent price time series showing the combined effect of changes
in relative price levels and in relative volume levels. Within each
reference year, the indices are at a uniform price level, but that
changes from year to year. As a result, the rates of relative growth
derived from the indices are not consistent with those obtained
from the constant price estimates of GDP of those countries.

To trace the evolution of relative GDP volume levels between
countries over time, it is necessary to select one of the refer-
ence years as a base year and then extrapolate that over the
other years. Extrapolation is done by applying the relative rates
of GDP volume growth observed in different countries. This
provides a time series of volume indices at a constant uniform
price level that replicates exactly the relative movements of
GDP volume growth of each country. Underlying this method
is the assumption that price structures do not change over time.
But it is an economic fact of life that relative prices do change
over time and, if such changes are ignored over long periods, a
biased picture of the relative economic developments of coun-
tries can result. The choice of base year can also influence the
picture that emerges.

The comparative price levels of household final consumption
expenditure are sometimes used to measure the differences in
the cost of living between countries. This is correct to the ex-
tent that they indicate whether the overall average price level for
consumer goods and services in one country is higher or lower
than those faced by the average household in another country.
Houscholds or individuals considering moving from one coun-
try to another for reasons of employment, retirement or even
vacation should exercise caution when attempting to infer from
these measures of overall price levels how the change of country
will affect their cost of living. The comparative price levels of
houschold final consumption expenditure reflect the expendi-
ture pattern of the average household, which in all likelihood is
very different from that of the household or individual contem-
plating the move. Also, the comparative price levels are national
averages and they do not reflect differences in the cost of living
between specific locations such as L.ondon and Paris or the Cote
d’Azur and the Costa del Sol. B
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Methodology

Comparing the Prices of Machinery and

Equipment Goods across the Globhe
Steve Burdette, /nternational Consultant

The International Comparison Program com-
pares price levels across countries for a range
of nationally representative and regionally or
globally comparable goods and services. Gross
fixed capital formation, consisting primarily of
construction projects, machinery and equip-
ment goods is one of the principal components
of Gross Domestic Product, accounting on average for around
20 percent of the total GDP. This article focuses on the com-
partison of machinery and equipment goods and presents a new
approach based on the Structured Product Descriptions (SPD)
method. Introduced as part of the concerted remedial actions
for the 2005 round of ICP surveys, this approach is aimed at im-
proving the quality of purchasing power parity (PPP) estimates.
In the March 2007 issue of the ICP Newsletter, Sultan Ahmad
noted that comparison of price levels of products in the ICP
rests on the so-called potato is a potato assumption. The essence
of this assumption is that holding product quality, outlet type,
quantity, packaging, and related delivery services, the relative
costs, for example of a kilo of a potato or a piece of clothing
can be compared reasonably across countries. In ICP, Product
Specification (PS) for a typical consumption good such as a kilo
of potato or a specific type of men’s suit is quite detailed. It cap-
tures most of the relevant price determining parameters aimed
at ensuring direct matching of products.

The challenges with machinery and equipment goods

When comparing machinery and equipment goods, the identity
principle carries little sway. A farm tractor can provide a good
example. A basic no-frills tractor, such as Massey Ferguson, is
usually available throughout the world. But its prices can vary
because of certain economic and regulatory factors. For exam-
ple, adding basic operator protection, engine and noise emission
compliance, lights and control interlocks will result in a signifi-
cant difference in price for the same tractor functionality. For in-
stance, a typical Western European medium-range tractor comes
with a specific design dictated by legislation and climate, increas-
ing its price by 50 percent or more. The same tractor can be
sold in parts of Asia without rollover protection system, further
increasing the price gap. This happens even when the product
has the same make and model, and churned out from the same
assembly line. Furthermore, local and regional manufacturers of
equipments often create clones of current or obsolete products
for lower-priced markets. There is also significant modification
of equipment goods (e.g, trucks and buses) to accommodate
specific local needs, which could include cultural preferences.

When factors related to differences in functionality, longevity,
and engineering technology are built into the machines, and
product modifications are considered, identifying products that
meet the often-conflicting criteria of representativity and com-

parability takes a complex dimension. Preparing very detailed
specifications to enhance comparability would result in a small
and unrepresentative sample. Broadening the specifications to
maximize the list of items (for example, relying on makes and
models) would undermine comparability. The challenge facing
ICP experts is to accommodate global diversity in products,
while establishing maximum comparability.

A new approach - A hybrid of PS and SPDs

The approach adopted for the 2005 ICP round was to prepare a
detailed specification including price determining technical char-
acteristics, as well as make and model to facilitate exact matching
of equipment goods where possible. If exact matching was not
possible, the aim was to use SPD templates that would provide
consistent sets of checklist for five specific price determining
parameters: functionality, reliability/durability, productivity, per-
formance and technology.

In developing the new approach, what has been created is a hy-
brid of a detailed PS and broad or generic SPD templates that
can be used as a PS in some cases, but also serves as a SPD
checklist in other cases. This allows countties to price a product
with some characteristics that differ from or are absent in the
baseline product specification. In other words, if exact matching
is not possible, the approach permits price comparisons, holding
constant the main technical characteristics of the product.

Concept to implementation - developing generic PSs and SPDs
The current ICP 2005 PS/SPD for machinery and equipment
goods reflects an evolution of a core list prepared by the ICP
Global Office augmented by the 2003 Eurostat Equipment
Goods Survey, the corresponding 2004-2005 CIS list, and the
1993 Africa list. A consensus of the ICP experts who attended
a Regional Coordinators meeting in Washington in September
2004 provided an impetus to consolidate the list into 185 PS/
SPD generic templates covering seven basic headings: (1) fab-
ricated metal products, (2) general purpose machinery, (3) spe-
cial purpose machinery, (4) electrical and optical equipment, (5)
motor vehicle, trailers and semi-trailers, (6) other manufactured
goods, and (7) software.

The hybrid of PS and SPD methodology resulted in a template
for each product that describes its use, provides an accurate pic-
ture, lists manufacturers/equivalent models and provides key
identifying information on each of the five technical characteris-
tic sections. The generic PS/SPDs were designed to be broad in
their description aimed at accommodating diverse equipment/
tool categories, yet remain consistent enough for regional coor-
dinators to build on them and draw region specific PSs/SPDs.

Adapting the generic PSs and SPDs to reflect regional realities

Once the generic SPDs covering the seven machinery and basic
headings were developed, the next step was adapting them to
specific regional markets. The efforts within the Asian ICP are

desctibed below. ... continued on page 6
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Burdette ... continued from page 5

The development of regional PS/SPD in Asia started with pre-
surveys. Participating countries conducted pre-surveys and sent
their report to the Asian Development Bank, indicating which of
the products could be priced in their markets by simply looking
at the name of the product, the related specification and the im-
ages provided in the generic PS/SPD template. This author, as
a consultant to the Global Office, analyzed the country reports,
and a list consisting of 108 region-specific SPD/PSs were pre-
pared drawing on the common list that the countries identified as
available and representative of their markets.

National equipment goods experts consisting of private consul-
tants and government engineers discussed the reduced list at a
regional equipment goods workshop in Manila (December 1-3,
2005. The workshop discussed each of the 108 SPDs, with an
eye to: (a) identify products that are relevant for the Asia and
Pacific region, and (b) enhance the proposed PSs by identify-
ing specific product parameters, including makes and models and
technical characteristics that are widely available in the region. In
most cases, specific makes and models were identified and tight
specifications drawn. The Asia and Pacific region benefited from
a core team of regional experts selected from five of the twenty-
three participating countries, namely India, Malaysia, Nepal, Sin-
gapore, and Taipei China.

The challenge of identifying products that are both comparable
and representative of the markets in the countries under inves-
tigation is more pronounced for equipment goods than it is for
consumption items. For this reason, the Asia meeting proposed
pricing three types of products for most specifications on the list:
(a) “Preferred” product, which shows a detailed description in-
cluding technical characteristics, manufacturer, make and model;
(b) a close substitute or “Alternate” product(s), again identifying
manufacturer, make and model; and (c) a space for an “Unspeci-
fied” product. That meeting also resulted in the trimming down
of the checklist to a few relevant ones. It was agreed that parame-
ters that account for 80 percent of price vatiation should be main-
tained and the rest be removed from the data collection forms.

Building Ring PS/SPDs

In ICP, global compatison is carried out in two distinct phases.
First, regional comparisons are conducted and PPPs for the par-
ticipating countries are calculated based on price relative of re-
gional baskets. Second, these PPPs are linked to generate global
PPPs expressed in a common international currency unit. Link-
ing of regional results is obtained following the so-called Ring
approach--another innovation introduced in the current round.
The approach represents a ring to link regions by establishing
core global products to be priced by a selected number of Ring
countries from each region.

The Global Office built on the Asian equipment list and identi-
fied a core-list of about 108 PSs/SPD for the Ring Compari-

Methodology

son. The other regions had two options to build their respective
equipment PS/SPD — 185 generic PS/SPD templates or the 108
ring SPD/PS that are more defined and developed, including
three options for each product — preferred, alternate and un-
specified. All regions adopted the Ring list with minor modifi-
cations. The total number of PSs generated from the list obvi-
ously varies by regions, depending on the level of development
of countries, and the expenditure shate of equipment goods as
proportion of total GDP.

Comparing price data submitted by participating countries
Participating countries were encouraged to price as many of the
products and product types as possible. It was agreed that the
“Preferred” product specification would be used as illustrative
samples and efforts would be made to price not only the “Pre-
ferred” make and model, but also one or two of the “Alterna-
tive” models, where available. This was essential to maximize
the overlap of similar products across countries. In cases where
neither the “Preferred” nor the “Alternate” makes and models
were available, countries agreed to price an unspecified product
that is the closest to the proposed specification and provide the
technical characteristics for each submission following the SPD
checklist provided in the data collection form.

Once data from countries are received with price and detailed
information and related technical characteristics, experts detet-
mine which: (a) prices can be taken as submitted, disregarding
minor variations in specifications; (b) prices can be used with
some adjustment to reflect observed differences in functional
characteristics (for example, the price for a tractor without roll-
over protection) can be adjusted by including the cost of ROP);
and (c) prices should be discarded or sent back to the countries
for more information.

In short, a complete checklist translates into better-informed
expert decisions. The approach also opens up possibilities for

hedonics type regression. (See sample SPD, page 7)

Similarities and differences with the Eurostat/OECD Approach

The approach introduced by the Global Office both benefits
from and builds on the current practice in the Eurostat/ OECD
approach. The first two options, Preferred and Alternate product
types are similar to those used in the Eurostat/OECD equip-
ment product specifications list under different names: Exact
and Comparable matches. The innovation in the approach ad-
vanced by the Global Office is the introduction of Unspecified
SPDs. Under this option, countries are given empty space and
asked to pick a comparable product to the Preferred or Alter-
nate specifications and fill the make, model, manufacturer and
all the relevant technical characteristics. About 40 percent of the
total observations in Asia were unspecified, many of them with
substantial overlaps. For example, the General Purpose Heading
data for a window air conditioner was sparse when looking at
the Preferred and Alternate product types. When unspecified >>
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Burdette ... continued from page 7

product types were considered over 40 price data were observed

for similar product specifications from 21 countries instead of 2
p p

preferred observations from 2 countries.

Lessons learned

The initial reaction of regional and national equipment experts
in Asia to the introduction of PS/SPD list was to reduce the five
technical characteristic sections and restrict the template to the
description, illustration and the preferred and alternate manufac-
turer with respective models. Initial observation of the data failed
to capture a narrow SPD/PS and the observed price observations
ranges were excessive. At a follow up meeting in Manila with the
Core Group of equipment experts, price data from the countries
were reviewed. Comments and additional guidelines for pricing
were sent to the countries. In some cases, the technical charac-
teristics were restored in the templates. As a result, subsequent
submissions revealed a much-improved set of price data.

The second refinement step with the Asia core experts provided
strict adherence to Preferred SPDs and close compliance to Al-
ternative choices. More important to the value of the survey was
a comprehensive identification of the unspecified observations.
That permitted evaluation and grouping of the unspecified obser-
vations as equivalent to the preferred and alternate options. The
detailed description of the unspecified observation also permitted
capturing a range of observations that were equivalent to each
other, but not identical to either the preferred or alternate PSs.
Those products were added to the list as new specifications.

A large proportion of the 1500 observations for the unspecified
specifications were used in the PPP calculation. In real terms,
about 40 percent of the total observations in Asia were unspeci-
fied, many of them with substantial overlaps. An important lesson
to be learned is that the SPD approach provides more dividends
than previously thought possible. As stressed by the Asian core
country experts, the next generation of SPDs should include more
technical characteristics to support hedonics type analysis.

Two basic headings, Fabricated Metal Products and Other Man-
ufactured Goods were excluded from the comparison. Local
regulations and standards combined with local practice made
it impossible to obtain consistent equivalent pricing for Fabri-
cated Metals heading. Closer examination of the data revealed
that availability, material cost and construction methods were too
diverse to provide equivalent pricing. The same problems appear
in the Office Furniture heading and the data was excluded from
most regional comparisons. M

"1CP Handbook
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Program Highlights and Status
Fred Vogel, World Bank

The ICP has made significant progress during
the past several months. The Latin American and
Asian regions have published purchasing power
parities (PPPs) and related volume indices at the
GDP level, and the Africa region has done so
for consumption. Western Asia and Africa will
publish their respective GDP results in Octo-
ber. The CIS region has completed its work and provided basic
heading PPPs and expenditure weights for all its members. The
Eurostat/ OECD program results on GDP will become available
in September and will include the CIS region. The next step is
to complete the Ring program so that the regional results can be
linked in order to publish the global results in December.

The ring countries have completed data validation for over 850
consumption items, which will be used to link the regional re-
sults. Using the ring and preliminary regional results, the Global
Office has computed PPPs and related volume indices for 147
countries for consumption and will be reviewing these with the
regional coordinators and the Technical Advisory Group during
September 10-14, 2007. These preliminary results are being sub-
jected to a thorough review by a subset of the group. At the same
time, market evaluations, aimed at determining whether pricing
of the ring list was comparable across regions, are underway. A
global list of specifications was used for the housing, govern-
ment, equipment and construction components of the GDP in
the ICP regions. Therefore, once the regions have finished their
efforts, the same data will be used to produce the global results.

Most regions experienced problems with the housing and gov-
ernment compensation components that are having an effect
on the ring program and the computation of the global results.
Housing is difficult to compare because in order to compute
PPPs, an equivalent rental value has to be applied to owner-oc-
cupied housing. To address the issue, a method has been used
that relies on the measurement of quantity such as number of
dwellings and squate footage, as well as quality indicators such as
percent of dwellings with electricity.

Comparisons of the government component of the GDP are
based primarily on compensation of employees and the assump-
tion productivity is equal across countries. This ignores the fact
that resources available to government employees vary signifi-
cantly across countries.

The United Nations Statistical Commission has formed a
‘Friends of Chait” working group to provide an assessment of
this round of the ICP. They have been asked to provide recom-
mendations for some essential questions: a) is there sufficient
demand for PPPs to warrant another round of the ICP, and if so,
what should be the scope in terms of coverage of the GDP, the
inclusion of countries, and the time table? b) Were there short-
comings in the governance structure and/or methodology? If so,
can they be fixed before the next round begins? |
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Notes on recent progress on
construction of Poverty PPPs
Angus Deaton, Princefon University
Olivier Dupriez, World Bank

A great deal of progress has been made on the construction
of poverty-weighted purchasing power parity (PPPP) exchange
rates over the last six months. These are price index numbers that
use the international prices collected for the current round of the
ICP, and reweight them using, not the expenditure patterns from
the national accounts, as is the case for the conventional PPPs,
but the expenditure patterns for people near the international
poverty line. The aim is not only to find out whether there is any
truth to the often-heard claim that PPP index numbers are not
appropriate for the poor, but more constructively, to calculate
PPPPs for a large number of countries. The exercise involves
two main areas of work; a) calculation of appropriate weights,
and b) combination of the weights and the ICP prices.

In order to calculate the expenditure patterns for poor people, we
need household survey data. The Development Data Group of
the World Bank (DECDG) has been conducting a large project
to assemble household expenditure surveys for 70 or so coun-
tries. These surveys need to be processed into a common form,
and should contain expenditure data on a sufficiently detailed list
of items so that it is possible to match the more than 90 basic
headings in the ICP that comprise household consumption. It is
also necessary to have “metadata” on the survey design, includ-
ing the sampling weights, as well as the identification of primary
sampling units and strata, without which it is not possible to cal-
culate standard errors. This has been an enormous undertaking,
and one that has occasionally required some compromise. Some
commodities are well defined and are readily comparable across
countries. Others are not; for example, different surveys treat
rentals in different ways, particularly when it comes to the im-
plicit rentals of owner-occupied dwellings. Different surveys use
different levels of details in their consumption questionnaires.
Therefore, it was necessary to devise protocols for combining
categories and for splitting categories; the latter is done propor-
tionately to the detailed breakdown in the national accounts.
Totals are compared against national accounts estimates; while
these should not always be the same because of differences in
definition, the comparison is useful for tracking down possible
errors, or for deciding whether or not a survey is useable at all.

With household surveys in hand, the ICP prices can be used to
calculate PPPP index numbers. The first step is to aggregate
up the expenditure data to obtain expenditure patterns that, in
principle, are comparable to the national accounts and can be
used to calculate the usual PPPs. This should be done using ag-
gregate weights from the household surveys rather than from the
national income accounts.

The next challenge is to make sure that the poverty lines in each
country is derived simultaneously with the PPPP indexes. We
need to know the PPPP exchange rates to determine the interna-
tional poverty line, which is needed to identify the “internation-
ally poor,” and at the same time we need to know who “the in-
ternationally poor” are in order to calculate the relevant weights
for the PPPP indexes. This simultaneity problem is resolved
through an iterative procedure that shuttles back and forth be-
tween weights and PPPPs.

This is done by starting with guesses for the PPPPs for each
country, which are used to identify households near the poverty
line in each. The expenditure patterns for those houscholds are
then used to recalculate the PPPPs. The exercise continues until
convergence is established, and in the process three sets of PPPs
are produced: (i) the standard ones from the national accounts,
(ii) the standard ones but calculated from the household survey
aggregates, and (iii) the poverty-weighted ones using detailed
household survey information. The second and third come with
standard errors that reflect the fact that the household surveys
are only samples from the countries, and that expenditure pat-
terns calculated from them have associated sampling uncertain-
ty. So far, preliminary calculations have been done for a group
of four countries in Asia, and (separately) for six countries in
Latin America.

There are three main lessons from these preliminary results.
First, it turns out that sampling errors are very small, to the ex-
tent that they can be ignored altogether relative to other non-
sampling errors and uncertainties. Even though there may not be
very many households near the poverty line, the construction of
PPPs on many goods is a form of averaging that helps keep sam-
pling error down. Second, the two sets of survey-based PPPs,
those using aggregate versus those using poverty weights, are not
very different from one another. The poverty weighting does not
seem to make a great deal of difference in the two groups of
countries examined so far. There is, however, no reason to as-
sume that this result will generalize to other groups of countries,
nor to the whole world when groups of countries are looked at
together. Third, the major source of difference is between the
survey-based aggregate indexes and the national-accounts based
aggregate indexes. This is because the surveys and the national
accounts use different definitions, and because survey and na-
tional accounts data do not always match up. It is not often clear
which estimate is the better one; surveys sometimes have more
errors, and miss some items, but it is also true that the national
accounts are weak in some countries and include many items
- for example, financial intermediation services indirectly mea-
sured (FISIM) - that are not important for the poor.

These differences between national accounts and surveys also
highlight another important issue, which is that the usual PPPs
and the underlying prices are “total prices” of consumption
items, which are not necessarily the prices that consumers actu-

.. continued on page 10
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Deaton and Dupriez. ... continued from page 9

ally pay. For example, when the government of a country buys
drugs from a pharmaceutical company and then sells them to
consumers at a discount through its health service, the ICP uses
the price paid by the government, computed as the sum of the
price paid by the patient and the part paid by the government.
Ideally, poverty-weighted PPPs would use the price paid by the
patient, not the “total price”. This is because the subsidized
prices are essentially a system of income transfers that should
be taken into account in calculating prices paid by poor people.
Howevert, it should be noted that these subsidies, particularly to
pharmaceuticals, are much more common in Western Europe
than they are in poor countries, and it is only the latter that are of
interest for the poverty-weighted PPPs.

In the months to come, these preliminary results will be extended
to the full range of countries for which we have surveys. In some
cases, however, there are no reliable household surveys, and in
some countries where we have prices, there are no expenditure
weights, even for national aggregates of consumption. For these
latter groups, a study is underway to use standard demand theo-
ry to predict aggregate expenditures on the basis of prices and
other factors that help shape country tastes. For countries with-
out surveys, we will experiment with two approaches. The first
will use flexible Engel curves estimated from other countries in
the region to adjust the aggregate expenditure shares to be more
like those that we would expect from households near the pov-
erty line. The second approach will examine the relationship be-
tween the regular consumption PPPs and the poverty-weighted
PPPs for the benchmark countries, and use adjustment factors
from this relationship to calculate PPPPs for those countries that
have PPPs, but not expenditure weights. These estimates follow
principles similar to those for countries where we have no direct
estimates for PPPs, such as in Central America, where regres-
sion methods are used to estimate PPPs from exchange rates and
other variables, primarily the per capita GDP of the country.

The final topic that remains to be tackled is the linking of the
regional PPPP estimates to a system of world rates, at least for
the recipient, or Part 2 countries, since the lending, or Part 1
countries, are assumed to have no one near the international pov-
erty line, and so are excluded from the comparisons. Regions
will be linked through a set of 18 “ring” countries, for each of
which there exists a houschold expenditure survey. These are
distributed across the regions, with each region having between
two ring countries (in Latin America, the Caribbean and Western
Asia) to six countries (in Africa). These ring countries have col-
lected prices for a set of “core” (ring) products; the list of core
products is not the same as the product list from any one region,
but is rather a global product list that is chosen to give a high
probability that each item can be found in each ring country. The
procedure that we intend to follow is the one that maintains the
regional PPPs and PPPPs that have already been calculated for
the countries within each region. At the first stage, we use the re-
gional PPPPs to convert the quotes for the core products in each

ring country in the region into a common regional currency. For
each region, we then have between two and six quotes for each
of the core ring products, each in a common regional currency,
and each with an associated set of weights, whether for house-
holds in aggregate or for households at the international poverty
line. One approach is simply to average the prices and expendi-
ture weights within each region, and then calculate interregional
PPPs and PPPPs using standard procedures. Another possibility,
which should produce very similar results, is to enter the multiple
quotes and weights into a weighted CPD regression. M
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Predicting Expenditure Shares for PPP Calculation
C.J O’'Donnell and D.S.P. Rao, University of Queensland

Purchasing power parity (PPP) exchange rates
measure the relative purchasing power of cur-
rencies. They are widely used by the World Bank
and others to make intercountry comparisons
of incomes, expenditures and other economic
aggregates. The Bank computes PPPs by sub-
stituting data on prices and expenditure shares
into well-established index number formulas. Unfortunately, lack
of expenditure share data can be problematic. The aim of this
project is to develop and evaluate methodology for predicting
expenditure shares for countries without data on expenditure
shares. The study is also concerned with computing measures of
reliability for these predictions.

Our approach to predicting expenditure shares is rooted in the
mainstream economic theory of consumer demand. According
to this theory, consumers maximize utility subject to a budget
constraint. By specifying a utility function with sensible proper-
ties (e.g., increases in quantities consumed cannot decrease utility)
and solving the consumer optimization problem algebraically, it
is possible to show that demands, expenditures and expenditure
shares are all functions of prices and income. Thus, in practice,
the problem of predicting household expenditure shares boils
down to the problem of estimating systems of equations that
relate observed expenditures (or demands, or expenditure shares)
to observed prices and incomes. Several systems of equations
(or econometric models) are commonly used in empirical work,
including the Linear Expenditure System (LES) and the Almost
Ideal Demand System (AIDS). This project uses data from Inter-
national Comparisons Program (ICP) benchmark countries to: i)
estimate these various demand systems, and ii) evaluate the qual-
ity of the predictions obtained from different models. Given that
this approach makes use of consumer demand theory, extrapola-
tion of expenditure shares is restricted to consumption.

The methodology developed in this project so far has been im-
plemented on ICP data for the 1985 and 1996 benchmark years.
The data comprised 178 observations (63 countries in 1985; 115
countries in 1996) on nominal annual expenditures and PPPs for
eight broadly defined categories of private consumption goods.
For each year, the PPPs were interpreted as nominal prices under
the unobjectionable assumption that all nominal prices in the ref-
erence country, the USA, were equal to one. This simply means
that quantities were deemed to be measured in units so that the
price of each commodity in the USA was $1 per unit. The 1996
data set was chained to the 1985 data set using US CPI index
numbers. (We wish to note here that the results reported in this
article are based on the use of USA to link the 1985 and 1996
data sets, and ate not invariant to our choice of USA. The results
are likely to vary if a country other than USA is used for linking
the two data sets). Expenditures were converted to a per capita
basis to control for differences in population size.

Although there were 178 observations in the data set, only 172
were used for estimation purposes — data from three representa-
tive countries (the UK., Pakistan and Nigeria) were kept back
for model validation purposes. Three demand systems were es-
timated, including a linearized version of the AIDS model (the
model expresses expenditure shares as nonlinear functions of
prices and, for computational convenience, it is a common prac-
tice to estimate it in a linearized form). The results obtained have
been very encouraging in terms of the quality of the predicted
shares. As an example, Table 1 presents (out-of-sample) predic-
tions from the linearized AIDS model for our three representa-
tive countries for 1985.

Table 1. Observed and Predicted Expenditure Shares for 1985
| vwew | e | x|

Observed ~ Predicted ~ Observed — Predicted ~ Observed — Predicted

Food, Beverages 0.664 0.567 0.426 0.436 0.164 0.199
and Tobacco

Clothing and 0.061 0.079 0.063 0.07 0.061 0.057
Footwear

Gross Rents, Fuel 0.053 0.089 0.163 0.113 0.173 0.172
and Power

Household Equip. 0.037 0.046 0.043 0.066 0.057 0.072
and Operation

Medical Care 0.037 0.036 0.01 0.051 0.078 0.094
Transport and 0.037 0.074 0.131 0.091 0.14 0.124
Communication

Recreation and 0.077 0.077 0.101 0.118 0.141 0.163
Education

Misc. Goods and 0.034 0.032 0.064 0.055 0.185 0.119

Services

In the next stage of the project we extend the model to allow the
parameters of the vatious demand systems to vary across coumn-
tries in line with variations in demographic and environmental
characteristics. Variations in these characteristics are often found
to be associated with variations in preference structures (utility
functions) and, therefore, expenditure, expenditure share and de-
mand functions. For example, consumers living in different cli-
mates are known to have different preferences for different types
of clothing, and consumers with different religious and cultural
backgrounds are often found to prefer different types of foods.
In the next stage, we will also attempt to improve the quality of
the predictions by incorporating non-sample information (i.c.,
information from economic theory) into the estimation process.
At the same time, standard econometric methods will be used to
estimate the parameters of, and generate predictions using, these
more realistic models. ®
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Market reconnaissance in Hong Kong and Malaysia
Sultan Ahmad, David Baran, and Marjanca Gasic*

The most widely used indicator of the International Comparison
Program is per capita GDP converted into a common currency
by using purchasing power parities (PPPs), which take into ac-
count price differences across countries and allow comparisons
of real outputs or volumes. PPPs thus serve the same function
for interspatial comparison as constant prices do in intertempo-
ral compatison. Obviously, the quality of PPP-adjusted per capi-
ta GDP comparisons depends on the reliability of the underlying
price information that goes into the PPP calculation.

Globally consistent PPPs in all the participating regions are
generated in two stages. First, regional PPPs are calculated for
each of the six participating regions of the world. They reflect
regional price relatives and are expressed in their respective base
currencies. For example, Asian and Latin American PPPs use
Hong Kong dollars and Argentinean Pesos respectively. Because
regional PPPs are not directly comparable across regions, the
second stage involves linking them through the ring approach
aimed at generating global sets of PPPs that are expressed in a
common international currency, often the US dollarl.

One of the early findings of the current ICP round is that aver-
age price levels in Asia appear to be notably lower than those
teported by the other regions, patticulatly the OECD/Eurostat.
Taking four Asian and four OECD/Eurostat Ring countties, for
example, Asia’s ring price level indexes (PLIs) in general were
lower than many experts expected. Relatively lower Price lev-
els result in relatively lower PPPs, which, in turn, yield relatively
higher per capita GDP estimates.

Even after careful editing of the prices, eliminating outliers, and
dropping some problematic products, the central tendency of
the relatively low price levels in Asia remained unaffected. That
left the Global Office managers pondering: are general price lev-
els in Asia really as low as they are reported, ot are they reflec-
tions of relatively low quality products? After careful review, it
was acknowledged that the reported prices may be a true reflec-
tion of market realities, but prudence obliged the managers to
validate the data through market reconnaissance missions. The
aim was to develop quality adjustment factors where necessary in
order to correct the results.

The UK, Slovenia, Hong Kong, and Malaysia were selected for
market reconnaissance. Two hundred twenty-eight products
were identified for validation out of the 864 ring products. Of
the 228 products, 143 were tagged as “priority.”” The remaining
85 items were matked as “optional.” They were to be validated if
time permitted. The selected products were colot- coded to help
the participating countries prepate for the market visits. Products
selected randomly were colored green. Products selected on the
basis of their coefficients of variation were marked in red; and
the blue represented products that have relatively low prices in
Hong Kong and Malaysia compared with UK and Slovenia.

The authors of this article, representing the Global Office, the
UK Office of National Statistics, and the Slovenian Statistical
Office visited Hong Kong and Malaysia for a week each. Armed
with the product lists and accompanied by local price experts, we
first visited Hong Kong shopping centers, neighborhood stores,
mega malls, supermarkets and wet markets in high, medium and
low-income neighborhoods of both Kowloon New Territory
and Hong Kong Island, as well as specialty stores. After Hong
Kong, we proceeded to Malaysia for a similar market evaluation,
visiting all types of outlets in a variety of neighborhoods of
Kuala Lumpur, Putra Jaya and Selangor.

Local and visiting price experts surveying markets in Hong Kong

Highlights of Our Finding

Hong Kong markets are well developed and highly com-
petitive, with a full range of products and outlets notice-
able in every neighborhood. Price dispersion seemed to be
quite low, especially for branded or packaged goods. Malay-
sian markets are less compact and have higher price dispet-
sion reflecting a wider range of quality than Hong Kong

Hong Kong does not have any sales or value added tax, compared
with 15 to 20 percentin Europe. Except for hotels and restaurants,
Malaysia also does nothave any sales tax or VAT. This, we believe, is
amajor source of relativelylow prices in Hong Kongand Malaysia.

In Hong Kong, internationally famous brands, with prices that
are comparable to Huropean markets, are widely available and
are representative. Non-brand items of mainland origin, which
are of comparable quality but much lower in price, are also abun-
dant and representative. For instance, we spotted four acoustic
guitars in a store. They all met specifications but prices dif-
fered based on country of origin. When we took the average
of these items, it matched the price submitted by Hong Kong.
In Malaysia, internationally famous brands, especially for cloth-
ing are less noticeable and non-brand items of domestic ofi-
gin and inexpensive imports from China dominate the market.
Abundance of cheap sources of products is thus another reason
why prices in both Hong Kong and Malaysia are relatively low.

Of the 143 items in the priority list, prices of some 88 items
(62 percent) in Hong Kong and 73 items (51 percent) in>>
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Malaysia were confirmed. For these items, we did not notice
any quality difference either in the product itself or in the type
of outlet. Most of the food items fell in this category. Prices of
20 items (14 percent) in Hong Kong and 41 items (29 percent)
in Malaysia were revised, mostly upward. About half-a-dozen
items were deleted in each country and the remaining two to
two-and-a-half dozen items will be checked later. Because of
time constraints we were able to check only a handful of items
in the optional list, and the prices were generally confirmed.

For some items of clothing and footweat, prices are likely to
be revised upward as the outlets from which the prices were
collected appeared in our judgment to be low-end by Euro-
pean standards. We visited many outlets to show the local
experts what we considered to be comparable to European
markets. They will scan their database to obtain price quota-
tions from these outlets or make new collection, if the num-
ber of observations is not sufficient. They will do these revi-
sions for all clothing items, whether or not they appear in
the priority list. Malaysia will do the same for furniture also.

For food eaten outside home, the most representative restau-
rants seemed to be for mass consumption and lacked the ambi-
ence and décor of a medium level restaurant in Europe. We
visited many restaurants and identified the ones that we consid-
ered appropriate. They will collect prices from these restaurants.

For service items, some prices were not readily observable dut-
ing the market visit. The price teams will consult administrative
records and catalogs or make phone calls to check these prices.

Several electronic goods (digital camera, auto radio/CD player,
for instance) on our list were not available in the market. Re-
placement items had different features and different prices. We
had no basis to revise the existing prices. In Malaysia, imported
automobiles are heavily taxed. Prices of Peugeot and Audi are
respectively 73 percent and 100 percent more expensive than in
UK. They will check to ensure that road tax, registration fee,
tag and title or insurance are not included in the price. If any
new prices are collected, they will be adjusted by consumer
price indices to bring them in line with the rest of the prices.

Local and visiting price experts surveying markets in Malaysia

Checking product quality and packaging in Malaysia.

Thus in our judgment, both Hong Kong and Malaysia did an ex-
cellent job of matching quality. Malaysia seemed to include more
lower quality items in the average prices resulting from the dif-
ficulty of identifying quality based on the specifications. Prices
of items so identified will be revised, mostly upward. Except for
a small proportion of the items, we believe quality differences
are not a major source of price differences between these two
countries and Europe. When the data set is revised based on the
recommendations of the matket visit, some prices will be signifi-
cantly higher but considering the expenditure weights associated
with these items, the impact on the overall price level index (ratio
of PPP to exchange rate) or PLI is likely to be modest.

Other Pertinent Points

It is apparent from our mission that most of the items in the ring
product list were widely available, although specifications of some
of them could have been more explicit in determining quality.
We concluded that a sufficient proportion of the ring products
were representatives of the consumption patterns of both the
countries, and as such the results of the ring comparison between
the two regions should be robust to the extent the regional results
are equally robust.

Although it is difficult to generalize the findings in two cities to all
Asian countries, the observed consistency between the ring and
Regional results for the four Asian countries (including the Philip-
pines and Sri Lanka) helps in building reasonable level of confi-
dence that the ring methodology provides a faitly robust linking
procedure, at least between Asia and OECD. A similar mission is
planned for Africa. M

* Sultan Abmad, World Bank Consultant; David Baran, Office of National
Statistics, UK; Marjanca Gasic, Statistical Office of the Republic of Slovenia.

"The “Ring” approach involves picking a sample of countries from each re-
gion, collecting prices for a list of items specially prepared for these Ring”
countries and computing inter-regional PPPs fo link the regional results. For
a summary of the Ring linking approach see Erwin Diewert, “4 Note on
Linking Regional PPPs to Estimate Global PPPs,” ICP Newsletter, 1/0/-
ume 3, No.2, June 2006.
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Diversity in Asia Pacific

While India had participated in many rounds of the ICP except
in 1993, for the PRC its presence in the 2005 ICP round was a
first. The PRC results are based on national average prices ex-
trapolated by using price data for 11 cities provided by China’s
National Bureau of Statistics. Given the size and growing eco-
nomic importance of these two countries, the ICP Asia Pacific
would not have been complete but for the enthusiastic and con-
structive participation of both the PRC and India in this round.

The 23 economies that participated in the ICP Asia Pacific com-
parison account for over half the world’s population and about
a quarter of the global gross domestic product. The diversity
in the region is evident when the range of economic sizes is
considered, with the PRC and India, two of the world’s largest
economies, participating alongside Hong Kong, China and Sin-
gapore, two of the smallest economies in population size but the
richest in income. The participating economies are also at differ-
ent stages of development. Some of the richest and poorest are
located in the region. With two-thirds of the world’s poor resid-
ing in the region, PPP as related to poverty was a top-priority
issue at the very inception of 1CP Asia Pacific in 2003.

The complex task of conducting a large-scale project like ICP
Asia Pacific was further complicated by the geographical disper-
sion of the economies along with the large variations in their
size, structure, and standards of living. The huge variety in the
types of goods and services produced and consumed in differ-
ent parts of the region presented difficult challenges during the
process of developing a common list of products to be priced
across the region.

Imperative for Strong Partnerships

A project of this magnitude and complexity requires partner-
ships at the national, regional and global levels. The active en-
gagement of national statistical offices (INSOs) in the collection
of price data and the provision of detailed national accounts
data was critical. Transpatency, democratic decision-making and
credibility were key to ensuring that the NSOs stayed the course
with ICP Asia Pacific from 2003 to 2007.

These principles were upheld by the Regional Advisory Board
(RAB) which was the highest policy-making body responsible
for setting regional goals, priorities and objectives, taking into
consideration the statistical needs and capabilities of regional of-
fices and economies. The Board made a vital eatly decision that
had a profound impact on the ICP Asia Pacific process when it
asked participating NSOs to agree to a framework of partner-
ship rather than sign a memorandum of understanding to join
the 2005 round. The Asian Development Bank (ADB), as the
ICP Asia Pacific Regional Coordinator, acted as member-secre-
tary to the Board and worked diligently towards implementation
of all RAB decisions while being conscious of the sensitivities

of the NSOs.

One notable feature of this current ICP round was its new gov-
ernance structure where global and regional agencies and the
NSOs were deemed partners in the management and implemen-
tation of the program. While the Global Office developed the
general methodology for purchasing power parity (PPP) com-
putations to address technical issues, some of these could not
be directly applied to the Asia and the Pacific region, due to the
prevailing situation in the economies in the region and some data
issues. As partners, the region addressed issues on data quality
and data availability, particulatly with dwellings, government
compensation, construction and equipment sectors. The Global
Office was an active partner in addressing issues related to the
entire ICP process but specialist advice was most critical for the
more difficult areas of government compensation, construction
and equipment. ICP Asia Pacific contributed substantially not
only in refining ICP ToolPack features and functionalities but
also in the use of the ToolPack for the collection, validation and
transfer of data between the NSOs and ADB, and for PPP ag-
gregation as well.

Coordination with the other ICP regions was vital in the imple-
mentation of the respective regional programs. The Regional
Coordinators’ meetings convened by the Global Office provided
an international venue for the Asia Pacific region to share and
learn from the expertise and good practices of other regions,
and to discuss technical issues affecting the program. As an ex-
officio member of the Regional Advisory Board of ICP Asia
Pacific, the Global Office provided the link between the Asia
Pacific program and the other ICP regions.

ICP Program Implementation

At the formal launch of ICP Asia Pacific in July 2003, a meeting
of NSO heads was convened. This was very crucial in eliciting
the cooperation and commitment of the participating econo-
mies and the meeting also forged a better understanding and
appreciation of the program and propelled it to a good start.
The release of the PPP preliminary results on 31 July 2007 will
attest to the unwavering support and cooperation of the NSOs,
in spite of the unforeseen substantial increase in their workload.
As partners in the ICP, the heads of the NSOs have also been
invited to another meeting prior to the release of preliminary
PPP results to the public. ADB shares the honor with them as
the stakeholders of the program when the results are formally
released to the public.

In the past, the ICP was organized and managed from the top
down, with important decisions made by the global coordina-
tors. In contrast, the new framework is a partnership-based pro-
gram, with no single agency playing a dominant role. In line with
this, ICP Asia Pacific, though composed of highly diverse econ-
omies and cultures, was run successfully amid a spirit of team-
work and camaraderie fostered by frequent interactions during
several workshops convened at various stages of the program
— from the product list development stage, ToolPack training,
data collection, data review until the preliminary results review.
The workshops provided the forum for face-to-face interaction
whereby concerns and issues were thoroughly discussed, >>
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since consultations with the NSOs on suggested solutions could
not be achieved through electronic discussions alone. These re-
gional meetings were also the venues for the liberal exchange of
ideas and experiences among the economies.

As stakeholders of the program, the ICP Asia Pacific regional
office maintained transparency at all stages of the program as
it kept the NSOs well-informed of all ICP processes. This ap-
proach has helped to create a sense of ownership of the pro-
gram among the participants — national coordinators, price
statisticians, national accounts experts, domestic construction
experts and domestic equipment experts. The national coordi-
nators were the focal persons for the implementation of agree-
ments reached during the regional workshops.

ICP as a Capacity-building Platform

Atits seventh meeting held in June 2007, the ICP Asia Pacific Re-
gional Advisory Board highlighted capacity-building as the most
defining aspect of this ICP round for the region. Many NSOs, in
their ICP country profiles submitted to the ADB, acknowledged
that their ICP experiences were instrumental in improving their
capability in conducting price surveys; and upgrading data qual-
ity of their price statistics not only for the ICP, but also for their
consumer price indices (CPI). This was made possible through
more accurate product specifications and better spatial coverage
of price surveys, and through developing their national accounts
statistics. The use of the Structured Product Description (SPD)
approach brought to their attention the need to make tight speci-
fications to accurately identify products, thus assuring compa-
rability for the ICP. They have realized that this same principle
must be applied to the CPL

The NSOs discovered the value of estimating GDP weights re-
quired for the ICP’s 155 basic headings when the countries tried
to harmonize their 2005 GDP estimates with the requirements
of the 1993 System of National Accounts, thus resulting in bet-
ter comparability of GDP coverage among the economies. The
ICP experience has raised awareness of the importance of ad-
dressing data gaps, and improving surveys and other administra-
tive sources of data used in national accounts compilation.

Some NSOs have acknowledged the utility of the ToolPack for
their consumer price index (CPI) compilation. Bhutan has al-
ready started using the software for its CPI, while a couple of
economies are also planning to do so.

Other NSOs have mentioned that their ICP experience has given
them confidence that the statistics they generated, through the
ICP, now meets international standards. They have also grown
more appreciative of the significance of PPPs, and indeed one
NSO has expressed its plan to launch an internal PPP exercise.

Another innovative feature of this round was the use of the
Basket of Construction Components for construction PPP esti-
mation. As it simplifies price collection procedures for the con-
struction sector, it also provides an alternative methodology for
NSOs in developing their respective construction price indices.

The formation of separate Core Groups of Experts for the
Construction and Equipment sectors is a pioneering step intro-
duced by ICP Asia Pacific for data validation in these compari-
son-resistant sectors. The data validation meetings of the core
groups substantially contributed to ensuring product parity for
robust PPP computation.

PPP-based Poverty Measures

Poverty reduction in Asia and the Pacific is an overarching goal
in the region. In this light, it is very important to monitor pover-
ty incidence and severity in the region, and to assess the region’s
performance against the Millennium Development Goal of halv-
ing absolute poverty by the year 2015. The incidence of abso-
lute poverty is measured using the $1- and $2-a-day international
poverty lines. An important step in the use of these international
poverty lines is their conversion into national currency units. It
has been common practice to convert international poverty lines
using the ICP’s PPPs for individual consumption expenditures
by households. Acknowledging the limitations of these con-
sumption PPPs and the need for more accurate, focused and
meaningful currency converters, compilation of poverty-spe-
cific PPPs was recognized as an important goal for the current
round of ICP Asia Pacific. Together with 16 ADB developing
member economies — namely Bangladesh, Bhutan, Cambodia,
Fiji Islands, India, Indonesia, Lao People’s Democratic Republic,
Malaysia, Maldives, Mongolia, Nepal, Pakistan, Philippines, Sti
Lanka, Thailand and Vietnam — the ADB is computing PPP-
based poverty measures using two approaches.

First, PPP-based poverty measures will be computed by applying
the methodology recommended by the Poverty Advisory Group
(PAG) of the ICP Global Office. Basic heading PPPs from the
main ICP price data will be combined with the consumption
patterns of the poor as weights. The latter are derived from the
household expenditures surveys of the participating economies
which agreed to share data on a confidential basis. The ADB ac-
knowledges the assistance of the World Bank in mapping house-
hold expenditure survey product lists with the basic headings
used in the ICP.

Second, mindful of the need to further improve PPP-based
poverty compilation, more resources were allocated to support
research in areas where refinements will be possible in future
ICP rounds. As the PAG method for the current ICP round uses
PPPs at the basic heading level from the main ICP price surveys,
the ADB prepared a poverty product list relevant to the con-
sumption of the poor. All 16 participating economies conducted
special price surveys for the poverty basket in outlets commonly
patronized by the poor. In these surveys, efforts have also been
made to collect data on subsidized prices. Price data from these
surveys are important in the in-depth analysis of the sensitivity
of PPP-based poverty measures to different sets of price data
and use of different aggregation methodologies in compiling
such PPPs. Consumption patterns of the poor will also be uti-
lized as weights. A special report will be prepared on PPP-based
poverty estimation showing results from various sensitivity anal-
yses conducted as part of this research endeavor.

.. continned on page 16
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Ali ... continued from page 15

The Preliminary Results’

The preliminary report on PPP for the 2005 ICP Asia Pacific
presents estimates of PPPs of the currencies of participating
economies, including comparable gross domestic product and its
major components of houschold final consumption expenditure,
actual final consumption of houscholds, government collective
final consumption expenditure, gross capital formation, and net
external trade. The numeraire currency is the Hong Kong dollar.

The PRC and India which are participating together for the first
time in an ICP round dominate economic activity within the region.
On a PPP basis, the real GDP of the PRC is HK$30,711 billion
while India’s is HK$13,293 billion, out of a total of HK$68,773
billion. They dwarf the rest of the participating economies.

A very different picture emerges when the size of the economies
is adjusted by population. Rather than dominating the top rank-
ings, the PRC and India drop to tenth and eighteenth positions
respectively. The per capita real GDP was HK$23,556 for the
PRC while it was HK$12,070 for India, compared with the re-
gional average of HIK$20,545. Figure 1 provides the per capita
real GDP for 2005 for the participating economies.

While per capita real GDP is the standard statistic used to distin-
guish between rich and poor economies, a better measure of the
economic well being of the population is obtained by compar-
ing per capita household consumption expenditure (actual final
consumption of households). Figure 2 provides per capita real
household consumption expenditure.

The same group of five economies that were at the top of the list
based on per capita real GDP — significantly above the others
in the Asia Pacific region — remains at the top. However, their
order changes when the comparison is based on real household
expenditure rather than real GDP. Three economies each moved
by three positions when real household expenditure is used as
the basis rather than GDP: Hong Kong, China moved up from
fourth to first. Taipei, China also moved up from fifth to second.
And Brunei Darussalam dropped from first to fourth.

The largest changes in ranking, however, were by the PRC which
dropped from tenth to fifteenth, and Bhutan which dropped
from eleventh to fourteenth. The main reason was that both
these economies had exceptionally high levels of gross fixed
capital formation (i.e. investment) during 2005. As a result, the
share of houschold consumption expenditure within their GDP
was significantly lower than that for other economies in the re-
gion. The range of differences in per capita real houschold ex-
penditure between economies is much lower than is the case for
per capita real GDP. Per capita real household expenditure in
the top economy, Hong Kong, China is 20 times greater than
that in the lowest economy, Nepal. This contrasts with a factor
of 30 times, when per capita real GDP is used as the basis for
the comparison.

The price level index (PLI), which is the ratio of a PPP to the
corresponding exchange rate, shows how the price levels of
economies compare with each other. Figure 3 describes the PLI
for the Asia Pacific. >>

Figure 1: Per Capita Real GDP, 2005 (Hong Kong Dollars in Thousands)
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Figure 2: Per Capita Real Household Expenditures, 2005
(Hong Kong Dollars in Thousands)

With the exception of Fiji Islands, which has by far the highest
PLI of 117, all countries registered price levels that are lower
when compared to that of Hong Kong, China. For Fiji, the main
reason is that a large share of the products consumed there are
imported and so their prices are relatively high. Meanwhile, the
four countries with the lowest PLIs are three adjoining countries
in South-East Asia — Lao, PDR (38), Viet Nam (40) and Cam-
bodia (43), along with the Islamic Republic of Iran (41).

Conclusion

The ICP Asia-Pacific has made notable contributions. In a re-
gion as diverse as Asia, cross-country comparisons on key devel-
opment indicators will become much more meaningful with the
availability of more robust PPPs at various levels of disaggrega-
tion. Most importantly, the poverty PPPs, a central contribution
of ICP Asia Pacific, will be pivotal in estimating and monitos-
ing poverty in the region. The statistical capacity building that
has been an integral component of the round will strengthen
both the national accounts and price areas. The dialogue ignited
among NSOs by this round will be pivotal as economies catch
up with their peers through a process of interaction and col-
laboration. Together these new achievements will position the
economies in the Asia Pacific to be active and successful partici-
pants in the next round of the ICP. ®

Figure 3: Price Level Indices
(Hong Kong, China = 100)

From Regional to Global Results

The Global Office is responsible for the publication of the
Global Results. All six regions in the current round are estimating
PPPs for their respective countries. Regional PPPs are based on
goods and services reflecting the expenditure patterns of coun-
tries in the region. Regional PPPs are expressed in the currency
of a base country in the region — for example, the Hong Kong
dollar for Asia, and the Argentinean Peso for Latin America.
The next step is to link regional PPPs and present the results in a
common international currency, often the US dollar.

The ICP methodology that will be used to link the PPPs across
regions is based on the principle that 18 countries in the six
regions are representing all regional programs. These coun-
tries are called Ring Countries. The Ring Countries are com-
pared using prices collected for core products that are available
across the globe. The resulting Ring PPPs will be used to link
regions worldwide.

12005 International Comparison Program in Asia and the Pacific: Purchas-
ing Power Parity Preliminary Report, Asian Development Bank, Manila,
July 2007.
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1. The benefits of microdata use are increasing

The most obvious benefit is that microdata permit policy mak-
ers to address more complex questions. At the same time, ac-
cess to microdata allows analysts to calculate marginal, rather
than average, effects. Access acts as an important scientific
safeguard because it permits others to replicate findings. Dis-
covery and replication create a virtuous cycle of knowledge for
the statistical institute because data use inevitably reveals their
quality and processing anomalies, as well as new needs. Finally,
re-use of microdata augments the core constituency for the sta-
tistical agency itself.

a) Microdata permit analysis of complex questions

Over the past decade, an important finding in economics is that
the analysis of aggregate statistics does not give an accurate view
of the functioning of the economy. This is because the creative
turbulence that is the hallmark of the modern economy is not
apparent from macro indicators. For example, even when net
employment changes are small, research (using microdata) has
shown that there are large amounts of reallocation of jobs from
one firm to another and of workers from one job to another!.
Such information is critical for policy-makers who are develop-
ing, among other things, workforce planning and training pro-
grams, as well as transportation strategies.

The new challenge facing statistical agencies is that the large,
complex, integrated microdata that permit such in-depth un-
derstanding of the economy involves longitudinal linkage of
employer and worker data over time. They may also involve
the integration of administrative and survey records. External
researcher access may be necessary to create such data because
many of the design decisions require subject matter knowledge
as well as statistical expertise.

b) Calenlating marginal rather than average effects

Microdata enable researchers to do multivariate analyses whereby
the marginal effect of key variables, controlling for other factors,
can be isolated. This is particulatly important in an increasingly
complex world where integrated economic activity requites the
production of data that can be used to isolate complex demo-
graphic, economic and spatial interactions. For example, the ex-
pansion of research on the human dimensions of environmental
change has meant that researchers want to include the contextual
variables surrounding an individual—the schools they attend the
neighborhoods they inhabit, the firms that employ them, and the
people with whom they interact. The imperative to identify mar-
ginal effects in this environment puts tremendous pressure on
statistical agencies.

¢) Scientific safegnard

Access to microdata is critical to ensure that other scientists can
replicate important research. Replication is a significant disci-
pline device for government statisticians and academic research-
ers. That there is temptation for scientists to misrepresent results
is, sadly, evident from the all-too-frequent news stories of data

fabrication. That there is similar pressure on statistical institutes
should be taken as self-evident. Constant vigilance is important.
When the gains to monopoly power over information are great, in
terms of either political power or professional prestige, it would
be naive to think that there were no malfeasances in even the
most pristine of agencies. The consequences of such unchecked
malfeasance can be devastating to the statistical system.

d) Data guality

Although statistical institutes expend enormous resources to en-
sure production of the highest quality feasible product, there is
no substitute for subsequent research use of microdata to identify
anomalies. Statistical institutes trying to describe a fast-changing
wortld do not have the resources to modify definitions and data
collection approaches fast enough. They must turn to external
researchers for additional guidance.

The direct correlation between the quality of a national statistical
institute and that institute’s openness to external research is rec-
ognized by international agencies such as the World Bank. At the
national level, the U.S. Internal Revenue Service (IRS) and Cen-
sus Bureau have actually formalized the role of researcher use
of selected tax microdata to improve national statistics. Because
the statutory authorization permitting the release of selected IRS
microdata? to the Census Bureau specifies that it must be used to
improve the statutorily-authorized economic and demographic
censuses, surveys and intercensal population estimates, research-
ers who use Census Bureau’s tax-derived microdata must docu-
ment these benefits.

¢) Development of core constitnency

Funding a statistical agency requires nurturing various constitu-
encies. Greater use of agency data—including the creation of
new products from existing data—increases these constituen-
cies beyond those who rely on the original publications. More
analysis, more publicity and more insights lead to greater under-
standing of the value of funding the products produced by the
statistical agency.

The value of a core constituency goes beyond funding. The qual-
ity of staff that can be hired is directly related to the prestige
and visibility of the institute, and the perceived quality of work
that can be produced in-house. External researchers, who are
often academics, also counsel students about career opportuni-
ties. Cultivating this network is an important step to developing
a high-quality staff. Maintaining the dynamic interaction between
staff and their mentors can create an ongoing virtuous cycle of
information exchange and education.

2. The costs of microdata access are also changing

The most obvious costs are the direct cost of providing access,
the potential reputation costs, and the costs associated with iden-
tification of the sampled entities and the concomitant potential
disclosure of confidential attributes. These are the costs that
must be weighed against the benefits of providing access. >>
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a) The cost of providing access

It depends on the modalities - public-use microdata, licensing,
remote access sites, and research data centers. The agency’s ex-
plicit costs for cach of these methods are substantial in terms
of staffing, support and documentation. The costs to users vary
dramatically: public-use data are the lowest cost option, while the
explicit and opportunity costs of accessing research data centers
are the most substantial. For this reason, the intermediary ap-
proach of remote access sites has become morte populat?.

Public-use microdata is the most important modality. Statistical
institutes have worked hard to make these available, with dra-
matic success. It is not an overstatement to say that since such
data were first created over 40 years ago, they have had a major
impact on decision-making. Indeed, in developing countries, de-
cisions are often made on the basis of results from Huropean
and North American public-use data sets. Funding decisions for
some entire data collection activities are predicated on the exis-
tence of public-use microdata. However, the real cost of produc-
ing such high-quality data is increasing. Technological advances
in computing capacity, record-linking software, and online access

to administrative data threaten their very existence*.

Containing threats to public-use microdata is an undetr-re-
searched area. Statistical agencies can join forces to advance
this effort. One under-investigated subject is the effect of the
choice of different disclosure protection techniques on data
quality. Agencies that pour resources into producing top quality
data—for example, survey design to improve response quality,
and response follow-up to reduce attrition bias—spend much
less on the decision to top-code, data-swap or suppress informa-
tion. While this lack of focus was rational in a less technologi-
cally savvy era, it is unlikely that statistical institutes can continue
this disparity of emphasis®.

An attractive recent technical development is the creation of in-
ference-valid synthetic data®. They often use multiple imputation
and other Bayesian techniques to create public-use data with the
same analytical structure as the underlying protected data. The
released data can be used by researchers anywhere to develop an
understanding of the structure of the confidential data, develop
analysis code, and even estimate basic relationships before send-
ing the code to the secure site to estimate the undetlying relation-
ships on the original confidential data.

b) The costs of developing an access strategy

Considerable agency time is required to develop an access strat-
egy. Different staff within the agency—IT staff, legal counsel,
high-level administrators, program staff, and the policy office—
are likely to have different views about what constitutes a rea-
sonable approach. Achieving a consensus takes many meetings
and much discussion. This cost is exacerbated when one agency
acts as a trusted custodian for data prepated by a group of sta-
tistical agencies. Such an arrangement, which the World Bank
uses in its International Comparisons Program (ICP), is a varia-
tion of the licensing model we discuss below in which the agents
of the World Bank are licensed by some national statistical agen-

cies to use confidential microdata as an input to the creation of
detailed purchasing power parity (PPP) estimates. Even when
a consensus is established, agreements about access strategies
need to be regularly revisited as the legal, political and technical
environment changes.

One good approach to minimizing these costs, recommended
by the Conference of European Statisticians’, is to establish an
arms-length process by chatrging an independent internal group
with the authority to develop a set of written recommendations,
which are then provided to the decision-making body. This pro-
cess provides a degree of transparency to the stakeholders that
are critical for their engagement and buy-in.

¢) Reputation costs

Another very real cost associated with outside researcher access
to national statistical institutes is that of reputation. The produc-
tion of official statistics is the mandated reason for the institutes’
existence. Enormous effort is expended to ensure that published
statistics with the agency’s imprimatur are the national gold stan-
dard. As a result, each agency is understandably concerned that
research results using their official data, but conducted without
their expertise, could be misconstrued or misused.

It is possible to manage this risk. The World Bank’s Living Stan-
dards Measurement Survey (http://www.wotldbank.org/Isms/)
has extensive tutorials, software and “how-to” manuals to ensure
that researchers working with these data are well-informed. In the
U.S., an alternative approach is the recent “Information Quality
Act,” which requires the U.S. Office of Management and Budget
to develop government-wide standards for data quality. Interest-
ingly, that act distinguishes between “ordinary” and “influential”
information—the latter including scientific, financial or statisti-
cal information-- that will “have a clear and substantial impact on
crucial public policies or important private sector decisions” (67
IR 8452). Even more tellingly, influential information should be
reproducible by qualified third parties.

Agencies such as the World Bank’s ICP face the reputational
challenge that occurs when the restriction of access to some of
the detailed microdata is justified by legitimate concerns regard-
ing the quality of underlying data. Since this approach limits
the subject-matter expertise that the Bank and the participating
agencies can draw upon to improve data quality, it is important
to promote an open discussion about alternative ways to get in-
put. The United States Census Bureau has addressed this by
formally developing a “transparency” policy, which states that all
users have equal access to any published tabulations (including
all special tabulations from any product) and that the Bureau will
not attempt to limit the uses of these products. Formulation of
a “transparency”’ policy for the ICP and distinguishing between
research and official tabulations would permit the program to
expand its research user base while preserving the integrity of
the official releases.

.. continued on page 20
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d) Disclosure of respondent identities

The ultimate cost to an agency occurs when an external re-
searcher discloses the identity or attributes of a respondent.
While the statutory penalties are typically substantial—ranging
up to 10 years in prison and $250,000 in fines for the U.S.—the
consequences of such a breach could be devastating to respon-
dent trust and response rates. Statistical agencies might also be
concerned that respondent trust in their ability to protect con-
fidentiality is declining as part of a general increase in suspicion
of governmental misuse of information. And permitting ad-
ditional researcher access to confidential microdata might only
exacerbate this.

3. Putting the benefits and costs together

While our cataloguing of the costs and benefits of data confi-
dentiality is not encyclopedic, we believe that we captured the
main economic factors. Statisticians have formalized the inter-
play of these costs and benefits as a tradeoff between disclosure
risk and data utility’. This is an important advance because it
provides a framework for quantifying the tradeoff. This allows
data providers to be efficient in the economic sense—for in-
stance, getting the most data utility for a given amount of con-
fidentiality protection.

The statistical framework provides a method for assessing
whether or not a proposed protection technique allows the most
disclosure limitation for a given level of data utility. Applica-
tion of these methods promotes greater efficiency because, in
economist’s language, it allows the data provider to get closer to
the production possibility frontier. Some methods dominate in
current use- one of them is a method with the same disclosure
limitation that permits more data utility!®.

Eliminating dominated disclosure limitation methods is impor-
tant butitis not a complete analysis of the problem. Data provid-
ers must also apply economic decision-making to the mix of dis-
semination methods for a given data product. Assuming that the
risk-utility assessment has been properly applied to each of sev-
eral dissemination methods, how does an agency decide whether
to devote more resources to one method versus another? This
decision is an example of optimal portfolio theory!!. Any two
data protection methods are correlated in their risk of disclosure
of confidential information, but not perfectly. Combining the
two methods can, then, produce greater data utility for any given
level of disclosure risk in exactly the same way that an investor
can achieve greater expected return for any given level of invest-
ment risk by combining the risky assets into a portfolio.

The application of optimal portfolio balance to the choice of
data protection and dissemination methods provides the poten-
tial to answer two very important questions that arise directly
from our cost and benefit analysis above. First, what is the overall
disclosure risk of the mix of dissemination technologies? Sec-
ond, what is the correct decision rule for moving information
between a public-use file and a restricted-access file? We consider
these questions in turn.

The disclosure risk for a combination of dissemination methods
is the expected cost from the proposed combination, not the
sum of the disclosure risks from each method considered indi-
vidually. To see this point, compare a public-use microdata file
with a supervised-access protocol like a research data center. If
there is only one variable in the public-use file and there are 10
variables on the confidential file, then for any given level of data
utility there will be much more use of the research data center
than of the public-use file. The expected costs associated with
the disclosure limitation will be dominated by the costs of run-
ning the research data center and the risks associated with the ac-
cidental or malfeasant release of some confidential information
from this modality. Adding a variable to the public-use file and
tightening the access to the research data center shifts the ex-
pected cost of disclosure limitation from the supervised facility
to the properties of the public-use file. This must be controlled
through investments in statistical methods to limit the disclosure
risk in the two variables as compared to the single variable. The
overall disclosure risk can actually decrease because the lower ex-
pected costs in the supervision of the research data center more
than offset the increased costs of the public-use file!%.

Consider the decision rule for moving information between the
public-use file and the research data center. The addition of in-
formation to public-use files has a measurable impact on the dis-
closure risk. Sometimes this risk is low: for example, retirement
benefits in a national program. Such measures don’t depend on
geography and have statutory minima and maxima. Adding such
measures to a public-use file and simultaneously eliminating the
use of the research data center for creating such variables results
in an increase in data utility from the public-use file and a de-
crease from the research data center. That’s the benefit tradeoff.
At the same time, it provides a change in the overall disclosure
risk that depends upon how much extra information is contained
in the benefit variable above what was contained in the original
public-use file and upon how much access to the research data
center is reduced. That’s the cost tradeoff. The new statistical
methods for assessing disclosure risk and data utility can be used
to quantify both the benefit and the cost of this tradeoff. We sus-
pect that these methods will reveal improvements from adjusting
the dissemination mix in this case.

Sometimes there is considerable disclosure risk associated with
a variable in a public-use file: for example, exact birth dates
combined with detailed geography for household data and ex-
act industry combined with detailed geography for business data.
Improvements in information technology have increased the
disclosure risk associated with the public-use versions of these
variables. The result has been increased use of restricted-access
protocols. As in the retirement benefits example above, disclo-
sure risk assessments can be used to quantify the reduction in
risk in the public-use file from restricting the geography and the
increase in disclosure risk from making the geography available
in a research data center, holding constant the data utility. These
same methods can be used to measure the change in data utility
from this restriction in the public-use file and associated >>
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increase in the research data center use. We suspect that there are
potential portfolio gains to this rebalancing also.

4. Conclusion

Itis clear that statistical agencies will increasingly be challenged
to provide more access to microdata. This pressure provides a
chance to fulfill a critical societal mission. However, since in-
creased access does not come without increased costs, it would
seem reasonable to try to control these costs by combining
research efforts. Some areas in which joint research and de-
velopment might provide substantial dividends, for example,
would be the:

1. creation of inference-valid synthetic data;

2. protection of microdata that are integrated across several
dimensions (such as workers/firms/geography);

3. quantification of the risk/quality tradeoff in confidentality
protection approaches

4. effect on response rates of increased microdata access; and

5. development of technical approaches to permit secure
remote access to confidential microdata. M
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Review and Retrospect

Comments on the System of National Accounts -

Implementation Status and Implications for the ICP
Michael Ward, International Consultant

Paul Cheung’s contribution to the last newsletter
(published in February) raises both methodolog-
ical and systemic issues for data development. It
underlines the need to enhance national statis-
tical capacity. Those who have worked closely
with the International Comparison Program
(ICP) are left in little doubt as to the benefits of
this rigorous program, especially in two key areas of economic
statistics; price measurement and national accounts. Often pur-
sued at the official level in quite separate divisions, these two
topics, rightly, are becoming — and still need to become - even
more closely integrated.

At the core of any set of PPP estimates lies the nature of the
basic sources and quality of the raw data. Paul Cheung draws
attention to the varying nature of the national accounts data
globally, and the need for observing universally acknowledged
standards, norms and proper protocols for basic data compila-
tion. Detailed national expenditure data have always been the
weakest element of the ICP. Improving the consumption data
implies accepting not only certain formal aggregation rules
but also agreement on procedures to value components (some
of which do not enter any formal market) in a consistent way.
Concepts of consumption are confused in some countries with
those of acquisition, expenditure and use. This is because some-
times it is the nature of the data source — household surveys,
administrative files, retail sales turnover, etc. — that respectively
determines what is identified or reported and how a variable
is measured. The crucial task of data conciliation lies with the
United Nations. The existence of these problems constitutes
yet another persuasive reason for strengthening the indepen-
dent, non-partisan role of the UN Statistics Division. There are
strong arguments for giving it greater support to reinforce its
authority, extend its outreach and help it balance, in consultation
with UN member countries, the perceived competing demands
of national and international policy.

Forging a systematic and closer inter-connectivity between the
UN System of National Accounts (SNA) and ICP, particularly
with respect to the design of national price reporting systems
(basic processes that are so often compartmentalized in national
statistical offices) is more than just desirable; it is essential if ana-
lysts are to grasp a proper understanding of the underlying real
economic mechanisms at wotk. The estimation of PPPs, as de-
rived within the ICP statistical framework, does far more than
piece together a picture of global living standards and poverty.
PPPs provide domestic policymakers with invaluable guidance
and insights into the impact of national resource allocations and
costs of socioeconomic and environmental sustainability.

Because of the longstanding weaknesses in the expenditure es-
timates of GDP, Paul Cheung’s contribution undetlines why the
PPP estimates have always been subject to significant margins
of error. This is especially true at the basic expenditure heading
level where, in many countries, there is a scarcity of survey infor-
mation and administrative reports. Across both the private and
public sectors, unsatisfactory estimates at this level of expendi-
ture are common. In addition, any statistical gaps at those levels
as well as in particular countries invariably feed into the derived
global figures, thereby undermining their overall quality. It is dis-
tressing to note from Table 1 presented in Paul Cheung’s article
that the national accounts data in most of Aftrica and Oceania-
two areas where development needs remain acute and where the
initial PPP regional estimates for Phase VII seem most open to
question - are still inadequate and inconsistent.

Table 1 summarizes the conceptual implementation of the 1993
SNA by countries. It highlights that developed and transition
countries showed the highest rate of compliance at 93 and 100
per cent respectively in 2006. The Latin American and Carib-
bean countries registered 58 percent compliance rate during the
same period. Asia followed with 43 percent compliance rate. In
contrast, Africa and Oceania lagged far behind, with a compli-
ance rate of only 17 percent in the 2006. More importantly, both
regions showed very little progress since 2004.

Only by tracking exactly what is happening to technical assistance
and how it has been implemented institutionally, and by follow-
ing up on the impact of individual training, will it be possible
to improve the broad effectiveness of support in these regions.
The ICP has shown it can play an important “hands-on” part in
capacity building, developing human capital and establishing a
competent local statistical knowledge base.

PPPs allow policymakers to engage more relevantly in real re-
source analysis and associated allocation decisions. They can do
so following declared and reasonably transparent criteria of eco-
nomic equality, even if these are not always totally “fair”. The
ICP recognizes structural differences and gives substance to the
many price level differentials that exist between countries, as well
as between regions and sectors within countries. This has spe-
cial resonance to international development and financial institu-
tions that follow clear operational guidelines for directing limited
resource transfers to member countries determined to pursue
plans of national progress. For the most part, donors and insti-
tutions try to ensure there is an equality of treatment in respect
of supporting members’ plans and meeting their more pressing
observed needs. The adoption of PPP-based criteria of selection
strengthens this desire to provide equality of treatment. It is es-
pecially significant where the bulk of international development
transfers, de facto, are spent in the countries themselves. M
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