The challenges facing compilers of CPIs in developing countries: and the need for a supplementary handbook to the International Manual on CPIs and implications for the ILO resolution on consumer price indices 
David Fenwick

Director, International Comparison Programme and Statistical Capacity Building Africa, Office for National Statistics,

1 Myddleton Street, Islington, London EC1R 1UW, United Kingdom.

email: david.fenwick@ons.gov.uk
Abstract

In an increasingly globalised world it is becoming ever more important for governments, international organisations, businesses and researchers to make sound cross-country economic comparisons, be it to compare levels of economic activity and key economic performance, make reliable investment decisions or to assess progress towards improving living standards in developing countries. This paper considers the challenges facing CPI compilers in developing countries and how a supplementary handbook on CPIs, being compiled by the UK Office for National Statistics, will help compilers meet the challenges. Based on an analysis of the available metadata on CPIs in Africa, it then considers possible implications for the 2003 ILO resolution on Consumer Price Indices.
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1. Background

The ILO Consumer Price Index Manual
 is a comprehensive manual which covers virtually every theoretical and practical aspect of consumer price index compilation. Yet some CPI practitioners, especially in developing countries, indicated that they would welcome a supplementary source of day-to-day practical guidance, which provided further elaboration on the practical compilation issues covered in the manual and gave more advice on how to deal with some of the difficulties faced by compilers in developing countries.
Consequently, in mid-2006 it was agreed by the International Working Group on Price Statistics (IWGPS) that a companion volume should be written - led by the UK Office for National Statistics as part of DFID-funded project to support the delivery of the International Comparison Programme (ICP) in Africa and corresponding Statistical Capacity Building – which would provide guidance and solutions to particular issues associated with the compilation of CPIs in the developing world. 

During the course of the compilation of this companion volume – referred to as the supplementary handbook on CPIs – and the activities associated with ICP Africa and statistical capacity building, a number of more general issues arose: most notably those relating to harmonisation of CPIs across the different regions of Africa and the potential for integration of the ICP with national CPI programmes. The latter led to ONS supporting some initial work in these areas. A more systematic investigation into the state of CPIs in the African continent was undertaken through a study of the readily available metadata. The work undertaken confirmed that there was a demand for better and more harmonised CPIs and that the ILO resolution acted only as a limited enabler to fulfil this demand. In particular, many countries fell short of the current ILO guidelines on consumer price indices and individual initiatives in different regions of Africa towards a harmonised CPI only drew to a limited extent on the resolution.  
2. The supplementary handbook
Structure and content
The structure of the supplementary handbook (see Annex A) broadly follows that of the ILO resolution on CPIs and the ILO CPI Manual and has benefited from a initial consultation exercise which involved distributing questionnaires directly to statisticians in developing world National Statistics Institutes (NSIs) and direct feedback at a meeting of African CPI experts in Kigali Rwanda.  This enabled an initial assessment to be made of the key issues that the handbook would need to cover.  

Some general points to note are that: the handbook aims to be less bulky than the ILO manual; it will cross reference to the main manual and the ILO resolution where appropriate; it will be available for download as a single document or as separate chapters; a CD Rom will be included which will contain an electronic version of the handbook, extensive background data, training material and possibly an electronic copy of the CPI Manual.  It is also worth noting that as a result of generous support from the UNECE, copies of the handbook will be provided free to compilers of CPIs in national statistical institutes in developing and transition countries. Contacts with NSIs indicate that the cost of the ILO manual has been a barrier to its use as a working document in developing countries, for instance feedback has indicated that where NSIs do have a copy of the manual it may not always be accessible to compilers, but rather will be kept in the bookcase of the director of statistics - unused.
The compilation process

A primary author and co-author have been assigned to each chapter.  The authors brought in are CPI experts from around the world all of whom have extensive experience in working with developing countries.  The primary and co-author for each chapter are tasked with working together to produce a first draft. The mode of working was in most cases for the primary author to produce an initial draft with the co-author providing detailed comments.

The editorial process

An important part of the review process is to engage CPI practitioners in developing countries – the engagement of the latter is fundamental to ensuring that the handbook fully meets the needs of the key users. The following review process has been adopted to ensure this:
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In addition, colleagues at the African Development Bank (AfDB) and Asian Development Bank (ADB) also reviewed chapters.
An interactive discussion group using ‘Google Groups’ was also set up to provide a forum for authors and reviewers to actively discuss drafts and any issues arising.
The editorial review process has also been used to facilitate feedback on the ILO manual, for example, where an issue arises where further or revised guidance in the manual might be considered desirable. 

There will be implications for the ILO manual as a result of the compilation of the handbook. For example, instances may have been identified during the course of putting together the handbook, where further guidance is necessary in the manual. A log of potential issues for the ILO manual is being kept so that appropriate editorial changes can be made when the opportunity arises.
One such example relates to the treatment of second-hand goods. Sections 3.127 – 3.129 of the ILO manual list four different “routes” for the acquisition of second-hand goods: 1) direct from another household 2) from another household via a dealer 3) directly from another sector (i.e. from an enterprise or from abroad) 4) from an enterprise or from abroad via a dealer). But at first glance (2) & (4) are not mutually exclusive. In particular, 4) would appear to be covered by (2) but the advice given at (4) would appear to be inconsistent with the advice given at (2). 
It is clear that the topic of second-hand goods has not been fully resolved satisfactorily.  One problem is that both national accounts and CPIs are bit schizophrenic about durables.  Most of the time they want to treat them as if they were consumed in the period in which they were bought but at other times, such as when dealing with transactions in partly used durables, they have to recognise that this is not true. Much of the problem arises from the tension between the SNA and the COLI perspectives. 

It could also be argued that on second-hand goods the ILO Resolution is at best unhelpful and at worse wrong
.
The purpose of this paper is not to go into the detailed arguments but rather to illustrate the sorts of issues arising. In the case of second-hand goods, this is not a trivial issue for some developing countries where many second-hand clothes and cars are purchased in large quantities.

3. ICP Africa statistical capacity building

As mentioned in the introduction, the production of a supplementary handbook on CPIs was part of a much larger exercise where ONS provided support for statistical capacity building in Africa in the context of the latest round of the International Comparison Programme (ICP).

The ICP is a worldwide statistical initiative which makes it possible to compare GDP in real terms - unaffected by differences in price levels between countries.  This allows the user to assess the relative economic welfare across countries and the relative size of a country's economy in real terms.  The ICP achieves this by using Purchasing Power Parities (PPPs), calculated by comparing average prices between countries for a well-defined and representative "basket" of goods and services, as currency converters instead of monetary exchange rates. The box below explains the calculation of PPPs in more detail. 
The data released through the ICP enables economic analysts to compare the levels of GDP and its major components between countries. International comparisons of this type are useful as the starting point in analysing productivity, living standards and poverty.  One of the most high-profile uses of ICP PPP data is in the estimation of $1 a day poverty headcount figures, an essential component for assessing the Millennium Development Goal of "reducing by half the proportion of people living on less than a dollar a day between 1990 and 2015".
Box 1: What are PPPs?
PPPs are price relatives that represent the rate at which the currency of one country needs to be converted into that of a second country to represent the same volume of goods and services.  In essence a PPP is simply the ratio of the price of a good or service in one country to the price of the same quantity or quality of the same good or service in another country.

For example, in country A 1kg of rice costs 3 euro, in country B 1kg of rice costs 4 dollars. The PPP between these items would be 0.75 (3 divided by 4).  This mans that for every dollar spent on rice in country B it would be necessary to spend 0.75 euro in country A to obtain the same quantity of rice.

The ICP expands this method to calculate PPPs which compare average prices between countries for a well-defined “basket” of goods and services covering the whole economy, from basic food to electronics, housing, education, healthcare and even the construction of buildings.

The pertinent point for this paper is that the calculation of PPPs requires the collection of prices data, similar to a CPI, and expenditure data from household budget surveys and national accounts. As in a CPI, the expenditure data is used for weighting the prices data.

Work undertaken by ONS to exploit the investment in ICP Africa as a catalyst for sustainable statistical capacity building in the longer-term and to contribute to the goal of an improved and sustainable evidence base for country level decision making included:

· facilitating improvement in national CPIs through the integration of ICP methods, particularly price collection.
· supporting the harmonisation of CPIs across African sub-regions.
Integration of ICP components into national CPIs

The ONS conducted two feasibility studies into the practicalities and costs and benefits of further integration in the future of ICP components into national CPIs. The studies, which were conducted in Uganda and Zambia, concluded that national CPIs can draw benefits from the ICP, and vice versa, in a number of ways: 
· technical improvements - geographical coverage; outlet-type coverage; methods of outlet selection; the use of more detailed structured product descriptions to better control item selection; 
· better data quality control – improved methods for data validation and editing; improved computer systems; improved documentation; better standards of staff training and increases in CPI staff resources.  
· Cost savings - the integration of CPI and ICP product lists (i.e. increasing the number of items included in both the CPI and ICP lists) leading to more use of the same prices data both for the CPI and the ICP
.

Thus there is a strong case for continuing and sustained efforts to increase synergies between the ICP and CPI product lists to deliver technical improvements, better data quality control and increased operational efficiency
.

The sub-regional harmonisation of CPIs
Efforts towards CPI Harmonisation in sub-regions of Africa have had a variable success.  Any attempt to introduce a successful, appropriate and sustainable HICP is reliant on five things:
· A clear understanding of what is meant by harmonisation and its benefits.

· Consensus on the coverage and definition of a harmonised CPI.

· A demand for harmonisation by users of the CPI with a sub-regional organisation acting as a focal point and facilitator. 

· The capacity of the sub-regional organisation to lead the work from planning through development to implementation.

· The capacity of individual countries to participate.

Putting the last two points to one side, the current position is that:

· Where an HICP is currently being produced it is on a sub-regional basis, reflecting the different economic “communities” and activities of the different regional organisations. There is no HICP for Africa and no plans to introduce one. 

· The ILO resolution of consumer price indices is of limited help in the process of harmonisation because it avoids being prescriptive.
· User demand for an HICP is also variable, reflecting in part the varying degrees of economic integration between countries in different parts of Africa, but there is a significant, ever more vocal and increasing call for cross-country comparability between CPIs. The latter can only increase with moves towards increasing economic integration in the different economic zones of Africa.
· In most cases, where an HICP is being produced harmonisation:

· It is partial. For example, common aggregation methods may be used but not a standard geographical coverage or common methods for dealing with such issues as seasonal goods and quality change.

· In some cases efforts are misdirected. For example, focusing mainly on the introduction of a “common” basket, whilst ignoring more fundamental issues.

However, active progress towards further integration continues. For instance, there is a UEMOA/Afristat/BCEAO study group looking to improve the UEMOA HICP. In parallel to this, Afristat are looking to update the common software used to produce the Afristat HICP, which will include a review of the harmonised methodology to introduce basic improvements such as the facility to regularly update the basket and weights and to chain link and extend coverage beyond cities. The Afristat experience illustrates both the advantages and disadvantages of driving through harmonisation by the introduction of a common software. Integration and the use of common software can be both a facilitator and a barrier to improving CPIs. SADC began a harmonisation project a few years ago but this has recently stalled due to issues of funding. COMESA has made less progress and is looking for funding to develop an HICP implementation plan. 
In the example of the HICP implemented in the UEMOA region the strong involvement of both UEMOA and Afristat was fundamental to the project’s success.

There is a strong case for continuing efforts to increase harmonisation between CPIs but in a more coordinated way with the main purpose and use in mind and looking towards greater comparability between all countries whatever the economic zone. The international organisations have an important role to play in this.
4. An analysis of CPI Metadata for Africa

Annex B gives the results of an analysis of metadata on CPIs for 18 countries in Africa as held on a database managed by the African Development Bank. The picture emerging is one of variable compliance with international best practice, against the ILO resolution for example, despite the advances made by a number of countries in recent years in terms of their individual CPI methodologies (including South Africa, Botswana, Nigeria and Zimbabwe) who would appear to have CPIs which use COICOP, have relatively up-to-date weights and base years, publish monthly and cover a large number of outlets
. Whether harmonisation will act as an effective facilitator for better CPIs across Africa is yet to be proven. 
Some interesting points to note from this analysis are:

· Geographical Coverage - 8 of the CPIs cover both rural and urban areas but 10 cover urban areas only, including 3 which cover the capital city only.

· Classification – a half (9) use COICOP, 4 use a classification derived from COICOP, 5 use “ILO Guidelines” rather than COICOP.

· Weighting – only 3 have weights from a Household Budget Survey (HBS) carried out in 2000 or later. Two-thirds (12) have weights from 1990 – 1999 and 3 from an HBS older than 1990.  The oldest weights were from the 1964 HBS in Liberia.  The ILO resolution states that weights should be updated at least every 5 years indicating non-compliance by about 80% of countries (15 of the 18 countries included in the analysis).
· Base Year – a third (6) of CPIs used a base year of 2000 or later, two-thirds (12) between 1990 and 1999 including 2 which have a base year pre-1990.  The earliest base year was 1974 (Gambia).  The ILO resolution advises that the base period be changed “as frequently as necessary to ensure that the index numbers remain easy to present and understand”.

· Release - 10 countries release their CPI on a monthly basis (as recommended by the ILO resolution), 2 on a 2 monthly basis and, perhaps surprisingly, 6 on a fortnightly basis.
The Gambia and Liberia appear to be the least compliant to the ILO resolution.  The Gambia CPI, for example, covers only 60 outlets in the Greater Banjul area (the capital city), does not use COICOP, uses weights based on a 1968/69 Family Budget Survey, a  base year of 1974 and is published only every 2 months.

Continuing efforts and further investment are needed to facilitate increased compliance of national CPIs, and in some cases harmonised CPIs, in Africa to the ILO resolution. Compliance to the resolution is currently very patchy. 
The extent to which this is the case is made difficult by inaccuracies in metadata uploaded on the relevant “official” websites. Consideration should be given to one international institution taking the lead in maintaining a database of metadata. 
Monitoring of compliance to the ILO resolution should be used not just to provide users with details of the strengths and weaknesses of particular country’s CPI but as a pro-active tool to formulate improvement programmes to facilitate greater compliance with international best practice. Users of CPIs would benefit from increased efforts in this regard.

Users would also benefit from a resolution which was more prescriptive on issues of best methodology and harmonisation. This is addressed in the next section.   

5. The ILO resolution

The approach taken when the current ILO resolution on CPIs was adopted in 2003 was to be not too prescriptive in areas where there was limited international consensus or where it was felt that compromises needed to be made by CPI compilers for operational reasons. In this context two observations can be made:

· In the relatively short time since the publication of the ILO manual and the adoption of the current ILO resolution the consensus on what constitutes a “fit-for-purpose” CPI has increased. This is particularly so in the context of the concept of a family of CPIs, with no one construct being fit for all purposes.  
· A clear vision can be the most effective enabler for progress, particularly one that draws on the benefits of harmonisation, and the increasing demand for CPIs which are comparable across countries.

It is instructive to note that the ILO resolution does not directly address the issue of harmonisation and international comparability, although the latter (that is efforts towards harmonisation), like the resolution itself, has facilitated to some extent improved methodologies in individual country’s CPIs. It is also instructive to note that where harmonisation is taking place this is happening on a sub-regional basis with the inherent danger that this will act as a barrier to global harmonisation. A more detailed discussion of the issues relating to the ILO resolution takes place in the paper “A globally-harmonised Consumer Price Index: a review of the need for such an index and the extent to which it is and can be met and the implications for the ILO resolution on Consumer Price Indices”
. For the purpose of the current paper suffice it to be noted that, despite the lack of compliance, from a strategic viewpoint there is a danger that the ILO resolution will be overtaken by what is happening on the ground and will reduce in relevance as time goes by with the result that a sub-optimal solution will be offered to the user community.
6. Conclusions

Despite significant advances in CPI methodology over recent years many countries in Africa fall significantly short of compliance with the current ILO resolution on CPIs. In addition regional programmes for the production of harmonised CPIs have not necessarily advanced compliance and could represent a barrier to future global harmonisation. The production of a supplementary handbook addressing CPI compilation issues in developing countries will be useful addition to the range of material provided by the international agencies to facilitate improvements in index production. However, there is the potential to achieve much more with a more prescriptive resolution which also covers the issue of harmonisation and with a more systematic approach to meta-data collection, to the monitoring of progress towards a family of international comparable indices and with countries having in place work programmes to achieve compliance.. 
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Annex B – Metadata relating to CPIs in Africa
	Country
	Coverage 
	Method
	Dissemination

	
	Geographical
	Households
	Products 

classification
	Outlets
	Sources for weighting
	Frequency of price collection
	Base year
	Release
	Media

	Botswana
	3 indexes : urban areas, rural areas, towns
	African
	COICOP

256 items

12 groups
	570
	HIES 1993-94 

(HIES 2002/2003 when available)
	Monthly
	Nov. 1996
	4-5 weeks
	Press release

	Egypt
	Rural and urban areas
	All Households
	Close to COICOP
	150
	Consumption and expenditure survey 1995-96
	Monthly
	1995-96
	4 weeks
	Press release and web-site

	Ethiopia
	National index and Indices for the 9 provinces, the Dire Dawa Council and Addis Ababa
	n.a.
	ILO guidelines
	Number varies from region to region, ranging from 2 to 24 markets
	HICE survey 1999-2000
	Monthly
	Dec. 2000
	5-6 weeks
	Press release and publications

	Gambia
	Greater Banjul area
	n.a.
	ILO guidelines
	60
	1968/69 Family Budget Survey (ongoing update with results from the 2003 HBS)
	Weekly, Monthly for household equipment, quarterly for housing
	1974
	 2 months
	Irregular publications

	Ghana
	Rural and urban areas
	n.a
	ILO guidelines (adoption of COICOP planned for 2005)
	31 markets in rural areas and 9 in urban areas
	1991-92 GLSS
	Twice a month
	Sept. 1997
	2-3 weeks
	Press release and GSS newsletter

	Kenya
	Nairobi (and other large cities)
	n.a.
	Derived from COICOP
	100
	1993-94 Urban HBS
	Monthly
	Oct. 1997
	n.a.
	Press release

	Country
	Coverage 
	Method
	Dissemination

	
	Geographical
	Households
	Products 

classification
	Outlets
	Sources for weighting
	Frequency of price collection
	Base year
	Release
	Media

	Lesotho
	Urban areas (10 districts)
	n.a.
	COICOP
	238
	1994-95 HIES
	Monthly
	2003
	1 month
	Newsletter

	Liberia
	Monrovia 
	n.a.
	ILO guidelines
	134
	HCS 1964
	Monthly
	May 1998
	4 weeks
	Press release

	Malawi
	Urban and rural districts
	All households (except diplomats)
	ILO guidelines
	230
	HS 1997/98
	Monthly
	2000
	2-3 weeks
	Statistics briefs

Web-site

	Namibia
	Windohek
	n.a.
	COICOP
	n.a.
	HIES 1993-94
	Monthly (weekly for perishable goods)
	Dec 1992
	15 days
	Web site and paper publication

	Nigeria
	National
	n.a. 
	COICOP
	3108 in urban and 9546 in rural areas
	HIES 1996/97
	From 6 per week to 2 per month
	Sept. 1985
	4 weeks
	Press release

	Sierra Leone
	4 major towns
	n.a.
	ILO guidelines
	132 in Freetown and 120 in each of the other towns
	HIES 89-90
	Weekly for food products and monthly for the other goods and services
	1992: Freetown

2000: Bo and Kemena

2002: Makeni


	4 weeks
	Press release

	South Africa
	Urban areas
	n.a.
	COICOP
	2200
	HIES 2000
	Monthly
	2000
	4 weeks
	Web-site


	Country
	Coverage 
	Method
	Dissemination

	
	Geographical
	Households
	Products 

classification
	Outlets
	Sources for weighting
	Frequency of price collection
	Base year
	Release
	Media

	Swaziland
	9 urban districts
	n.a.
	COICOP
	126
	HIES 95
	Yearly for Education, quarterly for housing and transport and monthly for the other groups
	1996
	4 weeks
	Web-site

	Tanzania
	20 urban centres
	n.a.
	Derived from COICOP
	n.a.
	HBS 2000-01
	3 times a month for the food products, monthly for the other goods and services
	Dec 1994
	2 weeks
	News release

	Uganda
	National but in urban centres only
	n.a.
	Derived from COICOP
	345
	HBS 97
	Twice a month for food products; monthly for the other groups
	1997
	1 month
	Press release

	Zambia
	National (urban and rural areas)
	n.a.
	COICOP
	1558
	HBS 93-94
	Quarterly for transport, communication and education. Monthly for the other groups
	1994
	4 weeks
	Press release

	Zimbabwe
	National (urban and rural areas)
	Resident households
	COICOP
	2282
	ICES 95
	Monthly
	1995
	2 weeks
	Stas Flash

Web-site
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� Consumer price index manual: Theory and practice. International Labour Office, 2004.


� Email exchanges with Peter Hill.


� Note also, increasing synergies between the two exercises should provide additional encouragement to  statistics offices to update the CPI list to make it more relevant to present day purchasing habits.


� For more detail on the ONS feasibility studies see Astin, African Statistical Journal March 2008


� Although the ILO website ‘Laborsta’ has extensive CPI data and metadata available for most African countries, a quick look indicates that some of this information is out of date. For instance, of eleven countries initially looked at it appeared that the entries for four (South Africa, Uganda, Zambia and Cote d’Ivoire) related to the country’s old CPI - these countries having re-based and/or updated their methodology since the entry was last updated.  The metadata of only one of these four countries (Cote d’Ivoire) noted that there was a new CPI available.





� “A globally-harmonised Consumer Price Index: a review of the need for such an index and the extent to which it is and can be met and the implications for the ILO resolution on Consumer Price Indices”�, Fenwick, The 2008 World Congress on National Accounts and Economic Performance Measures for Nations.





