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List of Abbreviations

SSSU 

State Statistics Service of Ukraine 
Executive Summary

Advice was given during the mission on a number of methodological issues relating to the computation of Eurostat's Harmonised Index of Consumer Prices (HICP) and to the computation of a House Price Index (HPI) and associated owner-occupier housing (OOH) costs.
Significant work is required by the SSSU to develop fully compliant statistics  and this should be incorporated into a statistical development work programme.
The computation of a House Price Index and the incorporation of owner-occupier housing costs into the CPI/HICP represents by far the most challenging aspect of the work that needs to be undertaken.
The SSSU should decide whether the strategic goal is to replace the national CPI with the HICP as the main measure of inflation
Specific and more detailed recommendations are listed in the Assessment and Results section.
1. General comments
This mission report was prepared within the Twinning Project, "Development Process in the State Statistics Service of Ukraine with the Objective to Enhance its Capacity and Production" and was devoted to the Consumer Price Index - focusing on a number of methodological issues as listed in Annex 1 - within Component 3 of the project. In the event, after preliminary discussions on the first day in Kiev the terms of reference were expanded to include the measurement of owner-occupier housing costs in a CPI focusing on the methodology in Eurostat's draft manual "Detailed Technical manual on Owner-Occupier Housing for the Harmonised Index of Consumer Prices".
Copies of the power point presentations made during the course of the mission have been forwarded to the office of the Resident Twinning Adviser.
2. Assessment and results
Power point presentations were prepared for each topic. Presentations were made on the conceptual and practical methodological issues relating to each topic and on the relevant Eurostat Regulations. This facilitated discussion in a Ukraine context on options for index construction and the way forward and actions to be taken in preparation for the computation of an Harmonised Index of Consumer Prices (HICP). 
The State Statistics Service of Ukraine (SSSU) currently plan to start computing an experimental HICP in 2017 to coincide with the January 2017 re-basing. Prior to that, in 2016 the SSSU plan to optimise the geographical sample and update the basket. The SSSU have already computed an HICP based on the re-weighting of the current CPI. The latter does not take into account the outstanding methodological issues that need to be addressed.
The empirical tests where the current elementary aggregates and sub-indices are re-weighted using national accounts-based weights, as per HICP methodology, indicates that there could be a noticeable difference in the inflation rates for the CPI and HICP. This is mainly associated with significant differences in the expenditure weight for transport resulting from the relatively large expenditure under this heading by high income households who are included in the national accounts weights but excluded from the CPI. 
It was noted that the experience of other countries was that the development of the HICP facilitated the introduction of improved methodology in the national Consumer Price Index (CPI) and that in many countries the HICP replaced the national CPI as the main measure of inflation. In other countries the HICP was seen as part of a family of indices measuring consumer prices inflation, each measure addressing the needs of a particular set of users. There should be no methodological differences between the different measures of inflation unless justified by the different uses of the indices so computed, and any differences should be explained to users and a numerical reconciliation of the different indices and the respective inflation rates published.

 Residential Property Price Index (House Price Index)
SSSU reported that the response to the survey of estate agents was still very low despite every effort to obtain the necessary information. Only 270 out of 900 estate agents responded to the survey on residential property sales and prices. Based on the returns received only 700 flats were sold in Ukraine in 2015Q1: a gross underestimation. The lack of transparency in the real estate market argued against using other readily available sources of information: the central property register was being digitised but access was not guaranteed, even to the SSSU, and the information was thought to be unreliable particularly on price which can be seriously under-recorded. Similarly, the information given in contracts of sales, held by notaries suffers from the same problems. 

A House Price Index (HPI) is an important economic indicator in its own right and also enters into the calculation of owner-occupier housing costs in a CPI. The conceptual and theoretical issues that arise are determined by user needs for such an index. In the Ukraine, the associated practical problems of index construction arise from lack of data. The HPI requirement as an input into owner-occupied housing costs is very specific  and dependent on the conceptual basis of the corresponding CPI. See next section.
Owner-occupier Housing (OOH) Costs
Currently owner-occupier housing costs are excluded from the consumer price index which seriously narrows the scope of the index and represents a departure from the target measure. The exclusion of OOH costs in the HICP is a major shortcoming which impinges on the ability of the HICP to meet its primary objective of monitoring inflation for the purpose of monetary policy. It is for this reason that Eurostat have asked Member States to compute an HICP which includes OOH costs.
A presentation was given followed by extensive discussions.

OOH costs come in two broad categories of expenditure.
1. Costs associated with the initial purchase of dwellings.

a. In the HICP the net acquisition costs concept is followed.

i. Homes purchased by a household from another household are excluded.

1. But associated on-going costs associated with living in these homes are included (see bullet point (2)).

ii.  Household purchases should be for personal use.

1. This includes vacation homes purchased by Ukrainians & non-residents.

2. But not buy-to-lets.

iii. The cost of the dwelling plus associated costs associated with the process of purchasing, e.g. legal fees, taxes, should be covered.
2. On-going costs associated with living in the OOH.
i. Depreciation & major repairs.

ii. Minor repairs (already covered elsewhere in the HICP).

iii. Major renovations adding to the intrinsic value of property.
iv. These costs refer to all owners of OOH and are not restricted to the net acquisitions.
Thus, a number of new sub-indices will need to be computed and added to the CPI. For SSSU the implications are twofold.

1. A separate HPI sub-index should be computed for homes new to the household sector.

2. The current price collection will need to be extended to cover a number of other costs. 

In addition, different sectors of the housing market have different data and computation requirements. Most particularly, the reference measure for the pricing of self-built dwellings will be construction costs. 

Developing OOH indices represents a significant work plan for the SSSU and the longer-term on-going costs also are not trivial.
The difficulties that the SSSU have in collecting the necessary data for an HPI have already been noted. There are no easy solutions.

The SSSU have access to the preliminary version of Eurostat's "Detailed Technical Manual on Owner-Occupied Housing for the Harmonised Index of Consumer Prices". But it was noted that this is currently being reviewed to reflect the recent experience of EU Member States in preliminary computations of an OOH index.

An alternative to the collection of house prices could be appraisal values although these would need to be undertaken under the supervision of the SSSU and according to a pre-defined definition appropriate for statistical purposes. But appraised prices are a second-best solution.

Health, education and social protection services 

The purchaser prices of goods and services in the health, education and social protection sectors to be used in the HICP are the amounts to be paid by consumers net of reimbursements (payments that are made as direct consequences of purchases of individually specified goods and services, initially paid for by households). 
· Changes in purchaser prices which reflect changes in the rules determining them shall be shown as price changes in the HICP. 

· Where purchaser prices are index-linked, changes resulting from changes in the index shall be shown as price changes in the HICP. 

· Changes in the purchaser prices resulting from changes in purchasers’ incomes shall be shown as price changes in the HICP. 
The Payments of claims to households by insurance companies do not constitute reimbursements: hence the net concept for insurance weights, which was also discussed. 

Data sources, especially for weights, can be a challenge as can be the definition and sampling of a service, particularly in connection with health. These issues were discussed. Data source for weights extended beyond Household Budget Surveys to administrative sources including financial information kept by service providers although again, in the Ukraine, this can be very difficult to access.
Insurance
Discussions focused on health insurance, house structure and contents insurance. The same "net" principle applied in all cases. The HICP follows the use of net premiums for weights as, conceptually, insurance is seen as being purchased for "peace of mind".
1. Net weights are derived as follows

a. (+) Gross insurance premiums

b. (+) Premium supplements

c. (-) Claims

d. (-) Changes in actuarial provisions

e. = Service charge

2. This leads to negative weights in years where claims outweigh premiums.
a. So insurance weights sometimes reflect a three-year average of aggregate expenditure on service charges.
In constructing expenditure weights care should be taken to avoid the double counting of expenditures.  Consumers may pay insurance premiums and then the patient either pays the costs (i.e. the medical bills) which the insurance company then reimburses either in full or partially, or the insurance company directly reimburses the providers (e.g. the doctor or the hospital). Using the net principle should avoid double counting.
Much of the data is likely to come from the service providers rather than from the Household Budget Survey.
Tariffs

Four basic approaches to tariff pricing were discussed, including the advantages /disadvantages and the practical challenges.
· Matched samples

· Unit values

· Customer profiles

· Sample of bills approach. 

Commission Regulation (EC) No 2646/98 lays down detailed rules for the HICP and emphasises that a formula which is consistent with the Laspeyres-type formula should be used i.e. the index should reflect price change on the basis of the  changed expenditure of maintaining the consumption pattern chosen by households prior to the given change in the tariff. Unit values do not do so. Neither does the sample of bills approach. Matched samples, where a full tariff list or an element of the tariff structure is dealt as a “product specification” and re-priced in subsequent periods respects the Laspeyres principle, but can be difficult to apply when there is a major re-structuring of the tariff. Customer profiles also respect the Laspeyres principle and can better overcome the difficulties when tariff are re-structured.
3. Conclusions and recommendations
The SSSU has a heavy workload ahead if it is to achieve its target of computing an experimental but fully HICP in 2017. It also has a strategic decision to make as to whether the HICP will eventually replace its national CPI. If the national CPI continues to be computed in the longer-term then much of the work in developing the HICP will benefit the methodological improvement of the CPI. By far the biggest challenge is the development of a House Price Index and the associated inclusion of owner-occupier housing costs in the CPI/HICP. The owner-occupier housing market is not transparent in the Ukraine and basic data on the sale of houses is difficult to obtain.

Against the above background and general conclusions the following observations and recommendations are made.

1. The SSSU should decide whether the strategic goal is to replace the national CPI with the HICP  as the main measure of inflation. If the CPI continues to be computed there should be no methodological differences between the two indices unless justified by the different uses of the indices so computed. Any differences should be explained to users and advice given on which index should be used for which purpose. A decision on the future of the national CPI should be made in consultation with users.

2. The SSSU should have an agreed work programme and corresponding roadmap to achieve their strategic objectives of producing an HICP.
3. The development of the HICP requires access to all the relevant methodological papers so that the computation follows all the detailed regulations, guidelines and best practice. The SSSU should have access, in Ukrainian, of the latest version of the HICP Manual. The latter is currently being redrafted to bring it up to date and to provide more practical guidelines. The re-draft should be available by end 2016.
4. The development of the HICP also requires a full evaluation of current CPI methodology against the methodology of the HICP. Whilst most of the current and main methodological divergences have been identified by the SSSU there are likely to be other examples where changes to the computation of the national CPI will be required to produce a fully compliant HICP. 
5. The computation of a House Price Index and the incorporation of owner-occupier housing costs into the CPI/HICP needs further work. The use of appraised values carried out to strict rules and undertaken by valuers employed by the SSSU may be a way of overcoming in the short-term the lack of transparency in the OOH market and the lack of relevant and accurate data. The purchase price of owner occupier housing should follow the net acquisition cost principle. The computation of OOH costs requires extra data collection as an input into sub-indices relating to supplementary costs associated with house purchase and also the on-going costs of owning a home. The SSSU should start investigating data sources and begin computing experimental sub-indices. These costs should cover all home owners.

6. During the course of the mission advice was given on a number of more detailed and specific methodological issues. On tariffs, the SSSU should consider the use of the Customer Profiles approach. This approach respects the Laspeyres principle and, compared with the matched samples approach, can better overcome the difficulties when tariff are re-structured. Unit values and the sample of bills approaches are not consistent with the Laspeyres-type formula as the resulting indices reflect price changes resulting from changes in consumption patterns.
7. The estimations of costs to be reflected in the HICP for health, education and social protection services and for insurance should be developed along HICP regulations and guidelines. Most particularly, insurance costs should be estimated using net weights and, for the price development, gross premiums. The costs associated with health, education and social protection services should be the amounts paid by consumers net of reimbursements.
A follow-up mission has been tentatively planned for the week commencing 19 October 2015 but SSSU are to discuss the feasibility and added-value of such a mission with the Resident Twinning Adviser advisor, most particularly whether it fits in with the SSSU's work programme. Such a mission could review residual areas where compliance against HICP methodology needs to be reviewed and, possibly, put together a more detailed proposal for use of appraisal values in a House Price Index and in owner-occupier housing costs.
Annex 1. Terms of Reference
General information 

Statistics Denmark in partnership with INSEE France, Statistics Lithuania, Statistics Finland, Central Statistical Bureau of Latvia, is leading the EU-Twinning project on “Support to Development Process in the State Statistics Service of Ukraine with the Objective to Enhance its Capacity and Production” in Ukraine. The beneficiary is the State Statistics Service of Ukraine.

This activity is implemented under the Component 3 Consumer Price Index (CPI): quality reports. The purpose of component 3 is to introduce standard quality reports on national statistical observations based on the recommendations of Eurostat.
This activity will contribute to the achievement of the above mentioned objectives and targets set out in the contract, in particular.
· satisfy special needs of internal and external users in a more broad and deep information on data quality and state statistical observations on prices;

· drafting recommendations for an all-embracing measurement of data and the processes of state statistical observations to provide a conceptual framework for the harmonization of quality reports.

Purpose of the mission
The priority purpose is to discuss differences/divergences between methods, concepts and practices used to construct the CPI and HICP. Discussion on Commission Regulations laying down detailed rules for the HICP.

Expected results

Get expert recommendations for 
· improving methods for calculating the HICP, in particular as regards to introduction of price indices for owner-occupied real estate, 
· minimum standards for insurance, 
· accounting/calculations of tariffs, 
· production/products of health, education and social protection sectors, etc. 

Activities

Approximate schedule of the mission:
16-18.06.2015

The tasks to be performed by the SSSU in order to facilitate the mission 

Beneficiary Institution:

Will be represented by the heads of divisions and specialists who are directly involved and in charge of organization, implementation and improvement of the statistical survey methodology regarding changes in prices for products (services) and index calculations.

Consultant and partner 

This mission will be carried out in partnership with

David Fenwick (United Kingdom)

Beneficiary: 

O. Kalabucha, Director, Price Statistics Department, SSSU

N. Profatska, Deputy Director, Head of the Unit of Consumer Price Statistics

O.Bondarchuk, Senior specialist-economist, Unit of Consumer Price Statistics
A.Simson, Senior specialist-economist, Unit of Consumer Price Statistics

O.Trach, Senior specialist-economist, Unit of Producer Price Statistics 

S.Garifova, Leading specialist-economist, Unit of Consumer Price Statistics

Scheduling

The Mission will take place on 16-18 June 2015 

Report

The final report on the mission should be submitted no later than two weeks after the completion of the mission.
Annex 2. Persons met

SSSU:
O. Kalabucha, Director, Price Statistics Department, SSSU

N. Profatska, Deputy Director, Head of the Unit of Consumer Price Statistics

O.Bondarchuk, Senior specialist-economist, Unit of Consumer Price Statistics
O.Trach, Senior specialist-economist, Unit of Producer Price Statistics 

S.Garifova, Leading specialist-economist, Unit of Consumer Price Statistics

RTA Team:
Irina Bernstein , RTA & her support team including interpreter.
� ‘actuarial provisions’ are allocations by the insurance company for technical provisions against outstanding risks.
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