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Executive summary

The two main points of the mission were the presentation of producer cost index for construction made by INSEE and a presentation of the hedonic approach of producer price index for construction and their calculation by INSEE with a comparison with producer price index for construction calculate at SSSU. On the first point, SSSU is very close to a future publication of producer cost index for construction; on the second point, SSSU producer price index for construction are very similar to producer cost index for construction, on which SSSU adds a legal margin. In fact, the actual situation does not need the collect of prices.

The elaboration of producer price indices for construction in a more competitive economy will need more statistical investigations (price collection, and so on). SSSU could answer with a small cost to "STS package for 2017" publishing producer cost index for construction but has to prepare a data collection.

If the publication of producer cost index for construction can be realised quickly at he SSSU to answer to STS Annex B “Construction” and to use producer price index for construction to answer to "STS package for 2017" Annex B “Construction”, the point is that the producer price index for construction can loose its representativeness if some builders of houses decided to use only a part of the legal margin in order to practice prices more aggressive. 

1. General comments

This mission report was prepared within the Twinning Project n° UA/13/ENP/ST/38. It was the second mission, including a study-visit in France in June 2014 devoted to Producer Price Indices for construction. 

The concrete objectives of the mission were to present:

· the methodology KLEMS for producer cost indices for construction in order to answer to annex B of STS regulation and to STS package 2017,

· the hedonic approach in the context of producer price indices for construction and its implementation in France,

· the first steps of an Ukrainian producer price indices for construction based on a price data collection.

2. Assessments, presentations and discussions 

2.1.
Methodology KLEMS for producer cost indices for construction in order to answer to annex B of STS regulation
First, the demand of Eurostat in order to answer to Short Term Statistics Business in construction (Council Regulation (EC) No 1165/98 of 19 May 1998 concerning short-term statistics, amended by the regulation No 1158/2005). Actually, Eurostat asks for producer cost index for construction and for tow components: labour costs index for construction and material costs index for construction. With the STS Package 2017, Eurostat will ask quarterly for a producer price index in construction in NACE and not any more in construction categories.

In order to update the weights and the composition of the producer costs indices for construction, INSEE used the KLEMS methodology on the results of structural business statistical survey and compared its results with a study managed by the professional unions. The professional unions of building and of civil engineering worked on a sample of works realised by some firms in order to establish new weights and to determine the components (and there weights) of equipment (K), labour (L), energy (E), materials (M), services (S), transport (T) and pollution control (D). A comparison of the two structures (works and firms) allowed to build structure for the different type of works. 

SSSU has determined with the help of specialists of the domain the structure of representative objects in construction. The list of objects and the composition is updated yearly. The approach is similar to KLEMS methodology. 

For some objects (foundations for instance), SSSU has not real weights. INSEE gives in annex of this document the structure of producer cost indices for construction
, producer cost indices for construction – Building
, producer cost indices for construction - Civil engineering
 and producer cost indices for construction - Various indices for Construction
. The structure of certain type of object can be supposed similar in Ukraine and in France.

The prices of the inputs are collected monthly with the survey “Report on purchase prices for physical resources in construction”. If the sample of firms is updated yearly, nearly 80% of the firms are perennial in reason of the size of the workforce. It could be simpler to use the PPI index collection in the calculation of producer price index. By this way, all the prices will be controlled and validated by the same team, a firm will not be survey for PPI and for producer price index for construction and the list of PPI will increase.

At this list of costs, SSSU add the margin, which is decided by each region by type of construction. The sum of the costs and of the margin gives the price as long as all the builders of construction used the maximal margin. 
SSSU can build easily producer costs indices for construction by duplication of the producer price index for construction and elimination of the margin. By this approach, in a competitive economic, it is useful to compare change in prices and change in costs in a domain such as construction. Legal use for contract escalation can appear and it is better to index contracts on cost than on prices. This avoids generating an inflationary loop (deflationary respectively).

The chain linking method is used for producer price index for construction as into PPI.  

2.2.
Hedonic approach in the context of producer price indices for construction and its implementation in France

A price index is a measure of price trends. Such a goal requires to isolate a pure price change, ruling out any effect related to changes in the content of the given product, for instance, in this case, the rising cost of housing resulting from the increase in the rooms surface and from the installation of more sophisticated equipment. However, when a price simultaneously depends on several characteristics, the only way to estimate the impact of each characteristic on the price was to resolve a model
.

Actually, Ukrainian producer price index for construction is built as a producer cost index for construction at which a legal margin is added. If now days, the index reflects the economic reality, SSSU must prepare it to a more intensive concurrency between houses builders. In this optic, the legal margin can be applied partially by the builder in order to practice prices that are more aggressive and the maximum legal margin would not any more reflect the economic reality. For this reason, a price data collection by questionnaire to the building permit owners or to the builders should be studied.

In order to build a producer price index based on a price data collection of construction, SSSU needs to collect information about building permits database, the regional distribution of the construction and the mains characteristics of the construction
 (physical attributes, location attributes). 

In France, the data collection is realised by the Ministry of Ecology with a sample of building permits in three strata: pure individual, grouped individual and collective dwelling. The questionnaires of the survey have been shown and translated in Ukrainian and in English. 

In France, the hedonic approach is used to capture with the dummies variables representing the characteristics all the quality effects; and the exponentiation of the coefficient of the previous quarter minus the exponentiation of the coefficient of the actual quarter gives us the change in price of a type of construction between two quarters. A theoretical presentation of the regression and a presentation of the hedonic approach and its application at the French case have been done by the French expert. 

The sample must represent the construction of each type of construction in France. The structure of the sample does not necessary reflect the weights of each type of construction, but the geographical representativeness must be correct. 

Chaining the previous annual average (weighted) .The weights of the Paasche index using the number of units in the quarter under review and the average price of each type of construction to that date; INSEE knows the number of construction begun during the quarter by type of construction. A similar aggregation with Laspeyres formula is available.

The goal is to show how to take in account the change in price for construction in a competitive economic with a collection of prices. 

2.3.
The first steps of an Ukrainian producer price indices for construction based on a price data collection

Actually, Ukrainian producer price index for construction is built as a producer cost index for construction at which a legal margin is added. In the future, the legal margin can be applied partially by the builder in order to practice prices that are more aggressive and the maximum legal margin would not any more reflect the reality. For this reason, a price data collection by questionnaire to the building permit owners or to the builders must be studied.

Price Statistics Department should take contact with the Department in charge of construction at the SSSU or with the Ministry of Construction in order to use or to make available statistics on the number of building permits of new construction, rehabilitation and demolition. It is useful to know monthly by region the number of building permits by type of construction, in square meter, in the number of housing. The first step consists of an inventory of available statistics. 

After an analysis of the available data, SSSU can propose an extension of some statistics or a discontinuation of some unused data collections in favour of new data. A presentation of the survey realised by the Ministry of Ecology in order to calculate producer price index for construction
 in France and of the others data used. This work will continue.  

3. Conclusions and recommendations

3.1.
Use PPI and not a specific data collection 
· to add to PPI data collection the data collection used for Producer price index for construction; 

· to use PPI in order to calculate the producer price indices for construction in order to maximize the data collection and minimize the burden of the firms.

3.2.
Publish producer costs index 
· to use establish producer costs index by duplication of the producer price index for construction and elimination of the margin;

· to publish producer costs index.

3.3.
Build the producer price index with the help of the NACE (breakdown of material by class of the NACE)
· to build the producer price index with the help of the NACE (breakdown of material by class of the NACE)

· to publish producer cost index for construction with the NACE (cf. Annex 5.)

3.4.
Keep the periodicity of calculation of producer price index for construction
· to keep the periodicity of calculation of producer price index for construction monthly as long as the margin are fixed by region. After, with the price data collection of types of construction the dissemination could be quarterly. 

3.5.
Update yearly –as actually – the weights and the list of the components of producer price induces for construction
· to update yearly –as actually – the weights and the list of the components of producer price induces for construction.

Annex 1. Terms of Reference – Mission programme
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European Union Twinning Project 
Support to Development Process in the State Statistics Service of Ukraine with the Objective to Enhance its Capacity and Production

Twinning No.: UA/13/ENP/ST/38

MISSION PROGRAMME 

Working meetings between the EU expert (INSEE, France) and representatives of the Price Statistics Department (SSSU) within the framework of the Twinning Project “Support to Development Process in the State Statistics Service of Ukraine with the Objective to Enhance its Capacity and Production”. Component 3: Quality reports

25-27 May 2015

Component 3: Quality reports

Activity 3.3 (Part 1): Construction price and cost indices calculations

Expert: 

Gérard Vittek (INSEE, France)

Working language: French

Interpreter: Michael Gornovsky

	
	Morning
	Afternoon

	Monday

25/05/2015
	10:00 Arrival to the SSSU 

Address: 3 Shota Rustaveli Str., Twinning office

At the entrance to the SSSU you will be picked up by K.Zhulay, Protocol Department

10:00-13:00

Introduction to STS regulation on construction cost and output price in construction

Index of construction cost at Insee (France) part 1

Index of construction cost at Insee (France) part 2

Presentation on methodological guidelines for organisation of the State statistical observation over changes of prices for construction and assembly works and calculation of price indices in Ukraine. 

Discussion on the different approaches to calculation of construction price indices 
	14:30-18:00

To be continued

	Tuesday

26/05/2015
	10:00 Arrival to the SSSU 

Address: 3 Shota Rustaveli Str., Twinning office

At the entrance to the SSSU you will be picked up by K.Zhulay, Protocol Department

10:00-13:00

Study Insee experience regarding classifiers and information sources on material resource prices, as well as frequency/periodicity of calculations of construction and assembly price indices. 

The hedonic method: introduction to statistical background; hedonic approach, main principles of the hedonic approach.


	14:30-18:00

To be continued

	Wednesday

27/05/2015
	10:00 Arrival to the SSSU 

Address: 3 Shota Rustaveli Str., Twinning office

At the entrance to the SSSU you will be picked up by K.Zhulay, Protocol Department

10:00-13:00

Discussion on Draft Quality Report (Draft report on the quality of statistical observation over changes of prices for construction and assembly works).

Discussion on recommendations aimed at improving the methodology of construction and assembly cost indices in Ukraine.

Debriefing, outlining future activities 
	14:30-18:00

To be continued


Participants: 

INSEE – France

Mr Gérard Vittek 

SSSU

Ms O. Kalabucha, Director, Price Statistics Department

Ms I.Shkurska, Deputy Director, Price Statistics Department 

Ms N.Lysenko, Head of Unit for construction, transport, communications and housing prices

Ms L.Rudenko, Chief economist, Price Statistics Department

Ms V. Isayuk, Chief economist, Price Statistics Department

Ms L. Kuzmina, Consultant

Annex 2. Persons met

SSSU

Ms O. Kalabucha, Director, Price Statistics Department

Ms I. Shkurska, Deputy Director, Price Statistics Department 

Ms N. Lysenko, Head of Unit for construction, transport, communications and housing prices

Ms L. Rudenko, Chief economist, Price Statistics Department

Ms V. Isayuk, Chief economist, Price Statistics Department

Ms L. Kuzmina, Consultant

RTA Team:

Ms I. Bernstein, RTA
Annex 3. List of documents transmitted

PowerPoint presentations:

· “1.1 Introduction in STS regulation on producer cost index  and producer price index for construction” in English (translated into Ukrainian)
· “2.1 The producer cost index for construction for legal escalation at INSEE (France) ” in English (translated into Ukrainian)
·  “2.2 The producer cost index for construction for STS at INSEE (France) ” in English (translated into Ukrainian)
·  “2.3 The macroeconomics producer cost index for construction at INSEE” in English (translated into Ukrainian)
·  “2.4 Methodological guideline producer cost index for construction” in English (translated into Ukrainian)
·  “2.5  Methodological guideline producer price index in construction” in English (translated into Ukrainian)
·  “3.0 Quick overview of price indices and cost indices in construction in France” in English (translated into Ukrainian)
·  “3.1 The former output price in construction at INSEE (France) ” in English (translated into Ukrainian)
·  “3.2 The Hedonic method - Introduction to statistical background” in English(translated into Ukrainian)
·  “3.3 The hedonic output price index of construction in at INSEE (France) ” in English (translated into Ukrainian)
Libre Office document:

· “Questionnaire 2 logements et plus Phase 2 J  2015 S1.odt“ in French , translated into Ukrainian
· “Questionnaire un logement Phase 1 J 2015S1“ in French , translated into Ukrainian
· “Questionnaire un logement Phase 2 J 2015S1“ in French , translated Ukrainian “Questionnaire 2 logements et plus Phase 1 J 2015 S1” in French“ in French, translated into Ukrainian
Acrobat Reader document:

· “st-l-regsim.pdf” Wiki about linear regression in French, (transmitted on the week after the mission)

Annex 4. Weights and composition of producer cost index for construction in France

The documentation contains the structure KLEMS of the indices and list of the components of materials, equipment in excel sheets on the website of INSEE:  

· Producer cost indices for construction (contract escalation) - Building (BT) indices - Base 2010 is available at http://www.bdm.insee.fr/bdm2/documentationGroupe?codeGroupe=1606  

· Producer cost indices for construction (contract escalation) - Civil engineering (TP) indices - Base 2010 is available at  http://www.bdm.insee.fr/bdm2/documentationGroupe?codeGroupe=1607  

· Producer cost indices for construction (contract escalation) - Various indices for Construction - Base 2010is available at http://www.bdm.insee.fr/bdm2/documentationGroupe?codeGroupe=1608 

Annex 5. NACE

F - Construction 

F41 - Construction of buildings 

F41.1 - Development of building projects 

F41.1.0 - Development of building projects 

F41.2 - Construction of residential and non-residential buildings 

F41.2.0 - Construction of residential and non-residential buildings 

F42 - Civil engineering 

F42.1 - Construction of roads and railways 

F42.1.1 - Construction of roads and motorways 

F42.1.2 - Construction of railways and underground railways 

F42.1.3 - Construction of bridges and tunnels 

F42.2 - Construction of utility projects 

F42.2.1 - Construction of utility projects for fluids 

F42.2.2 - Construction of utility projects for electricity and telecommunications 

F42.9 - Construction of other civil engineering projects 

F42.9.1 - Construction of water projects 

F42.9.9 - Construction of other civil engineering projects n.e.c. 

F43 - Specialised construction activities 

F43.1 - Demolition and site preparation 

F43.1.1 - Demolition 

F43.1.2 - Site preparation 

F43.1.3 - Test drilling and boring 

F43.2 - Electrical, plumbing and other construction installation activities 

F43.2.1 - Electrical installation 

F43.2.2 - Plumbing, heat and air-conditioning installation 

F43.2.9 - Other construction installation 

F43.3 - Building completion and finishing 

F43.3.1 - Plastering 

F43.3.2 - Joinery installation 

F43.3.3 - Floor and wall covering 

F43.3.4 - Painting and glazing 

F43.3.9 - Other building completion and finishing 

F43.9 - Other specialised construction activities 
F43.9.1 - Roofing activities 
F43.9.9 - Other specialised construction activities n.e.c.

Annex 6. List of representative objects in construction

	Code DK BS
	No.
	Name

	section
	subsection
	
	

	1
	2
	3
	4

	1
	
	
	Buildings 

	
	11
	
	Residential buildings

	
	
	1
	One-flat residential houses

	
	
	2
	Multiflat buildings of large-scale development (brick)

	
	
	3
	Multiflat buildings of large-scale development (panel)

	 
	12
	
	Non residential buildings

	
	
	4
	Hotels

	
	
	5
	Central and self-government buildings (administrative)  

	
	
	6
	Food companies’ buildings

	
	
	7
	Universal warehouses

	
	
	8
	Schools and other secondary educational institutions’ buildings (school) 

	
	
	9
	Policlinics, medical service and consulting centres (policlinics)  

	
	
	10
	Sanatoriums, preventoriums and functional rehabilitation centres (sanatorium)  

	
	
	11
	Grain warehouses

	2
	
	
	Engineering structures

	
	21
	
	Transportation structures

	
	
	12
	Main motor roads

	
	
	13
	Main railways

	 
	22
	
	Pipelines, communications and overhead electric lines 

	
	
	14
	Trunk lines and telephone trunk communication nods

	 
	
	15
	Average-voltage electrical distribution lines 

	
	
	16
	Local electric power networks

	
	
	17
	Transformer stations and local electric supply network substations

	
	23
	
	Integrated industrial site facilities

	
	
	18
	Coal and shale-extracting mines and enterprise site facilities

	
	
	19
	Enterprise site facilities for extracting and concentration of raw ore for ferrous metal production 

	
	24
	
	Other engineering structures

	
	
	20
	Outdoor sport stadiums and sport grounds 


� � HYPERLINK "http://www.bdm.insee.fr/bdm2/choixCriteres?codeGroupe=1605" ��http://www.bdm.insee.fr/bdm2/choixCriteres?codeGroupe=1605� 


� � HYPERLINK "http://www.bdm.insee.fr/bdm2/choixCriteres?codeGroupe=1606" ��http://www.bdm.insee.fr/bdm2/choixCriteres?codeGroupe=1606� 


� � HYPERLINK "http://www.bdm.insee.fr/bdm2/choixCriteres?codeGroupe=1607" ��http://www.bdm.insee.fr/bdm2/choixCriteres?codeGroupe=1607� 


� � HYPERLINK "http://www.bdm.insee.fr/bdm2/choixCriteres?codeGroupe=1608" ��http://www.bdm.insee.fr/bdm2/choixCriteres?codeGroupe=1608� 


� Lancaster in “A new approach to consumer theory”.


� For historical reasons the french name of the producer price index for construction is cost of construction index � HYPERLINK "http://www.bdm.insee.fr/bdm2/documentationGroupe.action?codeGroupe=1" ��http://www.bdm.insee.fr/bdm2/documentationGroupe.action?codeGroupe=1� a statistical equivalent of this index is available at � HYPERLINK "http://www.bdm.insee.fr/bdm2/affichageSeries?idbank=001667524&codeGroupe=1492" ��http://www.bdm.insee.fr/bdm2/affichageSeries?idbank=001667524&codeGroupe=1492�. 


� Data at  � HYPERLINK "http://www.bdm.insee.fr/bdm2/affichageSeries?idbank=000008630&codeGroupe=1" ��http://www.bdm.insee.fr/bdm2/affichageSeries?idbank=000008630&codeGroupe=1� and documentation at � HYPERLINK "http://www.bdm.insee.fr/bdm2/affichageSeries?idbank=000008630&page=informations&codeGroupe=1&recherche=criteres" ��http://www.bdm.insee.fr/bdm2/affichageSeries?idbank=000008630&page=informations&codeGroupe=1&recherche=criteres�. 
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