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Executive summary

The mission covered the following topics : the current Ukrainian methodology, the differences with the French one and the updating of the Ukrainian sampling of urban settlements.
First of all, the participants from SSSU Price Statistics Department made a presentation of the current Ukrainian methodology. Then, the French expert made a presentation of the French one. These two presentations highlight some differences between the two methodologies. In particular, currently, the weights are not yet computed by using National Accounts in Ukrainia. Morover, the bridged overlap, which is a kind of dissimilar replacement, is not yet used by the Ukrainian Price Statistics Department. It can also be noticed that the Ukrainian Consumer Price Index is a “modified” Laspeyres one : the weigths are reviewed once a year but the micro-indices compare the price in month m with the price in month m-1.

Then, the Ukrainian participants explained why they want to update the Ukrainian sampling of urban settlements. The main reason is the difficulty collecting  prices in the small cities (cities with less than 25 000 inhabitants). They also informed the expert that the inhabitants of these cities have an atypical purchasing behavior. As a consequence, a solution to solve the problem of collection might be to collect only the prices of the everyday products in the small cities.

To conclude the mission, recommendations about the following subjects were discussed: the weights, the quality effect adjustment and the updating of the Ukrainian sampling of urban settlements. 

1. General comments

This mission report was prepared within the Twinning Project “Support to Development Process in the State Statistics Service of Ukraine with the Objective to Enhance its Capacity and Production”. It was the first mission to be devoted to the assessment of the methodology used within Component 2 “Consumer Price Index (CPI): sampling and methodology” of the project. The mission is aimed at the improvement of the Ukrainian CPI.

The concrete objectives of the mission were:

· The understanding of the problems that the SSSU have to cope with to produce the Ukrainian CPI, in particular the sampling of urban settlements,
· Discuss about some methodological key points, in particular deal with the quality adjustment for audio equipment, photo and information processing equipment.
The expert would like to express his thanks to all officials and individuals met for the kind support and valuable information which he received during the stay in Ukraine, and which highly facilitated the work of the expert.

The views and observations stated in this report are those of the expert and do not necessarily correspond to the views of EU, SSSU or Statistics Denmark.
2. Assessment and results 

The assessment was carried out in accordance with the following topics:

2.1. The current Ukrainian methodology
2.2. Comparison of the Ukrainian methodology with the French one (in particular comparison of the ways of handling the quality effect)

2.3. Update of the Ukrainian sampling of urban settlements

The participants from SSSU Price Statistics Department and the expert from INSEE introduced each other and went through the program for ensuring common understanding of the ToR, especially the expected results. 

2.1. The current Ukrainian methodology

First of all, the Director of Price Statistics Department announced that a CPI has been computed for Ukrainia since 1991. 

2.1.1. The weights calculation

The weights which are used to compute the Ukrainian CPI come from the Household Budget Survey. This is a quarterly survey in which households have to declare the sum of money they spent for each product (7-digit level in Ukrainian COICOP). A sample of households is drawn in each of 27 regions which make up Ukraine. This sample is reviewed every 5 years.
The weights are reviewed each year in June : those used to compute the CPI from June A to May A+1 come from the Household Budget Survey of the year A-1.

2.1.2. The calculation method

The sampling of urban settlements
The sample of urban settlements currently consists of 139 cities. This sample is obtained by using a stratified sampling in each of the 27 administrative regions which make up Ukraine. This sampling was developed in 2001 with assistance from the IMF and it is used since 2002.

Concretly, in each area, the cities
 are divided into the same 4 strata based on the number of inhabitants :

· stratum 1: cities of over 100 000 inhabitants

· stratum 2: cities whose number of inhabitants is between 50 000 and 99 999

· stratum 3: cities whose number of inhabitants is between 25 000 and 49 999

· stratum 4: cities with less than 25 000 inhabitants

The stratum 1 is exhaustive, i.e. all cities of this stratum are in the sample. In the other three strata, the cities are selected in a determinist way by giving priority to the most populous cities and those where there are many outlets which are opened regularly. The selection is also carried out so that the whole of each region is covered.

The sampling of products
The Price Statistics Department (SSSU) has defined a set of 335 representative products which represent all the goods and services available in Ukraine. In each city of the sample, prices are collected for these 335 products. 

For each representative product, the number of price observations to be carried out in a city depends only on the stratum to which the city belongs (cf. Hugues Picard). This is however not true for the following 5 cities in the stratum 1 whose population exceeds one million inhabitants: Kiev, Dnipropetrovsk, Donetsk, Kharkiv and Odessa. Indeed, each of these cities has its own number of collected prices for each product.

Then, regional offices set the number of price obsevations to be carried out in each kind of stores. For foodstuffs, there are 4 kind of outlets and for other products, there are 6. The interviewers have to collect only one price in a store for each product, except for supermarkets and hypermarkets.

The different steps of the computation of the CPI

First step: the micro-indices (city; representative product)

The elementary index is computed for each pair (city; representative product). For example, such a pair can be (Kiev; bread). For most representative products, the micro-index of a pair (c;p), noted 
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It was pointed out during the meeting that few micro-indices are calculated by using the Dutot formula. It concerns products for which the price is set by the State (regulated tariffs), such as electricity, gas or telecommunication.

Second step: the regional indices for each representative product and for each COICOP level
Then, regional offices compute a regional index as the weighted mean of the micro-indices (city; representative product). Concretly, for each of 27 regions, the index of a pair (region; representative product), noted 
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 is the weight of the city c (which corresponds to the part of the population of the city c in the total population of the region r).

Regarding the regional indices for each COICOP item, they are calculated as the weighted mean of the regional indices of each representative product belonging to the item. Concretly, the regional index of a COICOP item “it”, noted 
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where 
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 is the weight of the representative product p (which corresponds to the part of the expenses carried out for the product p in the overall consumption linked to the item “it”).
Third step: the national index for each representative product and for each COICOP level

Finally, the head office in Kiev compute a national index for each representative product as the weighted mean of the regional indices. Concretly, the national index of a product p, noted 
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where 
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 is the weight of the region r (which corresponds to the part of the expenses carried out by the inhabitants of the region r in the consumption of all the Ukrainian households)
Regarding the national indices for each COICOP item, they are calculated as the weighted mean of the national indices of each representative product belonging to the item. Concretly, the national index of a COICOP item “it”, noted 
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The replacements of products

Three kinds of replacement are used by The Ukrainian Price Statistics Department to handle the quality effect when an item disappears in an outlet:

· the equivalent replacement : an item with the same charasteristics as the disappeared one can be found in month m. Therefore, we can assess that there is no quality effect and so, we can directly compare the price of the new product in month m with the price of the disappeared one in month m-1.

· the similar replacement : an item which is considered similar to the disappeared one can be found in month m. Such a product is an item which has more or less the same features as the disappeared one and whose price in month m-1 was close to those of the disappeared item in month m-1. Therefore, the new micro-index is the following one :
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· the dissimilar replacement : only an item with different characteristics can be found in month m. Therefore, we consider that the price of the disppeared item is unchanging between the month m and the previous month and we will compute the following micro-index in month m+1 : 
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It can be noticed that all the proposals of replacements are checked by the head office in Kiev. 

Chained indices
The Price Statistics Department (SSSU) compute and disseminate chained indices, base 100 in december 2010.

2.2. Comparison of the Ukrainian methodology with the French one (in particular comparison of the ways of handling the quality effect)
Following the presentation of the Ukrainian methodology, the expert made a general presentation of the French one. The aim was to focus on the common points and the differences between both methodologies.

2.2.1. The weights calculation
Contrary to the Ukrainian weights, the French ones are computed from the National Accounts and they are reviewed each year in January : those used to calculate the CPI of the year A come from the National Accounts of the year A-2. The participants from SSSU Price Statistics Department informed the French expert that studies have been carried out since January 2014 in order to assess the feasibility to implement this methodology in Ukraine.

2.2.2. The calculation method
The sampling of urban settlements
The sample of urban settlements for the French CPI is built up in the same way as in Ukraine. Indeed, it is obtained by using a stratified sampling in each of the 8 geographical zones which make up France. Currently, this sample consists of 96 urban areas. 

Concretly, in each area, the urban areas
 are divided into the same 4 strata based on the number of inhabitants :

· stratum 1 : Paris

· stratum 2 : urban areas, except Paris, of over 100 000 inhabitants

· stratum 3 : urban areas whose number of inhabitants is between 20 000 and 99 999

· stratum 4 : urban areas whose number of inhabitants is between 2 000 and 19 999

The strata 1 and 2 exhaustive. In the other two strata, the urban areas are selected by using a simple random sampling with a probability of selection proportional to the number of inhabitants.

The sampling of products
As the Price Statistics Department of Ukraine, Insee has defined a set of representative products which represent all the goods and services available in France. This set is reviewed at the beginning of each year. There are 4031 in 2014. 

Contrary to what is effective in Ukraine, prices are not collected for all the representative products in all the urban areas because some of the products are not available in some cities.
The different steps of the computation of the CPI
The major difference between the Ukrainian CPI and the French one is the reference period used to compute the index. Indeed, in France, this reference period is December of the previous year. As a consequence, the French CPI is a classic Laspeyres index.

Moreover, in France, we do not compute regional indices.

The replacements of products
Three main kinds of replacement are used by Insee to handle the quality effect when an item disappears in an outlet : the equivalent as in Ukrainia and two sorts of dissimilar replacement : the bridged overlap and the “pure” dissimilar replacement, which is quite the same kind of dissimilar replacement as those used in Ukrainia.

The bridged overlap consists in building a “bridge” between the last price collected for the disappeared product in month m-1 and the first price known for the replacement product in month m assuming that the movement in price between the two periods is equal to the average price evolution observed in the products of the same type. Sometimes, there are not enough prices collected to have a good estimate of this average price evolution. In this case, we carry out a “pure” dissimilar replacement.

Hedonic models are also used to assess the quality effect in the case of a replacement of a product. However, such a methodology is only used for few products : TV, washing machines and best-sellers.

2.2.3. The difference between the national French CPI and the harmonised French CPI 

The main difference between the national French CPI and the harmonised French CPI is the difference in household consumption. Indeed, the household consumption covered by the national French CPI is made up of all the goods and services consumed by the households on French territory irrespective of how they are funded (the households, general government or non-profit institutions serving households). On the contrary, the household consumption covered by the harmonised French CPI is made up only of the goods and services consumed by the households on French territory which are funded by the households (the spendings of general government or non-profit institutions are excluded). 

This conceptual difference is due to the fact that the aim of the national French index is the measure of inflation whereas the target of the harmonised one is to stress the changes in the purchasing power of households.

As a consequence, the weights used and the prices collected to compute these two indices are different. Indeed, the spendings of general government or non-profit institutions are excluded from the amounts provided by the national accounts. Moreover, the prices used to compute the harmonised French CPI are those which are net of refunds (received in the form of social-security benefits for example), i.e. the prices which are really paid by the households. On the contrary, those used to calculate the national French CPI are the offering one.

2.3. Updating of the Ukrainian sampling of urban settlements

The end of the mission was devoted to the updating of the Ukrainian sampling of urban settlements.

First of all, Ukrainian officials clarified their expectations : they want to know if it is necessary to collect prices in the cities of the last stratum (cities with less than 25 000 inhabitants) in each region to compute good quality regional and national indices.

Considering all the Ukrainian territory, 34 cities belong to this stratum (stratum 4). As Ukrainian Price Statistics Department compute regional CPIs, we have to study the situation in every region separately. After a first analysis, we have to concentrate only on 21 of the 27 regions which make up Ukraine because :

· 2 regions consist only of a single city: Kiev and Sebastopol

and

· for 4 regions, the number of cities in the sample is already minimal, i.e. equal to 3: Vinnista, Rivné, Ternopil and Tchernivsti

Then, the Ukrainian Price Statistics Department informed the expert that the inhabitants of the Ukrainian cities of less than 25 000 inhabitants have an atypical purchasing behavior. Indeed, the vast majority of them buy their everyday products (foodstuffs, soaps, etc.) in outlets of the small city where they live, whereas they purchase their non-daily products (TV sets, shoes, etc.) in stores located in the closest big city (i.e. a city of more than 25 000 inhabitants).

Moreover, from one month to another, a lot of everyday items are no longer available in the outlets of small cities. As a consequence, many replacements have to be carried out each month.

Given this information, it may be considered not to collect any more prices for non-daily products in the small cities. On the contrary, after a first analysis, we can think that it would be better to go on collecting prices for everyday products in this kind of towns, in spite of the numerous replacements, to assure a good representativeness of the indices.

3. Conclusions and recommendations

The first mission within the Component 2 “Consumer Price Index (CPI) : sampling and methodology” of the Twinning Project was very instructive. Indeed, exchanges between Ukrainian participants and the expert enable notably the latter to have an overview of the Ukrainian methodology and to spot the potential points for improvement.

As a consequence, the expert expresses the following recommandations:

· The weights : 

· Go on the methodological study whose aim is to assess the feasability of using Ukrainian National Accounts to calculate the weights. In particular, check the good quality of these data,

· The quality effect adjustment : 

· Assess the feasability of using the bridged overlap in case of dissimilar replacement for an item,

· List all the product characteristics collected by the interviewer for audio equipment, photo and information processing equipment. This list is an essential prerequisite if we want to assess the feasability of using a hedonic model to adjust the quality effect for these kinds of products,

· List all the representative products for which national (or regional) tariffs exist. Then, we can consider a centralized collection for these products, if it is not yet the case.

· Describe the Ukrainian mobile services market : which are the operators and which are the different contracts offered to households?

· Updating of the Ukrainian sampling of urban settlements :

· List all the everyday representative products and all the non-daily representative products,
· For each city in the sample and in the stratum 4, figure out the monthly average percentage of each kind of replacement for each everyday representative product. This will confirm certainly a tracking problem for some items.

Annex 1. Terms of Reference

Terms of Reference

for a short-term mission to the State Statistics Service of Ukraine

Component 2: Consumer Price Index (CPI): sampling and methodology 
Activity 2.1.: Assessment mission
General information
Statistics Denmark is, in partnership with INSEE France, Statistics Lithuania, Statistics Finland, Statistics Sweden, Central Statistical Bureau of Latvia, Central Statistical Office of Poland, Italian National Institute of Statistics (ISTAT) and Statistical Office of Spain (INE) 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 2: Consumer Price Index (CPI): sampling and methodology. The objective of this component is to update the current sampling of urban settlements through the reduction of the sampling without reducing the reliability and representativeness of the CPI for the national and regional levels; and to introduce a separate order of compilation of price indices for mobile services, audio, photo and information processing equipment.

This activity will help to achieve the aforesaid objectives and targets set out in the contract, in particular:

· improvement of the knowledge and practical skills of the SSSU specialists regarding methods of urban settlements sampling design for compilation of the CPI;

· drafting techniques to select urban settlements to compile the CPI;

· development of a new product sampling for compilation of tariff indices for mobile services (consumers profiles);

· development of methods to adjust the effect of quality on audio equipment, photo and information processing equipment, based on the methods and standards of the EU .

Purpose of the mission
Mission’s priority purpose is to: 

· learn the basic methodological principles and steps of compiling the CPI in Ukraine;

· analyze the current sampling methodology for selection of urban settlements, where the observations over changes in prices (tariffs) for goods (services) to compile the CPI and national informational base for urban areas sampling procedure;

· familiarise with the peculiarities of tracking changes in prices for mobile services , audio , photo and information processing equipment to compile the CPI.

Expected results

· Get expert recommendations on the application of methods and data sources (from those which are available) for sampling design in urban settlements, 

· Develop new sampling for mobile services (consumer profiles) and methods to adjust the effect of quality on audio equipment, photo and information processing equipment, based on the methods and standards of the EU.

Activities
Approximate schedule: March 11-13, 2014

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 industrial PPI. 

Consultant and partner 

This mission will be carried out in partnership with

Thomas Balcone (INSEE - France)

Beneficiary country / partner: 

Olha Kalabucha, Director, Price Statistics Department, SSSU

Iryna Shkurska, Deputy Director, Price Statistics Department, SSSU

Nadia Profatska, Head of the Unit of Consumer Price Statistics 

Scheduling
The Mission will take place on March 11-13, 2014 in Ukraine. 

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:

Olha Kalabucha, Director, Price Statistics Department, SSSU

Iryna Shkurska, Deputy Director, Price Statistics Department, SSSU

Nadia Profatska, Head of the Unit of Consumer Price Statistics 

RTA Team:

Irina Bernstein , RTA
Olga Burbelo, RTA assistent
Mykhaylo Gornovkiy, interpreter

� The city considered there have more than 7 000 inhabitants 


� The urban areas considered there are more than 2 000 inhabitants
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