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The Development of a System of
European Regional
Purchasing Power Parities

Saxon Brettell and Ben Gardiner
Cambridge Econometrics

Abstract

This paper discusses ways in which a system of Purchasing Power Pearities defined at the NUTS-2 regional
disaggregation could be developed, and what the implications could be for EU policy, particularly the evaluation of
Structural Funds and the conclusions made thus far about regional convergence and devel opment.

Currently regional GDP in current prices is deflated using national purchasing power indices, mostly derived from
surveys undertaken in the capital cities of the Member States. For some Member States, the national PPPs are
corrected for price differences within the country, using spatial correction factors for individual price surveys, given
these factors are provided by the countries. Clearly, therefore, for the majority of the countries, these estimates of
regional GDP do not take any account of significant differencesin cost of living within countries. This paper draws
on the preliminary results of a research project being undertaken for Eurostat to examine options for deriving a
system of regional prices. Much research has aready been published at the level of international prices, partly
through the International Comparison Programme (ICP), but little work has been carried out on inter-regional
differences.

The paper reviews briefly the theoretical and empirical literature an national PPPs. It then discusses key conceptual
issues, including the problem of the difference between expenditure-based measures (used for national PPPs) versus
the output-based procedure used to estimate regional GDP. There follows a review of what data currently exists to
inform estimates, particularly the detailed tables of consumer price indices (CPI. The paper then concludes the
findings and looks forward to further developments of the work.
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1 Background Information

1.1  Background to the study

The Structural Funds Regulations® give statutory responsibility to the Commission for
calculating GDP on a purchasing power basis at NUTS 2 level. Currently the Structural
Funds requirements are met by using national PPPs as the deflators for regional GDPs,
which are available in the framework of the regional National Accounts. National PPP

have to be used, since regional PPPs have so far never been calculated.

Eurostat is committed to the development of new methods to enable it to measure
regional GDP more accurately in each Member State and Candidate Country. This
paper presents the first attempts to develop a methodology for regional PPPs in Europe.

1.2  Remaining contents of the paper
Section Two looks at the literature on PPPs from a variety of different perspectives

(theory, empirical applications and the lessons to be learnt from the International

Comparison Programme (ICP)).

Section Three looks at the principal conceptual issues surrounding regional PPPs. The
central questions of this chapter are ‘What is regionad GDP?, ‘What are regional

Section Four explores the data collection issues, particularly how availability of regional

sources may act as a constraint on any ideal solution.

Conclusions are drawn of the results of work undertaken so far and the future direction

of research.

! Regulations No 1260/99 and 1267/99, both of 21 June 1999. The first of these Regulations |ays down general provisions on the
Structural Funds for the current period, stating that regions at the NUTS-2 level whose per capita GDP, measured in PPPs, is less
than 75% of the Community average, are eligible for Structural Funds allocations. It also says that the criteria shall be calculated
using objective statistical data. It may be assumed that similar provisions would govern the following period, beginning in 2007.
The second Regulation establishes an Instrument for Structural Policies for Pre-accession, stating that an indicative allocation

between beneficiary countries shall be made on the basis of the criteria of population, per capita GDP in PPPs and surface area.
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2 Literature Summary

21 Theoretical literature

PPPs are indices used for international comparisons of GDP and its major components
and for comparisons of price levels between countries using real, ie PPP-based,
exchange rates. One merit of PPPs is that they overcome the inadequacies of current
exchange rates” as a means of making accurate comparisons of the real vaue of
consumption or output. So index number theory underpins PPPs, and index number
theory in turn lies at the heart of modern microeconomics and has along and established

literature.

PPPs may be designed to measure economic change either where the dimension of
comparison is multilateral, ie across many countries or international regions where no
one country or region is taken as the base or numéraire, or bilateral, for example
measurements of change across a period of time in one country or comparisons to a base
country. The essential distinction between bilateral price index numbers and
multilateral is that the latter should be symmetrical, so that comparisons do not depend

on the choice of a particular base country.

In avery summary form the procedure of calculating bilateral or multilateral PPPs may
be reduced to the following steps.

1 Each category of expenditure is analysed into an exhaustive set of basic headings.

2 For each basic heading a basket of itemsis constructed as representative and equally

characteristic of expenditure patterns in each country to be compared.

3 Pricesare collected for these items in each country, with steps being taken to ensure

at least close similarity of quality, type of outlet etc.

The resultant price relatives between the countries are then aggregated for each country
to the expenditure components of GDP and ultimately to total GDP of each country,
with the categories of expenditure weighted according to expenditure patterns in each

country. The principal tasks of a study of regional PPPs includes choosing between a

2The PPPistherate of currency conversion that equalises the purchasing power of different currencies. The argument against using
current exchange rates for thisisthat they do not adequately reflect different price levels between countries and they are erratic.

Thisis a separate issue from the use of PPPs as proxies for ‘equilibrium’ exchange rates.
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bilateral or multilateral approach and deciding which of the foregoing steps need to be
replicated at the regional level and in what way.

Rather than repeat a summary literature which is already well established, it is
considered suffice to point the reader towards Diewert (1999), who has provided a
review of the alternative international approaches and Diewert (2001) which provides
the most recent survey of the general consumer price index theoretical literature that
also informs the following discussion of PPPs. In addition there are a number of

relevant papers recently presented at the ongoing World Bank-OECD seminars on PPPs.

22  Empirical literature
Findings from the studies reviewed are presented according to two main foci:

1 forces making for divergence or for convergence of prices

2 relations between per capita GDP and price levels

2.21. Forcesfor price convergenceor divergence

Many studies have been produced on the apparent failure of the ‘law of one price’. A
useful summary of the main factors involved in maintaining price divergence and also
those forces pushing towards greater convergence can be found in European Economy
(2001), which looks at price levels and price dispersion in the EU. Table 2.1

summarises the position.

TABLE 2.1: FORCESFOR PRICE CONVERGENCE AND DIVERGENCE

Convergence Divergence

Micro | Liberalisation of network industries (eg | Transport and distribution costs.

telecoms, energy). Imperfect competition (eg branded goods).

Standardisation of tax regimes.

Market segmentation / consumer preferences.
Regulatory and fiscal systems (eg VAT rates).

Immeaturity of the European retail market.

Macro

Single currency and EMU.

Development of the internet and on-line

shopping.

Non-tradeable services.

Economic policies and their transmission

mechanisms.
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- Applicability to regional PPPs

Although these forces are normally discussed in terms of their operation between
countries, it is worthwhile to ask which are likely to operate on regional prices, and

which are lesslikely to do so.

It is evident that differences between fiscal regimes, tax levels, regulatory structures and
economic policies are irrelevant to regional price differences within each country
(except, possibly, in countries with a federal structure, as in the case of German
Lénder). Some of the other forces may well operate differentially between regions, and
this would lead to regiona divergence in prices. The development of the internet, for
example, may well vary according to regional patterns as well as national ones, linked
to wealth, education levels, or remoteness from retail centres. Transport and
distribution costs might vary between regions, although one study of within-country
price differentials (Engel & Rogers, 1995) concluded otherwise. This examined the
prices of 14 categories of goods on the CPI for 23 cities in the US and Canada. The
conclusion was that, within countries, relative price differences were not affected by
distance, but the border effect is very significant. The authors go so far as to say that
‘the border effect on relative price volatility is equivalent to adding anywhere between
2,500 to 23,000 miles between cities (p 652).

This raises the question of the relative influence of euro notes and coins (facilitating
cross-border trading and price comparisons) versus a ‘border effect’” on price
differentials between regions on either side of national borders within the euro-zone. It
would be an interesting subject of investigation how far border regions form their own
groupings in terms of price levels, and whether this aters the position of border regions

in relation to average pricesin their own countries.

That there may be less of a border effect on prices within the EU than in North America
is suggested in the results of two studies reported in an internal document by DG
Market (DG Market, 2000). These two studies, part of an ongoing series of surveys of
the price effects of the Single Market, covered consumer electronics in ten and fresh
food in eleven Member States (including the five largest in each case) The results show
that economic causes are at least as significant as borders in explaining price dispersion
in Europe. Distribution channels, differences in services related to the goods and local
competition conditions together with transportation costs were found to be among the

main explanations for regional price differences within European countries. In the case
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of consumer electronics, price differences within countries explain up to 40% of the
total price variation for some particular product groups. By analysing brand prices
(different brands of the same product category with similar features) the price survey
showed that brand image can sustain quite large price differences. This suggests a
guestion to be examined in any further research phase: whether it is practicable to make
a pre-selection of types of item to be included for grice gathering for PPP purposes:
price variation for brands is no smaller within a country than between countries.

2.22. GDP per capitaand thepriceleve

There is empirical evidence that as GDP per capita levels converge so do prices (see
Chart 2.1, which records the situation across the Member States of the EU in 1999).

The Balassa-Samuelson effect (Balassa, 1964, Samuelson, 1964) is the most often
guoted attempt to rationalise the empirical findings. The theory is based on
convergence in productivity in traded goods and services between poorer countries,
where prices are lower initially, and richer countries. One part of the catching-up
process involves a convergence in productivity in the traded sector, while in the non
traded sector productivity levels converge much more slowly. The convergence in the
traded sector pushes up wages and prices, but this creates rising demand for the non
traded sector and consequently pushes up prices, as the extra demand cannot be met
through trade.

CHART 2.1:. AGGREGATE PRICE LEVELS
AND LIVING STANDARDS (1999)
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The findings from Rogers et a show that the Balassa-Samuelson effect was probably
less important in explaining cross-country inflation differentials in Europe during the
1990s than different rates of GDP growth, the size of the output gap, and openness to
trade.

- Applicability to regional PPPs

The foregoing arguments ought also to apply at least at the NUTS 1 and NUTS 2 |evels.
Disparities in GDP per capita should correspond to disparities in price levels and
convergence in the former should lead to convergence in the latter. Indeed, analysis of
European regional data has frequently identified the problem that regional divergence
coexists with national convergence in levels of GDP per capita. Even when levels of
per capita GDP converge between countries, regional disparities do not lessen, or are
reduced only very slowly. However, if convergence in per capita GDP across regionsis
slow, then one force for the equalisation of price levels across regions will also be weak.
It must be admitted, however, that the degree of regiona divergence may be distorted
by the application of national PPPs to regional prices.

Chart 2.2 shows the extent of variation in levels of GDP per capita (deflated by national
PPP) across the NUTS 2 regions in 1999. The variance across the regions for each
country is calculated, and this is deflated by the average for the whole country to give
the coefficient of variation. The figure for the EU is the same average cal culated across
countries, and so the chart allows a comparison between within-country and across-
country variation. However, the EU figure contains Denmark and Luxembourg in its
calculations and this skews the results as neither of these countries contains NUTS 2
regions.

If one major determinant of regional price variation is indeed differences in levels of
GDP per capita, the results from Chart 2.2 suggest that the UK and Belgium would have
the greatest price variation between regions. Next in line would come Finland, Italy and
Ireland. Those countries with the lowest variation in GDP per capita between their

regions include Sweden, the Netherlands, Greece, and France
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CHART 2.2: REGIONAL VARIATION IN GDP PER
CAPITA (1999)
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Source: Eurostat Regio Databank, October 2001.

2.3 International Comparison Programme (ICP)

The European Comparison Programme (ECP) conducted by OECD and Eurostat,
which, since the postponement of the International Comparison Programme by the UN
Statistical  Commission, is now the only PPP-based comparison programme in

operation. Although it is centred on Europe, it also covers North Americaand Asia.
The principal subjects discussed in this paper are:
1 the choice of components of GDP to concentrate on

2 price differences between regions and capital cities

2.31. Relevance of GDP componentsfor regional PPPs

Not al the components of national GDP seem equally relevant to measuring the
regional welfare: net exports may be safely ignored. Separate price parities are not
caculated at national level for final consumption expenditure of private non-profit
institutions or for changes in stocks; nor is there any need to do so at regional level.
Eurostat's practice is to use parities for the final consumption expenditure of households
as the parities for final consumption expenditure of private non-profit institutions and
for changes in stocks a parity based on the parities for consumer and capital goods
(Eurostat 2000).
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- Government final consumption expenditure

Under the ECP and ESA 95 final consumption expenditure of government is allocated to
final consumption expenditure of households in the case when it is expenditure
consumed by individuals. eg education, health and some individual services. The
practice in the case of government final consumption expenditure (whether consumed
individually or collectively) is to use input costs instead of consumer prices, since
output prices are not available. Taking inputs as the measures for prices presupposes
that productivity in government services does not vary between countries. This
assumption has often been challenged, particularly for the UN ICP. OECD (1998, (para
12) points out a similar difficulty arises for inter-temporal comparisons within the same
country, but admits that productivity variations over time within one country are likely
to be smaller than variations between countries. A fortiori, the assumption of no
productivity variation becomes less risky when it applies to within-country comparisons

within the same time period, eg a benchmark year.

There is, then, a case for taking these inputs as uniform across al regions of each
country outside the capital city, on the assumption, eg, that health staff and teachers of
the same grade are paid the same rate everywhere in the country outside the capita city.
It may turn out to be necessary to revise that assumption in the course of our work, but
if it holds, then national average input prices can be used in calculating regional PPPs,
except in capital cities.

There is, however, a separate problem of what counts as one country for our present
purposes. One subject to be examined is whether in federal or semi-federa states
(Spain, Germany, Belgium, UK), there are large enough differences in input prices for
the same type of activity between the constituent units of the state to make it necessary
to use input prices not across the whole state but across each country/L and/autonomous
region. Theseg, it should be noted, are NUTS 1 regions in Germany and Belgium, NUTS
2 regions in Spain, and larger than NUTS 1 regions in the United Kingdom.

The other main category of government consumption expenditure is collective
expenditure, eg defence, policing, economic services, general administration. The
inputs for these may provisionally be treated in the same way as for government
consumption privately consumed, and therefore data about these prices do not have
be gathered for regional PPPs. Here too there is a possible complication to be examined

in states where autonomous regions have budgetary authority over eg policing.

10
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Our conclusion is that regiona PPPs can be caculated from national prices for

government final consumption expenditure and from regional pricesfor:
1 final household consumption expenditure
2 grossfixed capital formation (GFCF)

Of these two components household consumption expenditure is the more important to
welfare and relative wealth; it also bulks larger in total GDP. This conclusion accords
also with the recommendation in Ryten (1998, 9.2.15) that where NSIs do not have the
resources to gather data about all the components of GDP, the most effective use of
their resources is to concentrate on household expenditure. Ryten was writing about
NSIsin developing countries; but his argument applies to any NS that has to decide on
priorities within the possible uses of scarce resources.

In the case of GFCF, the methods currently being elaborated by Langdon Davies/Planco
UK (Astin, 2001) for gathering price data about construction from bills of account
might yield data at the NUTS 2 level. Castles arguments (Castles, 1997, 8.5-8.10) that
measuring capital formation as a gross rather than net aggregate (ie not alowing for
capital consumption) overestimates the share of capital formation in total expenditures
and that GFCF is in any case of limited relevance to the uses of PPPs in measuring

welfare, are aso worth considering in any future research.

2.32. Pricedifferences between regions and capital cities

To some extent the difficulties discussed in the previous section could be reduced if
price collection for regional PPPs in each country concentrated on those goods and
services previoudy identified as differing by more than a (yet to be determined)
minimum in price between regions and the capital city. Some of the studies reviewed in
Section 2.2 revealed regional price differences within individual countries. This,
however, was not the focus of their investigations. Regional prices are collected in each
country for the CPI and also to derive the spatial adjustment factors that are used to
convert capital city pricesinto national average prices. Section 4 presents the first stage
in a survey of national practices in this area by examining the methods used around the
EU by each of the national statistical institutes. The question in the present section is
whether such regional price data could be used to reduce the list of items that would
have to be priced in order to calculate regional PPPs.,

11
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3 Conceptual Issues

3.1 Whatisregional GDP?

Regional accounts of member states are supposed to be based on the European System
of Accounts (ESA95), which is in turn based on the System of National Accounts
(SNA93). However, few regiona accounts yet satisfy the requirements of ESA95, and
in practice regiona GDP is obtained in a manner that while consistent with national
GDP is based on a series of compromises. Nevertheless the ESA does provide the
framework within which an integrated set of conceptualy consistent national (and

regional) price and volume measures can be compiled.

At national level ESA95 distinguishes basic institutional units that own goods and
assets, incur liabilities and engage in economic activity with other units. They are
grouped into sectors that tend to act in a similar way (financial corporations, nor:
financial corporations, general government, non-profit institutions serving households,
households, rest of the world). The system is an interconnected set of double-entry flow
accounts and balance sheets that record the values of stocks of assets and liabilities held
by institutional units or sectors at the beginning and end of a period. Each flow account
relates to a particular kind of activity (such as production) and each is balanced by a
balancing item that measures the difference between the total resources and uses
recorded on the two sides of the account. For example in the goods and services
account, resources are outputs, taxes, subsidies and imports, while uses are intermediate
consumption, final consumption, gross fixed capital formation, additions to non
financial assets, changes in inventories, acquisitions less disposal of valuables, and
exports. Particular balancing itens, such as value-added, disposable income and saving
container then be used as summarising indicators for a period. These balances are
carried forward between periods so as to ensure consistency between the flow accounts
and the balance sheets. Such consistency means that important summary balancing

measures such as GDP can be calculated in a number of ways®.

The current accounts record the production of goods and services, the generation of

incomes by production, the distribution and redistribution of incomes to basic

% From the production accounts or equally from the income and expenditure accounts. In practice these different approaches will

give different measures, depending on errors and omissionsin collection of data.

12
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institutional units and the uses of income for consumption or saving. The accumulation
accounts record the acquisition and disposal of financial and nonfinancial assets and
liabilities by institutions mainly through transactions.

The system recognises two kinds of price: basic prices and producer prices. Both types
of price exclude transport prices, which are invoiced separately. The basic price is the
amount per unit receivable by the producer from the purchaser including subsidy
received, but minus tax paid. Producer prices exclude VAT or similar deductible taxes

but they also exclude subsidy received. VAT isrecorded as payable by purchasers.

The production account has only one item on the resource side, namely output, but this
can be valued at either basic or producer prices. On the uses side, the production
account differentiates between intermediate consumption (the goods and services used
up in producing output) and consumption of fixed capital (resulting from wear and tear).
The latter makes the difference between gross and net value-added. Thus,

Output less Intermediate consumption less (taxeslesssubsidies)

= Gross value added

= Net value added plus consumption of fixed capital
Under the ESA95 definition, the term GDP denotes GV A plus taxes (less subsidies) on
products and at producer prices. In practice most regiona calculations are at basic
prices, and so it is only for the economy as a whole that gross value added corresponds
to gross domestic product. Conceptually, the sum of GVA for producers in the
production account should equal GDP derived by the expenditure method.

Diewert (2002) makes the point that consumption, or expenditures on consumption,
may be better than the existing target value of aggregate GDP (per capita). He suggests
that GDP may be an incorrect focus since it includes gross investment but does not
deduct depreciation. Taking the usual expenditure components of GDP, he suggests
focussing on net domestic regional product, whichisequa toC+ G+ (I - D) + (X -
M) where D is depreciation (or capital consumption allowances). For most regions, it is
likely that (I - D) (net investment) and (X - M) (the net trade surplus) will be small
compared to C + G and hence, given dl the difficulties involved in measuring (I - D)
and (X - M) at theregional level, the focus could be on C + G. However, even focusing
on C, there are some significant problems that need to be addressed: namely, do we ook

at the global consumption of households who have their principle residence in the

13
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region or do we look at the sales of consumer goods and services in the region to all
consumers, including “tourists’? Diewert argues that for welfare purposes, the former
concept is more relevant. Existing Eurostat methodology favours the second concept.

3.2 What areregional PPPSs?

Regional PPPs calculate the purchasing power of the national currency on the basis of
regional prices. They could best be established within member states by a survey
method that would apply adjustment factors region by region to national PPPs, on the
basis of price relatives between capital city regions and each other region, provided that

the necessary data are readily collectable.

The basic purpose of regional PPPs is to enable measures and comparison of the real
values and quantities of regional GDP and its main aggregates, as well as comparisons
of incomes and expenditures. Because the main interest of such comparisons is what
they reveal about welfare the regional PPPs would be calculated from price relatives for
typical items of final consumption expenditure on goods and services.

Once the regional PPPs are available, GDP and its main aggregates can be compared in
real rather than nominal terms for each region. Regional GDP istypically calculated by
NSIs by allocating national GDP to regions using a variety of data sources, and in
principle these could come from the income, expenditure or production sides of the
regional accounts. In practice, the methods of calculating regional GDP are ina state of
transition between the output method and, in all likelihood, some single method (based
on income or expenditure) compatible with ESA95. The output method involved
pseudo bottomup methods at NUTS 1 level when enough information was available,
and top-down methods at NUTS 3 level, using indicators such as the number of
employees or wages and salaries to break down NUTS 1 data. The NUTS 3 data were
then added up to obtain NUTS 2 figures. At present a typical approach ‘adds up all
income earned by resident individuals or corporations in the production of goods and
services and is therefore the sum of uses in the income generation account for the total

economy (alternatively the sum of primary incomes distributed by resident producers)*.’

4 UK Regional Gross Domestic Product (GDP) Methodological Guide, ONS 2001.

14
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4 Datalssues

4.1  Regional pricesand spatial adjustment factors

In most countries within the ECP the CPI includes prices collected at the level of NUTS
1 or NUTS 2 regions. Furthermore, most countries gather price data for the calculation
of PPPs from one or two locations (normally the capital city) within their economic
territory and then convert these prices to national averages by means of spatial
adjustment factors. In the course of deriving spatial adjustment factors further data are
gathered about prices, at the NUTS 1 or NUTS 2 levels.

This section examines how such regional price data are collected and what databases are
used. It draws some inferences about the potential utility of these methods and
databases for calculating PPPs at the level of NUTS 2 regions.

In al countries taking part in the ECP, consumer prices are collected for PPP purposes
through seven separate rolling surveys on a three-year cycle. The spatial adjustment
factors, at least in the UK, are calculated every five years.

4.2  QuestionnairetoNSls

There is some uncertainty about precisely which methods are used by the NSIsin each
country to derive regional adjustment factors. As part of the formalisation of a
recognised technique of spatia adjustment factors, Eurostat has prepared a

questionnaire for the NSIs to complete (see overleaf).

At the time of writing this paper the results have yet to be fully analysed, but a brief
summary across the Member States follows in Table 4.1 (Denmark and Luxembourg are
excluded from the table as their countries are defined as NUTS 2 regions, while Finland

had not yet replied to the questionnaire). A brief summary of the main points:

For most countries it seems that the CPI can be defined at least to the NUTS 1
level, although identification of the capital city is more problematic.

The relative freedom of the price collectors to choose the items means that such
datawill not enable price level comparisons, although price changes should be OK.

Several NSlslist tourist expenditure, and non-traded servicesin general, asa

category which may create important regional price differences.

15
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Fact finding questionnaire about the regionality of national CPlsand related weights

) .
& What is the definition of the regional dimension in your CPIs? In particular, is it some version of NUTS!
classification or a national regional classification?

b) Isyour capital city an identifiable region in CPI terms? If not, is price level in the region in which capital city is
located a reasonable proxy for pricesin the capital city itself?

€)  What kind of regional sampling methodology is used? What are the sample sizes in your regions?

d) If you are using something other than NUTSL or NUTS2, would it be possible to re-calculate the regiona
classification used for the CPIsto NUTS1 or NUTS2 level or anear approximation?

€ Arethere quality differencesin data between different regions for certain items or item groups? If yes, which
ones?

f)  Up to which regional level (NUTSL, NUTS2 or similar national classification) and level of disaggregation of goods
and services are your national CPI data robust enough (sufficient sample size and coverage) to calculate:

Regional price changes?
Regional price adjustment coefficients (region/capital city)?
Regional price levels?

g) Arethereregions for which the observation of sufficient price quotations (which would allow for the compilation of
regional CPIs/regional price adjustment coefficients at NUTSL/NUTS2 level) poses a particular problem? If so, which
are the regions concerned? Is it because there is an insufficient number of price quotations for certain items/item
groups? Or isit ageneral sample size and coverage problem of that region?

h) Arecentrally collected prices available at regiona level?

i) Isitin principle possible to compile a regional CPl/regional price adjustment coefficient using information from
centrally collected prices?

i) Do you produce or have you (ever) produced statistics or ad hoc surveys on regional prices/price levels using prices
collected for the purpose of the national CPIs?Which years did these studies cover?

k) Areyou aware of any resear ch that has been undertaken on regional pricing in your country? If so, could you specify
and provide a copy of key papers?

I)  Evenif there were no regional CPI information available, which goods or services would you expect to be particularly
subject to regional differences?

2. Sour ces for regional weights

a8 Arethereany sources for regional weights (e.g. Household Budget Survey, national accounts supply data, regional
income measures, regional rent surveys etc)? Do these reflect the consumption pattern within a region rather than the
consumption pattern of the inhabitants living there?

b) If so, at what regional level arethese weights available (NUTS2, NUTS1 or some national regional classification)?

€)  Whichisthelatest year for which datafor regional weightsis available?

d) How oftenistheregional weight data updated?

€) Whatisthequality of these regional weights?

f) Do you think national weights could be used as an approximation of regional weights?

0) Which products/services do you find particularly problematic with regard to regional weights?

! The Structural funds are allocated based on the GDP per head in PPS at NUTS2 level, therefore it would be ideal to have the data at thislevel.
If this detailed information is not available, higher aggregations would have to be considered.
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TABLE 4.1: SUMMARY OF RESPONSESACROSSMEMBER STATESTO EUROSTAT QUESTIONNAIRE

Country | BE DE ES GR FR IR IT NL AT PT SE UK

Section 1: Sourcesfor regional price data

a NUTS3 | NUTS1 | NUTS2 | NUTSO | NUTS1 | None NUTS3 | NUTSO | <NUTS2 | NUTS2 | None None

b) Yes Yes No No Yes No Yes No Yes Yes No Yes

C) 350000 p | 180000p | 725p 113627 p | None Varies n/‘a 39000 p | 93926p | n/a n/a

d) Yes n/a n‘a n‘a No Yes No NUTS2 | NUTS2 | n/a NUTS 1

e) No Few No n‘a Few n‘a No n/a No Some n‘a No

f) NUTS2 NUTS1 | NUTS2 [ NUTSO | NUTS2 | n/a NUTS3 | No 12r NUTS2 | n/a No

o)) Yes Yes No n/a Yes n/a No No No No n/a Yes

h) Yes No Yes Yes No No Yes No n/a Yes n/a Limited

i) No No Yes No Probably | No Yes No No Yes n/a No

)] No No No No Yes No No No n/a Yes Yes Yes

K) No No Yes No No No No No No Yes Yes No

)] Most Non- Specific | Domestic | Rents Most Maybe Rents Services | Few n/a Services,
traded rents

Section 2: Sourcesfor regiona weights

a Yes Yes Yes Yes Yes Yes Yes No Yes Yes Possible Yes

b) NUTS1 NUTS1 | NUTS2 [ NUTS2 | NUTS1 | n/a NUTS2 | n/a NUTS2 | NUTS2 | NUTS2 NUTS1

C) 2000 1999 2000/01 | 1999 2000 2000 1999-00 | n/a 1999/00 | 1994/95 | 2000 2001

d) N/a Annua Annua Annua n‘a 5years | Annua n/‘a Syears S5years | Annua Quarterly

e) OK Good Depends | n/a n/a Good n/‘a n/‘a OK OK Unsure Variable

f) Yes Yes No No Yes No No n/a Yes Yes No No

o)) None Domestic | None A few Most Rare n/a Dwelling | None Rents Rents
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5

Conclusions

51 Main findings

The principa conclusions of the work so far are:

1

The measurement of welfare isthe principal reason for obtaining real measures of
GDP.

We should proceed on the assumption that regional GDP will come to be measured

on the basis of expenditure.
Regiona PPPs should be designed to measure expenditure and incomes.

The price data most relevant to welfare and incomes are to be found in CPI databases
and in housing databases.

We do not know much about how national NSIs gather regional prices for the CPI
and for calculating spatial adjustment factors for PPP purposes.

Nor do we know much about the kinds of regional data available in the housing
databases of different Member States and candidate countries.

We need to investigate the regional components in national CPIs and housing
databases.

5.2 Further research

The recommendations for the next phase of work are:

1

Follow up the results of the questionnaire Eurostat is sending to NSlsand pursue
any other channels for learning of the regional components of CPIs

Investigate national housing databases

Establish methods of narrowing the categories of goods and services by excluding

those where there is hardly any difference between regional and national prices

Investigate ways by which price gathering for CPI purposes could approximate the
standards required for PPP purposes and thereby enable an increasing number of CPI

items to be brought into the calculations of price relatives for PPPs

Investigate means of gathering data from the kinds of area generally overlooked in
current price-gathering exercises, ie sparsely-populated, rural areas.
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