Note on the risks emanating from the war in Ukraine on the
2021 cycle of the International Comparison Program (ICP)

August 2, 2022
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1. Context

The International Comparison Program (ICP) Governing Board, at its meeting on March 14, 2022, asked
the ICP Global Office and the ICP Regional Implementing Agencies to work with the ICP Technical Advisory
Group (TAG) to mitigate the risks and minimize the disruptions to the ongoing 2021 cycle of the ICP,
stemming, in addition to the COVID-19 pandemic, from the war in Ukraine.

In particular, the inclusion of the Commonwealth of Independent States (CIS) region into the global set of
ICP results is at risk, as the linking approach followed during the ICP 2011 and 2017 cycles — that is, linking
via the OECD-Russia — is no longer an option, due the reasons explained in this note. The present note
summarizes responses from the ICP TAG and Computation Task Team members regarding a possible
technical solution to ensure global results for the CIS region.

2. Impact assessment

Impact on the OECD comparison

Russia has participated in the OECD comparison during the previous ICP cycles while not being a member
of the OECD. However, due to the war in Ukraine, OECD has suspended interactions with the Statistical
Office of Russia (ROSSTAT). As a result, OECD can no longer consider Russia as a participating country,
which in turn means that the CIS region cannot be linked to the global results via Russia's results in the
OECD comparison in this cycle.

The following is currently envisaged for the OECD results:

— The latest final PPPs available are for 2018; these results cover all OECD countries, including
Russia.

— 2019 PPPs will be estimated in late 2022 / early 2023, and 2020 PPPs in late 2023 / early 2024;
OECD is likely to exclude Russia from these calculations.

— For now, OECD plans to extrapolate the latest 2018 PPPs for Russia (for GDP, Actual Individual
Consumption, and Household Consumption) based on the GDP deflator and consumer price
indices (CPIs), which are available online.

— Regarding OECD's PPP time series, it is yet to be considered how these will be constructed once
the ICP 2021 results are available. There will be a break in series, and the year it will be introduced
has to be decided. The main question is whether 2018, 2019, and 2020 results produced by the
OECD will be used or whether 2017 (as the latest ICP benchmark year) will be considered the last
year with Russia included in the OECD results.

The OECD is planning to provide the TAG with an empirical assessment of the impact of excluding Russia
from the OECD results, as the number of countries in the multilateral comparison would be reduced by
one.


https://thedocs.worldbank.org/en/doc/6429e72edf0df967440d18d128b779b0-0050022022/original/ICP-2021-GB02-Minutes.pdf

Impact on the CIS comparison

Russia has always participated as a dual-participating country in both the CIS comparison and the OECD
comparison; thus, no changes are expected in estimating the CIS regional ICP 2021 results, which will
include Russia.

Impact on global linking and results

As OECD can no longer consider Russia as a participating country, the CIS region cannot be linked to the
global results via Russia's results in the OECD comparison; hence, an alternative solution is needed. The
suggested alternative is linking the CIS region to the global results via the "standard" global core list (GCL)
approach. This approach is feasible as CIS-STAT has incorporated GCL items into their regional item list
since ICP 2011. However, this change would impact the global results for CIS countries (including Russia).
Therefore, if feasible technically, the TAG should be provided with an assessment of this change's impact
on CIS's global results.

It is to be noted that the TAG has discussed the possible linking of CIS results via the GCL approach in its
meeting on September 25-27, 2013, and the TAG at that time supported linking the CIS region via the GCL
approach. Therefore, linking via the GCL approach can be considered superior to linking via a single
"bridge" country. Moreover, it would reduce the number of exceptions in the global calculations.
However, a few details regarding the GCL linking approach need to be considered for certain expenditure
components, mainly for Construction, as CIS follows a specific regional approach. This is also the case for
Eurostat-OECD, as the region is linked through a selected number of countries conducting the ICP
construction survey so a similar solution might be considered for CIS.

Lastly, in terms of the global linking procedure, the TAG would need to consider whether the CIS region
would participate in the global linking as the sixth region, in addition to Africa, Asia, Eurostat-OECD, Latin
America, and Western Asia. Doing so would impact, to some extent, the results of the other five regions.
Alternatively, the CIS region could be linked to the global results separately, without impact on the five
regions. However, the latter approach would mean an exception to the global linking procedure.
Therefore, the TAG should also be provided with empirical results based on these two options for further
assessment.


https://nam11.safelinks.protection.outlook.com/?url=https%3A%2F%2Fthedocs.worldbank.org%2Fen%2Fdoc%2F539351487256296942-0050022017%2Foriginal%2F131003ICPTAG09Minutes.pdf&data=05%7C01%7Cnhamadeh%40worldbank.org%7Cd740256e740b41d91f4108da66f43e43%7C31a2fec0266b4c67b56e2796d8f59c36%7C0%7C0%7C637935496633889227%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C2000%7C%7C%7C&sdata=wNe0mKbEUKmjiLF191Gn38%2FuJ06PsA1vc14hJ2nECP4%3D&reserved=0

3. Responses received from TAG and Computation Task Team
members

The responses from the TAG and Computation Task Team members are presented below in the order they
were received.

Sergey Sergeev, Consultant

I was always for the inclusion of the CIS in the Global ICP like other Regions and together with all other
Regions (AFR, etc.) via the standard approach - the use of GCL. If | remember correctly then | prepared for
the TAG meeting (September 2013) some experimental calculations. It seems that this way would be the
most straightforward for the ICP 2021.

Obviously, there are some problematic points with this approach. You mentioned the problem with
Construction. | believe that this problem can be solved very easy because RUS priced both approaches. The
main problem is the use / no use of Productivity adjustment. If the CIS is included in the Global ICP 2021
like other Regions (AFR, ADB, etc.) then PA should be applied also to the CIS - | do not see any serious
argument against this approach (Has TJK the same Productivity as USA?). Clearly this can have remarkable
effect on the CIS results, but these new results will be more realistic than without.

Additionally, two comments regarding Construction and Productivity Adjustment Factors:
1. Construction

The link via RUS (RUS priced here also the ICP GCL) can be done. The problem by this link is that RUS had
always very big difference between two PPPs: by the OECD approach and by the ICP approach. We
discussed this in the ICP 2011 as well in the ICP 2017. In effect, the CIS countries had very high PLIs in the
Global ICP - practically the same as many EU-OECD countries. So, the link via one country only is always
non desirable.

The CIS countries priced at the first stage for the own approach broad list of materials, salaries and the
rent of equipment. | believe that we should analyse the CIS lists and attempt to find the overlapping. | am
sure that this exists. In this case the link will be more robust.

2. Productivity adjustment (PA)
Of course, the decrease of the recalculated (by standard ICP methodology with PA) CIS 2017 results will be

inevitable. The situation with the 2021 ICP is more complicated: significant structural economic changes
in all Regions due to COVID can be much higher than the impact of methodological changes.



Speaking objectively the PA should be applied in all ICP Regions - all of them (incl. EUO) are very
heterogeneous. The lack of PA within the EU-OECD comparison is very big drawback and the EUO
argument against PA is purely technical - "There is no objective method for the measure of PA". However,
I am also not in favour of the present ICP approach for the PA: the method is "too abstract / too scientific"
to be realistic in the practice and available input data requested for the method is very weak. In effect,
present ICP Groningen PA coefficients are very rough, and they are in many cases are contra-intuitive. My
preference is the method used in the past in the ECP /Group Il which is close to the approach used presently
in the PWT the inter-country comparison of productivity. | enclose to this email my short notice (the main
content was sent several months to you as an email) as well as an old OECD paper on this topic. | am sure
that the TAG will be against the change of the methodology for the calculation of PA coefficients, but |
believe that it would not be bad for all to refresh old discussions on this point. | do not agree with several
statements in the old OECD paper, but this gives a very good overview of the possible methods.

Robert Inklaar, University of Groningen
I have two thoughts to offer here:

1. Treating CIS a global region #6 seems preferable over switching CIS from one special treatment
region into another special treatment. Removing exceptions can only help to clarify the ICP
methodology and, as you say, there have already been movements in that direction.

2. Following the revision logic, changes to the status of CIS for 2021 will have to be reflected in
recalculated 2017 PPPs. So that makes it a useful testing ground to see what type of impact on
(e.qg.) the other 5 regions we are talking about or what other issues may be encountered.

Paul Konijn, Eurostat

In our view, it's time for the CIS region to become a region like the others, linked by the GCL approach. It is
important though to conduct the various impact analyses mentioned in your email to understand well the
impact that this change may have on the overall results for all countries.

Erwin Diewert, University of British Columbia

It seems that everything is in limbo right now, so it is difficult to provide advice at this moment. As a starting
point for debate, | guess | would ask the CIS countries about their preferences on the way forward. As a
general principle, | would favour using the global core list to do the linking between regions.

Prasada Rao, University of Queensland

Regarding the approach for 2021 in view of changes to Russian participation in the OECD comparisons, my
views are:



1. Aslong as the CIS regional comparison is sound, notwithstanding what is happening in Ukraine, it
is technically a desirable approach to link CIS comparisons following the standard linking approach
based on the global core list (GCL).

2. The advantages of using the GCL for linking have been canvassed in the past TAG meetings. So,
using this approach in 2021 to incorporate CIS comparisons into global comparisons is move in the
right direction. This means that, the problems due to war in Ukraine are in fact leading to better
global comparisons that do not rely on a single bridge country.

3. My view is that in the long run, we should include countries only in their respective regions — for
example include Japan, Korea, Australia and New Zealand in the Asia-Pacific comparisons — and
link them using the current methodology. Results for administrative groupings can then be
constructed out of the global comparisons. This approach will also solve the problem of countries
joining OECD — eventually China and India may join OECD which will render Asia-Pacific
comparisons meaningless. | am conscious that there will be strong opposition for this, but it is
worth starting the conversation. | raised this in a meeting in China where Paul Schreyer was
present — he (probably in a personal capacity) was not entirely opposed to the idea.

4. Finally regarding, the time series we may need to implement the same approach as we did for the
period 2011 to 2017. Once the 2021 comparisons are finalised for the regions, then these series
may be constructed using the same approach with necessary modifications. It would also be useful
to compare extrapolations only from 2017 to years 2018 — 2019 and contrast with interpolated
results. | am sure this is an intermediate exercise."

Alan Heston, University of Pennsylvania

I concur with Erwin including using the GCL item prices as a starting point.

Yuri Dikhanov, World Bank

There are two options to consider:

1. Direct linking of CIS to the World. That involves significant changes in methodology, the CIS
countries might be affected to a significant degree. The changes would be due to the global linking
with six regions vs five (small changes), and much bigger changes due to the switch from OECD
method for government services to ICP method (productivity adjustment in linking CIS will result
in a level change of the whole region), and, in general, due to changes in linking of health and
education. Some smaller differences due to Construction and housing as well.

2. Two-stage linking: (1) linking to OECD first (parallelizing the existing method, but with core
products only), (1) doing our Global regular linking with 5 regions following the existing ICP 2017
methodology, and connecting the thus linked CIS via OECD to the World. Thus, the methodology
will stay [almost] intact, and the results would be affected only minimally (some small changes
due to the differences between global core list and full list).
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4. Summary of responses

The consulted experts generally favor the inclusion of the CIS region in the global set of PPPs without
special treatment for the region. This approach would stabilize the methodology in the intermediate run
and limit the number of exceptions. However, empirical tests and assessments were called upon to gauge
the impact on OECD's results (as Russia is no longer participating in the comparison) and the impact on
CIS's results (as the region would be linked via the GCL approach instead of through OECD-Russia) and
impact to the global comparison (as CIS would become the sixth region in the global linking).

It should also be noted that the Regional Implementing Agency, CIS-STAT, favors linking via the GCL
approach, as it ensures the calculation of global results by using data already collected for the cycle. In
addition, CIS-STAT, together with the participating countries, is seeking a solution for certain expenditure
components, mainly for Construction, as CIS follows a specific regional approach, similarly to Eurostat and
OECD. In addition, the application of productivity adjustment is being considered.

5. Next steps

The ICP Global Office, CIS-STAT, and the Computation Task Team members are recommended to continue
their efforts to mitigate the risks and minimize the disruptions to the ongoing 2021 cycle while assessing
the impact on the regional and global programs. The status of these efforts and the initial findings of this
work will be discussed at the forthcoming ICP TAG meeting on November 30, 2022, and December 1, 2022.
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