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Chart 1: Per capita volume index at the level of total GDP
2002 nowcast results, EU-15=100
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The need for early estimates of PPP and their provisional character

A frequent user complaint is that the PPP results
come too late for their purposes and that there are no
early estimates available.

months, after the end of the reference year. Eurostat,
therefore developed, tested and introduced a
nowcasting model for PPP, which produces early
estimates of PPP and related economic indicators,
five months (t+5) after the end of the reference
period.

So far, preliminary PPP results for the reference year
T have been available 12 months, and final results 24

Box 1: Provisional character of the nowcast results

The first estimates (nowcast) of PPP and related economic indicators for 2002 presented in this paper have a very
provisional character. This provisional status arises from the input data situation at the point in time of nowcasting.

Two main basic data sets are required for the calculation of PPP: prices from the PPP price surveys and weights
(GDP expenditure) from National Accounts (NA). Fully validated results of PPP price surveys are usually available
only 12 months after the survey has been executed. This is not a long delay, given the extent of the exercise,
involving twice per year price collection for about 500 very well specified consumer price items in 31 countries and
the necessary subsequent thorough validation process at country, country group and overall European level. At the
point in time when the nowcasting is undertaken (t+5), generally no price data from price surveys is available for
the reference year t in question. Therefore, the PPP of the previous year have to be extrapolated with annual
average price indices such as e.g. the HICP or the national CPI for consumer goods and services.

NA information on main expenditure aggregates becomes available for the first time by the end of April following
the reference year. At this point in time it is limited to a few main aggregates. These few main aggregates are,
however, the first “hard facts” available for a reference year in the framework of the NA. For the aggregation of PPP
more detailed expenditure weights are necessary, so that the detailed expenditure structure of the year 2001 is
used to estimate detailed weights for 2002 by scaling it to the newly available information for 2002 at main
aggregates level. A detailed description of the nowcast methodology employed and the related tests is given in the
source mentioned on page 3.

Malta is currently undertaking a revision of its National Accounts in order to adopt ESA95. The revision results are
expected to become available in summer 2003. To avoid multiple revisions of data and user confusion, the Maltese
statistical office and Eurostat decided not to issue results for 2000 to 2002 before the revision is finalised. For
Slovenia, it is important to underline that the data published here for 2002 are not comparable to the data
previously published by Eurostat. This is due to a major revision of the Slovenian National Accounts, which is
already reflected in the 2002 results, but not yet in earlier years.

Per capita GDP volume index , nowcast 2002

The per capita GDP volume indices shown in
Chart 1 represent the real volumes of production and
consumption (GDP values in national currency,
converted using PPP) in per capita terms, expressed
in relation to the European Union average. If the per
capita GDP volume index of a country is higher than
100, this country’s level of production and
consumption per head is higher than the EU average
and vice versa. However, these indices are not
intended to rank countries strictly. In fact, they only
provide an indication of the comparative order of
magnitude of the per capita GDP volume in one
country in relation to others.

It is therefore preferable to use these indices for
dividing countries into groups of a comparable level.
In this respect, the 2002 nowcast results presented
here highlight the following groups of countries:

Group | (2125% of the EU average): lIreland,
Luxembourg and Norway;

Group Il (2110% and <125% of the EU average):
Austria, Denmark, Iceland, the Netherlands and
Switzerland;

Group 1l (290% and <110% of the EU average, i.e.
close to the EU average): Belgium, Germany,
France, Italy, Finland, Sweden and United Kingdom;
Group IV (275% and <90% of the EU average):
Spain;

Group V (250% and <75% of the EU average):
Czech Republic, Cyprus, Greece, Hungary, Portugal
and Slovenia;

Group VI (<50% of the EU average): Bulgaria,
Estonia, Latvia, Lithuania, Poland, Romania,
Slovakia and Turkey;.

These results do not reveal any surprises and are
very much in line with the preliminary results for
2001, published in December 2002 by Eurostat.

The PPP underlying the volume index above and the
related price level index is available from the

datashops listed on the last page.
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ESSENTIAL INFORMATION - METHODOLOGICAL NOTES

How are PPP calculated and what is PPS?

In their simplest form, PPP are a set of relative prices, which show the ratio of the prices in national currency of the
same good or service in different countries (e.g. a loaf of bread costs 1.87 euro in France, 1.68 euro in Germany,
95 pence in the UK, etc). For the price collections, a basket of comparable goods and services is used, selected as
representative of the whole range of goods and services, as well as of consumption patterns in the various
countries. The simple relative prices at product level are subsequently aggregated (weighted together) to PPP for
groups of products, for total consumption and finally for GDP.

To fix a numerator for the PPP calculation, usually one country is used as a base country and set to equal 1. For
the European Union the selection of a single country (currency) as a base seemed inappropriate. Therefore, PPS is
the artificial common reference currency unit used in the European Union to express the volume of economic
aggregates for the purpose of spatial comparisons. Economic volume aggregates in PPS are obtained by dividing
their original value in national currency units by the respective PPP.

Why PPP and not exchange rates?

The differences in values of GDP between countries, even when revaluated in a common currency using exchange
rates, do not only correspond to a “volume of goods and services” component but also to a “level of prices”
component, which can sometimes assume sizeable proportions. Exchange rates are determined by many factors,
which reflect demand and supply on the currency markets, such as international trade and interest rate differentials.
In other words, exchange rates usually reflect other elements than price differences alone. Therefore, the use of
exchange rates as conversion factors in cross-country comparisons is not advisable. With other words, exchange
rates tell you how much money your national currency would buy you, while we want to know how much national
money you would have to spend to buy a well defined basket of comparable and representative goods and
services.

To obtain a pure comparison of volumes, it is, therefore, essential to use special conversion rates (spatial deflators)
which remove the effect of price level differences between countries. PPP are such currency conversion rates that
convert nominal final expenditures on product groups, aggregates and GDP of the different countries taking part in
the comparison into comparable volumes, expressed in PPS units.

With the launch of the euro, for the first time, prices can be compared directly between the countries in the euro-
zone. However, the euro has different purchasing power in the individual euro-zone countries, depending on the
national price levels. Therefore, it is still necessary to calculate PPP for the establishment of pure volume
aggregates in PPS. In other words, for the non-euro-zone countries PPP are currency converters and eliminate the
effects of different price levels, while for the euro-zone countries they only fulfil a price deflator function.

Publication calendar 2003

2. May 2003 — Relative prices for Furniture, glassware and tableware

6. June 2003 — Nowcast of the GDP per capita in PPS 2002

30. June 2003 - Relative prices for services

31. October 2003 — Revision of the PPP 1995 to 2000 — first aggregated results
15. December 2003 — Final PPP data 2001 and preliminary data 2002

19. December 2003 — Relative prices for Transport goods and services

To know more about:
“Purchasing Power Parities and Real Expenditures, 1999 Benchmark Year”, OECD 2002

“Nowcasting of PPP”, Eurostat paper for the CONFERENCE OF EUROPEAN STATISTICIANS, Consultation on
the European Comparison Programme, Geneva, 2003

“Eating, drinking, smoking — comparative price levels in EU, EFTA and Candidate Countries” Statistics in focus 42-
2002, Eurostat, 2002

“Purchasing Power Parities and related economic indicators for EU, Acceding Countries and Candidate Countries
and EFTA”, Statistics infocus 56-2002, Eurostat 2002
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Further information:

> Databases

New Cronos, Theme 2

To obtain information or to order publications, databases and special sets of data, please contact the Data Shop network:

BELGIQUE/BELGIE DANMARK DEUTSCHLAND ESPANA FRANCE ITALIA - Roma
Eurostat Data Shop DANMARKS STATISTIK STATISTISCHES BUNDESAMT INE Eurostat Data Shop INSEE Info Service ISTAT
Bruxelles/Brussel Bibliotek og Information Eurostat Data Shop Berlin Paseo de la Castellana, 183 Eurostat Data Shop Centro di Informazione Statistica
Planistat Belgique Eurostat Data Shop Otto-Braun-Strale 70-72 Despacho 011B 195, rue de Bercy Sede di Roma, Eurostat Data Shop
Rue du Commerce 124 Sejragade 11 (Eingang: Karl-Marx-Allee) Entrada por Estébanez Calderon Tour Gamma A Via Cesare Balbo, 11a
Handelsstraat 124 DK-2100 KGBENHAVN @ D-10178 BERLIN E-28046 MADRID F-75582 PARIS CEDEX 12 1-00184 ROMA
B-1000 BRUXELLES / BRUSSEL TIf. (45) 39 17 30 30 Tel. (49) 1888-644 94 27/28 Tel. (34) 915839 167/ 915839500  Tél.(33) 15317 8844 Tel. (39) 06 46 73 32 28
Tel. (32-2) 234 67 50 Fax (45) 3917 30 03 (49) 6117594 27 Fax (34) 915 830 357 Fax (33) 15317 88 22 Fax (39) 06 46 73 31 01/07

Fax (32-2) 234 67 51
E-mail: datashop@planistat.be
URL: http://www.datashop.org/

E-mail: pib@d

dk
URL:: http://www.dst.d

pibliotek

Fax (49) 1888-644 94 30
E-Mail: datashop@destatis.de
URL:http://www.eu-datashop.de/

E-mail: datashop.eurostat@ine.es
URL: http://www.ine.es/prodyser/datashop/
index.html

E-mail: datashop@insee.fr

E-mail: datashop@istat.it
URL: http:/www.istat.it/Prodotti-
e/Allegati/Eurostatdatashop.html

ITALIA - Milano LUXEMBOURG NEDERLAND NORGE PORTUGAL SCHWEIZ/SUISSE/SVIZZERA
ISTAT Eurostat Data Shop Luxembourg Centraal Bureau voor de Statistiek  Statistics Norway Eurostat Data Shop Lisboa Statistisches Amt des Kantons
Ufficio Regionale per la Lombardia  46A, avenue J.F. Kennedy Eurostat Data Shop-Voorburg Library and Information Centre INE/Servigo de Difusao Ziirich, Eurostat Data Shop
Eurostat Data Shop BP 1452 Postbus 4000 Eurostat Data Shop Av. Anténio José de Almeida, 2 Bleicherweg 5
Via Fieno 3 L-1014 LUXEMBOURG 2270 JM VOORBURG Kongens gate 6 P-1000-043 LISBOA CH-8090 Ziirich
1-20123 MILANO Tél. (352) 43 35-2251 Nederland Boks 8131 Dep. Tel. (351) 21 842 61 00 Tel. (41) 122512 12
Tel. (39) 02 80 61 32 460 Fax (352) 43 35-22221 Tel. (31-70) 337 49 00 N-0033 OSLO Fax (351) 21 84263 64 Fax (41) 12251299

Fax (39) 02 80 61 32 304
E-mail: mileuro@tin.it

URL: http:/iwww.istat.it/Prodotti-
e/Allegati/Eurostatdatashop.html

E-mail: dslux@eurostat.datashop.lu
URL: http:/www.datashop.org/

Fax (31-70) 337 59 84
E-mail: datashop@cbs.nl
URL: www.cbs.nl/eurodatashop

Tel. (47) 2109 46 42/43
Fax (47) 2109 45 04
E-mail: Datashop@ssb.no

URL: http://www.ssb.no/biblioteket/datashop/

SUOMI/FINLAND SVERIGE UNITED KINGDOM UNITED STATES OF AMERICA
STATISTICS FINLAND STATISTICS SWEDEN Eurostat Data Shop HAVER ANALYTICS
Eurostat Data Shop Helsinki Information service Office for National Statistics Eurostat Data Shop
Tilastokirjasto Eurostat Data Shop Room 1.015 60 East 42nd Street
EILNZ(JBOO 22 Tiastokeskus Karlavagen 100 - Box 24 300 Cardiff Road Suite 3310
Tybejakatu 13 B. 2. kemos, Helsinki §-104 51 STOCKHOLM Newport NP10 8XG NEW YORK, NY 10165
Tfn (46-8) 50 69 48 01 South Wales USA

P.(358-9) 17342221

F. (358-0) 1734 2279

Sahkoposti: datashop@stat.fi

URL: http:/ftilastokeskus.filtk/kk/datashop/

Fax (46-8) 50 69 48 99

E-post: infoservice@scb.se
URL:http:/www.scb.se/tjanster/datasho
p/datashop.asp

Media Support Eurostat (for professional journalists only):
Bech Building Office A4/017 « L-2920 Luxembourg * Tel. (352) 4301 33408 « Fax (352) 4301 35349 + e-mail: eurostat-mediasupport@cec.eu.int

United Kingdom

Tel. (44-1633) 81 33 69

Fax (44-1633) 81 33 33

E-mail: eurostat.datashop@ons.gov.uk

Tel. (1-212) 986 93 00

Fax (1-212) 986 69 81
E-mail: eurodata@haver.com
URL: http://www.haver.com/

E-mail: data.shop@ine.pt

E-mail: datashop@statistik.zh.ch
URL: http://www.statistik.zh.ch

For information on methodology:
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