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INTRODUCTION

1.  Thepurpose of this paper isto present an overview of the current practices of the CIS countries
in the compilation of regiond nationa accounts and gross regiond product (GRP), the use of these data
by governments and research ingtitutions and to discuss the conceptua and practica problems
encountered by the countriesin the process of compiling regional accounts, sources of data and their
limitations. The role of the Interstate Statisticd Committee of the CIS (CISSTAT) in providing technica
assistance to the CIS countries in promoting these statistics is highlighted. Findly, the paper briefly
discusses the plans of the CIS countries for future work in this area.

" This paper has been prepared by Y. lvanov at theinvitation of the secretariat.
GE.06-20690
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DEMAND FOR REGIONAL ACCOUNTSIN THE CISCOUNTRIES; USERSOF THESE
DATA AND TYPESOF POLICY ISSUESTHAT RELY ON THESE STATISTICS

2. Therecent years have witnessed growing demand from governments of the CI'S countries (both
a thefederd and regiond leve) for regiond dtatigtics and, in particular, for regiona nationd accounts.
This development is due to governments paying more attention to sociad and economic development at
the regiond level. Regiond policy has become an integral component of the overdl programs of socio-
economic development of the countries; it is formulated in the officia government documents deding
with development of the regions.

3.  For example, in 2005 the Ministry of Regiona Development of Russia released a document
entitled “ Concept of Strategy of Socio- Economic Development of Regions of the Russan Federation”.
This document contains an analysis of the problems of socio-economic development in the regions and
priorities in the regiond policy of the government as well as the mechanisms of their achievement. The
data on GRP are usad in this document to highlight interregiond differencesin the level of economic
development and the dynamics of these differences over a period of severd years.

4.  Currently in Russia, GRP data are used as a starting point for computation of the amount of
transfers to the regions digible for financid assstance from the centre. Specific formula of computation
of these trandfers is described in the document of the Minigtry of Finance of Russia entitled
“Methodology of Distribution of Money from the Fund of Financia Assistance to the Subjects of
Russian Federation”.

5.  Thedifferencesin theleve of economic development of the regions of Russia and their
implications are discussed in the UNDP Human Development  Report 2005, which contains among
other things estimates of human development index (HDI) for dl regions of Russafor 2002,

6.  To respond to this demand from governments, statistical services of the CIS countriesincludein
their programs of work the compilation of regiond accounts and, in particular, computation of GRP and
related flows. These data are used for analysis of the economic performance of regions and their
contributions to the overal economic growth of the country, for an assessment of regiond differencesin
the level of economic development, and in the andlysis of the financid relationship between the centre
and the regions. These data are aso used to assess the amount of financia assistance provided to
individua regions. In conjunction with other data, the estimates of GRP are used for an andyss of
regiond differencesin the leve of income, employment, poverty and migration. At a broader level, these
data (in conjunction with other regiond indicators) are used for the formulation of the regiona policy
and for assessment of itsimplementation. In dl CIS countries, research inditutions are dso usars of
GRPdata. In some CIS countries, estimates of GRP are used by individua researchers for
experimental derivation of regiona indexes of human development. In only afew countries are these
data demanded by business and other units.
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GENERAL OVERVIEW OF PRACTICESOF COMPILATION OF REGIONAL
ACCOUNTSIN THE CISREGION

7. At present, the compilation of regiona accountsis carried out by 9 CIS countries: Azerbaijan,
Georgia, Kazakhgtan, Kyrgyzstan, Russa, Tgjikistan, Turkmenistan, Uzbekistan and Ukraine. Armenia
and Bdarus do not compile such estimates. Armenia does not consider them a priority task (at least up
to 2006) because of the rdatively smal size of the territory of the country and itsregions. In Bearus, a
possibility of compilation of regiona accounts is being discussed; however, no definite decison on this
matter has been made yet. Moldova ceased compiling regiond accounts after the introduction of new
units of territorid divison of the country. Their number increased from 12 to 32 and they are considered
now to be too small.

8.  Theregiond accounts are compiled for those regions which represent the highest leve in the
adminigrative and territorid hierarchy of the countries, because there they can be used in a meaningful
way for management and policy making, and gppropriate information is available. The number of such
regions varies from 4 regions in Azerbajan and Tgjikisan to 88 in Russa

9.  Compilation of regiond accountsis organised differently in different CIS countries. Thus, in
Azerbajan, Kyrghyzdan, Russia, Uzbekistan and Ukraine, preliminary estimates of GRP and of related
flows of regiona accounts are produced by regiona Satistical offices and then findised in nationa
datistica offices. In other countries (Kazakhstan, Tgjikistan and Turkmenistan), the GRPfigures are
obtained by nationd Satitica offices.

10. The following accounts and indicators are compiled at the regiond leve:
production accounts by industry at current prices,
value added by industry at current and constant prices,
GRP at current and congtant prices and volume indices of GRP,
generation of income accounts by indudtry;
selected indicators of the use of income accounts.

11. The CIS countries started compilation of regiona accounts at various periods and at present they
are a different stages of this work:
. al countries produce estimates of GRP at current prices;
Russa, Tgjikistan, Uzbekistan and Ukraine produce estimates of GDP in constant prices,
al countries compile regiond production accounts by industry;
only Russia compiles regiond generation of income accounts by industry;
Georgia, Kyrghyzstan, Russia and Ukraine compile sdlected components of find use of GRP,
most of the countries carry out GRP estimates only annudly;
quarterly estimates of GRP are produced only by Tgjikistan and Uzbekistan.

12. Estimates of GRP carried out by the CIS countries are based on the concepts of the SNA 1993
and the ESA 1995, so in this respect they are comparable both between each other and in a broader
internationa context. The CI'S countries used recommendations on the compilation of regiona accounts
developed by the CIS Statistical Committee and based on the internationd
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standards.2 Some CI'S countries were assisted in this work by experts from statistical agencies of other
countries on a bilaterd basis. For example, Moldova received technica ass stance from Sweden,
Ukraine from Germany, and Kyrghyzstan from Russa

13.

The methodologica principles of computation of GRP and rated flows are similar to those used

to compile GDPfigures a the nationd leve. They refer to:

14.

definition of production boundaries and in particular, to incluson of underground and informa
activities. However, illega goods and services are not included (both in nationa and regiond
accounts);

the scope and content of the GRP components by find use and by types of income, e.g. regiond
gross fixed capitd formation is defined to include purchases of software and databases, originds
of artigtic and literary works and cost of minerd exploration;

mejor classfications of GRP and its components, e.g. classfications of kinds of activities by
industries, classfications of products, incomes, taxes and subsidies, assts, etc.;

methods of vauation of GRP in constant prices, eg. using the same types of priceindices or
volume indices for deflating or extrapolating the relevant components of GRP and GDP.

In some cases there are deviations in methods of computing GRP from the generd principles of

computing GDP due to informationa and organizationd problems. Holding gains and losses are not
accounted at the regional level because these estimates are considered too complicated for regiona
datistica offices, which usudly have limited labour and other resources. As aresult, in some countries
(for example, in Russia), holding gains and losses are not removed from GRP and its relevant
components and represent a part of the discrepancy between GDP and the sum of GRP. In other
countries, which ensure the reconciliation of GDP and GRP (for example, in Ukraine), holding gains and
losses, computed at the nationd level, are dlocated to regions by the central setigtica office.

15.

GRPin congtant pricesis valued only by the production side on the basis of single deflation

gpproach. Deflation or extrapolation are used to estimate value added by industry depending on the
religbility of available information. The laiter comprises:

volume indices by main branches of indudtrid activity;

priceindices on industria goods and services provided to agricultura enterprises;
volumeindices of contractor’ work in congtruction;

indices of cargo and passenger turnover by type of transport;

volume indices of retail and wholesde trade turnover;

volume indices of communication services,

quantity and price indices for various communa services,

volume indices for persond services,

consumer price indices for market services of health care, education, culture;
indices of number of employees for non market services.

Output of agriculturd goods in congtant prices is computed with the help of the direct vauation

% General principles of computation of gross regional product, Interstate Statistical Committee of the CI'S, Moscow,
2001. Proposals for improving the methodology of computation of grossregional product, Interstate Statistical
Committee of the CIS, Moscow, 2005.
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method. For this purpose, average producer prices by main agricultural goods and by type of producing
units are used.

16. Underground and informa activities are accounted both a the nationd and regiond levels using
the same methodology and sources of information. These estimates are carried out by regiond datistical
officesin the course of computing output and value added by indudtries. Centrd statistical offices ensure
their reconciliation with the nationd dataand after adjustments (when needed), the results are included
into compilation of production accounts for regions.

17.  The CIS countries employ different methods of compilation of regiond accounts:

Azerbaijan and Turkmenistan use the “ bottom up” method,

Georgia, Kazakhstan and Kyrghyzstan use the “top-down” method;

Russia, Tgikistan, Uzbekistan and Ukraine use mixed methods.
Production activities of multiregiond entities are usudly regiondized with the help of the following
approaches: i) separate establishments (locd kind- of-activity units) are identified and alocated to the
region where they are Situated; ii) the whole entity is dlocated to the region where the head
establishment is Stuated; iii) data on production activities of dl unitsincluded into an indudtry at the
nationa level are alocated to regions with the help of the “top-down” method using some digtribution

keys.

18. The CIS countries implement dl these gpproaches with some peculiaritiesin individua countries.
For nonfinancid corporatio ns, most of them use the firgt and the third gpproaches; for financia
corporations— the third and the second approaches; and for general government and NPISH — the third
and the first approaches.

19. Thetablein the annex to this paper contains asummary of the practices of the CIS countriesin
the compilation of regiona accounts.

OVERVIEW OF THE MAJOR CONCEPTUAL AND PRACTICAL PROBLEMS

20. Asmentioned above, concepts, approaches and procedures used for compilation of regiona
accounts and computation of GRP are generdly smilar to those used for the nationa accounts.
However, there are anumber of reasons which make it difficult to implement some of these concepts,
gpproaches and procedures at the regiond leve. As aresult, when compiling regiona accounts, the CIS
countries have to adjust methods used for compilation of nationa accounts to take into account the
avallable information.

21. Itrefers, for example, to the concept of regiond residency whichisin general condstent
with the internationd definition of this category used in compilation of balance of payments and
nationa accounts. However, the implementation of this concept in the practice of regiona
accounts requires a solution to some of the practical problems associated with the lack of
appropriate information. Implementation of this concept in production accounts and generation
of income accountsis relatively easy to achieve because the information on activities of
enterprises located at the territory of the region is normally available. Some efforts may be
needed to obtain data on activities of: (i) subdivisions of the multiregiona enterprises, (ii) of the
unitswhich are effiliated to foreign units located abroad, (iii) on activities of unincorporated
enterprises owned by households whic h live in other regions, and (iv) on activities of the
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government bodies located at the territory of the given region but controlled and financed by
the centra government. It follows from the above that, at present, computation of GRP by
production and income methods is the most appropriate practice for the CI'S countries.

22. Implementation of the concept of residency in distribution of income accounts (other than
generation of income account) and use of income accountsis more difficult to achievein practice
because the data on income received in the given region by households which normaly live in other
regions or even countries are not immediately available. The data on income of residents of the given
region recaivable in other regions are not available in the CIS countries ether.

23. Theimplementation of this concept in use of income accounts and goods and services accounts
requires information on purchases of goods and services by households which normdly live in other
regions and on purchases of goods and services by resident households in other regions. Data on other
interregiona flows of goods and services are o needed. Such data do not exist in the CI'S countries.

24. Thisimpliesthat currently, and in the foreseegble future, computation of GRP by expenditure
gpproach is not feasible and is not envisaged in the CI'S countries. For this reason, only components of
find expenditures by regions are compiled in selected CIS countries. These estimates include fina
consumption expenditure of households at the territory of the region (that is both by residents and non
resdents), find consumption expenditure of the generd government and NPISH, gross fixed capita
formation.

25. GRPisidenticd to GDPin its economic sense and in theory the sum of GRP of al regions
(including the extra - regiond territories) should be practicaly equa to GDP (leaving aside activitiesin
extrarterritorid enclaves). However, only Georgia, Kyrghyzstan and Ukraine (the latter commencing
from 2000) achieve entire reconciliation between GDP and the sum of GRP. Other countries show
explicitly the discrepancy that contains, as arule, vaue added of externa trade, of the central
government units rendering collective services, FISIM, taxes on exports and imports. In addition, some
countries do not alocate to regions value added of railway transport and NPISH (Kazakhstan and
Tajikistan), or of insurance (Kazakhstan, Tgjikistan and Uzbekistan). Kazakhstan aso does not allocate
to regions value added of motor transport and of the whole general government sector.

26. The problemswith reconciliation of regiona and nationa accounts and aggregates are of two
types are that they refer to conceptua issues and to problems due to the lack of adequate information.
These problems are discussed below.

27. Regionalization of central government is one of the issues that seems to need further
clarification. The centrd government units may function in various regions but they are controlled and
financed directly by the centra government bodies. Hence, they often do not submit reports on their
activitiesto locd authorities. They provide mostly collective services for the country as awhole (for
example, military units or public research centres). Some of them provide individua services used by
both residents and non-residents of regions (for example, educationd ingtitutions, medica and rest
centres supervised by the centrd government bodies).
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28.  CIS countries use different approaches to regiondize central government bodies:
Russa, Turkmenistan and Ukraine alocate them to the regions where they function;
Azerbaijan dlocates them to the region where the supervising government body is located;
Georgia, Kyrghyzstan, Tgjikistan and Uzbekistan® distribute the total nationa data among all
regionsof the country.

29. TheCIS Statisticadl Committee considers the first approach as preferable. This gpproach is
recommended in the methodologica documents prepared by the CISSTAT on this topic for the CIS
countries. In this context, CISSTAT relies on the generd concepts of regiondization of nationa
accounts contained in the ESA 1995 and other related documents of Eurostat. However, it would seem
to be ussful to darify thisissuein the future.

30. Lack of information on activities of multiregional units at the regional level refers mostly to
corporations engaged in trangportation (railway transport), externa trade aswell asto NPISH. The
CIS countries dedl with this problem in different ways. Georgia, Kyrghyzstan and Ukraine dlocate the
data exigting only a the nationd levd to regionswith the help of the “top-down” approach (using some
distributive keys such as a number of employees). Other countries use mixed methods or do not
dlocate these data to regions, so they remain apart of the discrepancy.

31. CISSTAT recommends the use of the “top-down” approach separately with respect to labour
and capita components of value added (compensation of employees and operating surplus).
Compensation of employees should be dlocated to regions where it is paid out (propartiondly to
corresponding wages or number of employees). Appropriate distributive keys should aso be gpplied to
operating surplus. For example, receipts from cargo and passenger transportation can be used to
adlocate the operating surplus of railway transport.

32.  Methods of computation of output and its disposition to selected activitiesrefers, in
particular, to output of FISIM and insurance. The CIS countries deal with this problem using
approaches which are smilar to those mentioned in the previous para. 31:
. Georgia and Kyrghyzstan dlocate the above output to regions in proportion to the number of
employees engaged in these ectivities,
Kazakhstan, Moldova, Russig, Tgjikistan, Turkmenistan and Uzbekistan do not dlocate FISIM
(some of them do not dlocate insurance either) to regions. In this case, vaue added of FISIM
and insurance remains a part of the discrepancy between GDP and GRP,
in Ukraine the central setigtical office carries out the direct estimates of FISIM and insurance
services for regions using the same sources and methods as for the nationd level.

33.  Taking into account the difficulties that most countries encounter in computing output and value
added of the above kinds of activities by regions, CISSTAT recommends dlocating FISIM to regions
proportiondly to the sum of value added of dl indudtries. With respect to insurance, it is recommended
to digtribute its value added by labour and capitd components with the help of the “top-down”
approach (see para.31). Insurance premiums can be used in this case as distributive keys for operating
surplus.

® Only individual servicesin Tajikistan and Uzbekistan.
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34. Accounting of selected transactions only at the national level refers, in particular, to taxes
and subsidies on imports and exports. Most of the countries do not alocate them to regions because of
the absence of adequate direct data or indicators that can be used as distributive keys.

35. Thetreatment of activities at the extra-regional territory. Only Moldova showed activity at
the extraregiond territory (namely, the activity of diplomatic missons abroad) separately in their
regiond accounts. Azerbajan and Kyrghyzstan alocate the activity of extra regiond unitsto the region
where the contralling unit is located (for example, the Minigtry of Foreign Affairs for diplometic
indtitutions, head office of corporations engaged in extracting minerd resources). Mogt of the CIS
countries do not identify the economic units engaged in activities at the extra regiond territories (such as
embassies, consulates, military bases, establishments of corporations engaged in mining and fishing, etc.)
and do not estimate separately the activities of these units. However, this means that, implicitly, these
activities are accounted together with the activities of the controlling unit.

36. Inthe documents on thistopic, prepared by CISSTAT, it is recommended to record transactions
of the extraterritoria units separately as transactions of anotiond region.

OVERVIEW OF THE EXISTING SOURCES OF DATA

37. The sources of information used for estimates of GRP by the CIS countries are asfollows:
busnessregigers,
reports of enterprises on output, sles and cost of production;
specid sample surveys and specia regiond reports;
employment statistics and surveys,
household budget surveys,
reports on execution of the regiordl and loca budgets and extra budgetary funds;
banking statitics,
data of tax authorities,
reports of NPIs.

38. Busnessregigersof al CIS countries contain information on the location of enterprises. In most
of the countries, they aso contain information on the location of their establishments (loca units) thet is
used for identifying the resident units for regions. Specid datistica reports on main indicators of
activities of enterprises by regions are developed on the basis of this information. Statistical dataon
number of employees and output, coming from business registers, represent didtributive key for
dlocating data of multiregiona units to corresponding regions.

39. Theinformation collected by the CI'S countries from the above sources for compilation of
regiond accountsis not entirely adequate for this purpose. It has the same shortcomings asthe
information collected for the nationd accounts and needs the same adjustments. Thus, it needsto
account for non-observed economy, to shift to recording transactions on accrua bas's, to exclude
holding gains, etc. Some adjustments are needed in repect of information on income and expenditure of
loca government bodiesin order to make this information consistent with the requirements of nationa
accounts.
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40. Inthisrespect, it isworth noting that information on the execution of the state budget prepared by
the Minidry of Finance of the Russian Federation is not fully harmonised with the national accounts. It
refers to the scope of the generd government sector, definition and classifications of some transactions,
using cash rather than accrual basis and so forth. Similar limitations are characteritic for reports on
activities of theloca government bodies. Another limitation of thisinformation on incomes and
expenditures of the government bodiesisthat it does not include transactionsin kind and is limited to
transactions in money form.

41. Some countries do not have price indices of sufficient quality for selected kinds of economic
activities which are needed for estimating GRP and its components in constant prices and computation
of volumeindices of GRP. Thisrefersin particular to price indices needed for deflation of intermediate
consumption.

42. Mog of the countries do not collect quarterly deta from selected categories of enterprises, such
as smdl enterprises, joint ventures, etc. In such cases the corresponding adjustments are usualy
introduced in the estimates at the nationd leve. The lack of these data on regiond level can further
affect the estimates.

43. Therecommendations of CISSTAT to the CIS countries with respect to sources of information
are to obtain information which would alow the usage, whenever possible, of the *bottom-up” method,
or a least its modified form. Thisrefersin particular to information on activities of multiregiond
corporations.

44. Theinformation collected from multiregiond corporations should permit a breskdown of dataon
output and production cogt of an enterprise by establishments (local kind- of- activity units). If this
breakdown is not possible to achieve, then it is recommended to collect other data such as wages,
number of employees, fixed assts, etc., and to use them as distribution keys for alocating the deta to
regions.

45. Insome casssit is difficult to collect information at establishment leve. It refers usudly to such
indudtries as condruction, railway and ar transport. In order to regiondize these activities, it is
recommended to use the “top-down” method, according to which the nationd aggregatesfor an
industry are alocated to regions with the help of some distributive keys applied separately to
components of value added. In order to have appropriate distributive keys, it is necessary to collect
regiond information on such indicators as wages, number of employed, fixed assats, etc. For financia
corporations, it would be useful to collect information on loans provided by banks and deposits, on
insurance premiums, and contributions to private pension funds by regions where these corporatio ns
and their establishments are located.

PLANS FOR FUTURE WORK

46. Further development of regiona accountsis one of the prioritiesin the work on nationd
accounts in mogt of the CIS countries. Broadly spesking, it is intended to expand the scope of
regiordl accounts, to improve accuracy of the estimates of the mgjor aggregates in an attempt to
achieve abetter cons stence between the GRP and GDP and to raise the analytical usefulness of
the data by using internationd classifications. Since there are somedifferences between the CIS
countries in the degree of development of regiona accounts, there are some differences in respect



ECE/CES/GE.20/2006/5
page 10

of sper:lflc plans for immediate future. Nevertheless they can be summarized asfollows:

47.

improvement of the data sources for estimates of GRP and related flows. Speciad sample surveys
and introduction of new forms of gatistica reports are planned for this purpose;

introduction of new industria classifications based on internationa standards (Russia);
improvement of price indices to be used as deflators for the GRP components,

introduction of GRP estimates at constant prices and volumeindices of GRP (in countries where
these estimates have not been made yet);

introduction of compilation of generation of income accounts by industries (in countries where this
account has not been compiled yet) ;

introduction of computation of selected components of fina use of GRP (in countries where these
estimates have not been made);

organization of semi-annua estimates (Ukraine);

organization of preliminary estimatesin compilation of regiond accounts at the regiond level
(Turkmenigtan).

CISSTAT intends to continue providing technica assstance to CIS countriesin this area by

revising the recommendations on this topic, by monitoring activitiesin the countries and studying
internationa experience, and by discussing thistopic at the expert meeting of CIS countries on nationd
accounts which are periodicaly convened. CISSTAT isinterested in international cooperation in this
fidd. Inthis context, it is worth noting that this topic was suggested by CISSTAT to Eurogat among
other possible aress of cooperation between the two organizations. Organization of an international
seminar for the experts from CIS countries is dso envisaged in thiscontext.



Annex (English and Russian only) - Summary of the practicesof the CI S countriesin compilation of regional accountsas of the end of 2005
Azerbaijan Georgia | Kazakhstan | Kyrgyzstan | Moldova Russia Tajikistan Tukmaidan | Uzbekistan Ukraine
1. Years for which the regional accounts have been compiled 20002004 | 1998-2004 | 1990-2004 | 1995-2003 | 2000-2001 | 1994-2003 | 2001-2004 1998-2001 1993-2004 | 1996-2002
2. Periodicity of computation of GRP:
- annual + + + + + + + + + +
- quarterly + +
3. Prices in which GRP is valued:
- current prices + + + + + + + + + +
- constant prices + + + +
4. Methods of computation of GRP:
- production method (as sum of vaue added) + + + + + + + + + +
- distributive method (&5 sum of incomes) +
- estimates of selected components of fina use: + + + +
- household final consumption expenditure + + + +
- actual household final consumption +
- general government final consumption expenditure + +
-individual consumption of general government
- NPISH final consumption expenditure + +
- gross fixed capital formation + +
- exports and imports of goods and services +
6. Adjustment of GRP for accounting non-observed production + + + + + + + + + +
7. Reconciliation of GRP and GDP:
- sum of GRP is not equal to GDP, discrepancy exists + + + + + + + + up to 1999
- sum of GRP is equal to GDP, all components of GDP are allocated to regions + + + begin. 2000
8. Discrepancy between sum of GRP and GDP contains:
- railway transport + +
- motor transport +
- external trade + +
- FISIM + + + + + +
- insurance + + +
- individual services of general government +
- collective services + + + +
- NPISH + +
- taxes on products (other than taxes on imports and exports) + +
- taxes on imports and exports + + + + +
- subsidies on products + + +
9. |dentification of extrarregional territory in the context of compilation of GRP:
- yes +
- no + + + + + + + + +
10. Organisation of estimates of GRP:
- production of estimates is carried out initially by regional statistical offices + + + + +
- estimates are carried out only by the central national statistical organization + + + + +
11. Approaches used for computation of GRP:
- “bottom-up” + + + + +
- “top-down” + + + + +
- mixed + + + + +

Note:Armeniaand Belarus do not carry out estimates of GRP, Moldova ceased them after 2003 due to introducing new territorial units. Azerbaijan carries out estimates of GRP

for few selected regions.
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