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Transmitted by the State Statistical Committee of the Azerbaijani Republic
l. I ntroduction

1. The past few years have seen a profound transformation of the

Azer baijani economy: the principles of its regulation have altered and it is
no | onger command-driven but market-driven. The price system has changed
significantly: whereas in the days of the planned econony prices were mainly
set by the State, free-market prices now predom nate

2. For statisticians, the liberalization of prices for goods and services,
the privatization of service enterprises, the creation of new comrercial and
private structures and the energence of a | arge nunber of informal markets
have nade objective nmeasurenment of price levels and trends in the consuner
goods and services sectors nore difficult and necessitated i nprovements in the
nmet hodol ogy for nonitoring prices and cal culating price indices. Resolution
of these problens - the transfornmation of price statistics in the |light of

i nternational practice and the requirenents of international conparison - has
been a focus of statistical work since 1993. It is the policy of the State
statistical authorities to develop a systemfor calculating the consumer price
i ndex (CPlI) - considered the nobst inportant indicator of the effectiveness of
the economic reforns - that is consistent with the country’s new econom c

ci rcumst ances.
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. Stages in the establishment and inprovenent of the nethodol ogy for CP
cal cul ation

3. The principal step in the first stage, and the one that laid the

| ong-term foundation for the devel opnent of a system of consuner price

i ndi ces, was the establishnent within the State Statistical Committee of a
special price service for nonitoring and recordi ng changes in prices and
tariffs. This service was the first in the history of the Republic to use the
i ndex of retail prices for goods and services (RPI) as an indicator of
inflationary processes in the consunmer sector. Calculation of the RPI began
in 1991, with the specific aimof converting the then value indicators for
retail trade and services into conparable prices.

4, The switch fromthe old, regulated process of price formation to "free”
pricing and the unsuitability of the RPI for defining the true extent of
inflation made it vital to have a trustworthy indicator correspondi ng

to the new econonic circunstances and to international standards.

5. The State Statistical Conmittee began preparing for the designing of a
CPl in 1992. The basic project for the building of the index started in
April 1993, at the tine of a special mssion fromthe International Monetary
Fund (IMF). The work was scheduled to last until the end of 1994 and call ed
for a particul ar sequence of activities by specialists fromthe Commttee.
Under the gui dance of | M- experts (who visited the State Statistical Conmittee
in two separate years: 1993 (April and Novenber) and 1994 (CQctober)), the
coverage of the CPI was fixed, the shopping basket (268 representative
comodity groups) and wei ghts were defined, and a new system and rules for
recording prices, as well as software for naking the cal cul ati ons, were
devel oped.

6. Use of the inproved procedures for recording prices for goods and

servi ces began in Novenber 1993. As a result, it was possible as from 1994 to
make experinental calculations of the CPlI in parallel with the RPI, to conpare
these two indices for the sanme periods of tinme, to refine the nethodol ogy and
study its advantages in practice, and to do all the work needed for the

i ntroduction of the CPl in Azerbaijani statistical practice. |In addition
retrospective cal culations were made for the period from 1990 onwards. The
last | M- mission checked all the results of the calcul ations and found them
correct. Accordingly, the CPlI was officially introduced in January 1995 as
the main instrument for measuring inflation in Azerbaijan.

7. A special feature of Azerbaijan’s systemfor calculating the CPlI is the
combi nation with weekly nonitoring of consunmer prices and conputation of the
RPI for consuner goods and services.

8. The index is calculated using the Laspeyres fornula, with weights for
the previous year. The weights thenselves reflect consuner expenditure on
goods and services as determ ned by household surveys. The index covers the
entire population and has as its base the previous year
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9. The shoppi ng basket conprises 268 goods or services divided into

ei ght groups: food; clothing and footwear; rent, water, heating and
electricity; household goods; nedical care; transport and tel ecomunications;
| ei sure, education and culture; personal care and hygi ene.

10. Price information is collected by officials fromthe |ocal statistica
organs in all the country’ s major towns. Regional indices are aggregated for
the country on the basis of each region’s share of the total population

11. The CPI is calculated on a weekly and monthly basis. It is published at
t he beginning of the following nmonth in seven forns: by reference to the
previous nonth; for the quarter by reference to the previous quarter; by
reference to the corresponding month of the previous year; for the quarter by
reference to the corresponding quarter of the previous year; by reference to
Decenber of the previous year; for the period since the beginning of the year
by reference to the corresponding period of the previous year; by reference to
Decenber 1990.

[11. Current methodol ogy for conpiling, and features of the Azerbaijani CP

12. Wth a view to obtaining objective information on price |evels and
trends, the set of enterprises for which prices will be recorded is chosen to
reflect local conditions in trade and services as closely as possible. It

must, in particular, include outlets of a variety of sizes (large, medium
small') and types and forms of ownership (State or cooperative; commercial or
private conm ssion; nunicipal or unofficial markets) in the various

nei ghbour hoods of the town.

13. For each good (service), 2-3 prices are recorded in various outlets in
the centre of the town and 3-4 prices in a variety of housing estates and on
the outskirts of the town. It is inportant to ensure that for any given good

or service only one record is made in any one outlet.

14. For consuner goods and paid services, prices and tariffs are recorded
and nean prices and price indices are cal cul ated weekly and nonthly in special
regi sters. The procedures for the weekly and nonthly recording of prices and
keepi ng of the registers are the same. The difference between the registers
is one of format: the nonthly register records sales over a six-nonth period
by using one page per type of sales channel per good (so that total sales of
the good via all channels in that period are covered in three pages), whereas
the weekly register uses one page per good to cover sales via all channels
over a one-nonth period. At least five prices conparable with prices from

t he preceding period are recorded for each form of ownership (trade). The
recording interval is respectively £3 days for nmonthly recordi ng and +1 day
for weekly recording.

15. The registers contain information on the place of observation and the
price level for the recording and base periods. A description nmust also be
given of the representative good (service) concerned; the description nust

i nclude the brand, the country of manufacture, the nodel or nodel nunber, the
preci se nature of the article, the size and other details enabling the good in
guestion to be distinguished fromothers of the same type so that it can be
accurately recorded in the next period.
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16. One of the difficulties in nmonitoring prices of consuner goods and
services is to find representative goods (services) that were recorded in

the sane base enterprises in the preceding period. Calculating indices for
two successive periods (a week or a nmonth) can be conplicated by the tenporary
absence of goods or services fromthe nmarket.

17. Nat i onal practice and foreign experience offer a variety of possible
approaches to the calculation of indices for goods and servi ces when price
information is unavail able or discontinuous. The State Statistical Comittee,
however, favours the use of two main nmethods for ensuring that there is no
break in the calculation of price indices when a good is tenporarily absent
fromthe market: duplication of the representative good (service); use

of a notional price (the mean price for the period preceding the items

di sappearance corrected by the overall price index for a group of

simlar itens).

18. The first of these nethods - the duplication of the chosen
representative good (service) - entails nonitoring of the chosen itemitself
and, in order to ensure that the price series is continuous, paralle
monitoring of an analogous itemwith a simlar price trend.

I V. Exanpl e

19. As al ready nentioned, only one record per good (service) may be made at
any given outlet. This rule has only one purpose - to increase outlets
representativeness. Suppose that, to nonitor the good “Man’s suit”, we choose
to monitor “Suit A’; we may simultaneously nonitor the prices at the sane
outlet of Suit B, but no entry will be nade for that suit in the register and
only the prices for Suit Awll be taken into account in calculating the

i ndi ces.

20. If, however, Suit A tenporarily disappears fromthe market during the
reporting period, a notional price may be calculated for it fromthe price
trend for Suit B:

January price February price March price April price
Suit A 55 000 60 000 60 000
Suit B - 75 000 75 000 80 000

21. The price index for Suit Bin April conpared with March will be 106. 7%
(80,000 + 75,000 x 100% = 106. 7%, making the notional April price for

Suit A 64,020 (60,000 x 106.7% + 100% . The price obtained for Suit Ain this
way can be taken as the April price and used in subsequent cal cul ati ons of
price indices. Wth the duplication nethod, Suit A can, if its absence from
the market is protracted, be replaced by Suit B. In such instances, a price
for Suit B for the previous period can be calculated fromthe price trend for
Suit A

22. In the above exanple, the price index for Suit A in February conpared
with January is 109. 1% (60,000 + 55,000 x 100%, so the notional January price
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for Suit Bwll be 68,744 (75,000 + 109.1% x 100% . This notional price can
be used in subsequent cal culations of price indices enploying the substitute
representative good

23. The second preferred nethod invol ves calculating the price for a
tenporarily m ssing representative good fromthe price for that good during
the period preceding the good’ s di sappearance as corrected by the index for a
group of simlar itenms. It is therefore possible, by using this correction
factor, to calculate a base-period price for a good that reappears on the

mar ket after being absent.

24. Nat i onal -1 evel aggregate indices for commodity groups are cal cul ated by
appl yi ng popul ation weights. In principle, this nethod will be enpl oyed unti
househol d statistics have been inproved and there is reliable informtion on
househol d consunption by region. Because prices (tariffs) for goods
(services) differ appreciably and rise at different times fromone area to the
next, Azerbaijan has studied a variety of nethods of regional-Ievel
aggregation of commodity-group indices.

25. For the moment, the CPlI is cal culated weekly and nonthly for the country
as a whole and for each of the major towns.

V. Concl usi on

26. The approach adopted in 1995, with its basis in the weekly recording

of prices, allows for flexibility in the collection and processing of price
information and in CPlI calculation. The methods used by the Azerbaijani State
statistical authorities to collect price information and cal cul ate the CP
correspond to the nethods for assenbling similar information enployed in other
countries and espoused by international econom c organizations.

27. The Azerbaijani State Statistical Conmittee is continuing its efforts to
i nprove the present nethodol ogy for collecting price information and
calculating the CPI. It is, in particular, seeking ways of taking the quality

of goods into account in recording and CPlI cal cul ati on and of including
al l omance for seasonal factors in CPl cal cul ation



