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This note shortly presents the main features of the new methodology implemented end of 2014 to solve 
the weaknesses of the global extrapolation method to estimate PPPs for years in between benchmark 
years. For more information on PPPs, please refer to the OECD PPP site at 
http://www.oecd.org/std/prices-ppp/ 

The global extrapolation approach used before end of 2014  

When the Eurostat-OECD PPP Programme was established in the early 1980s, benchmark 
comparisons were made every five years, and all data were collected over an 18-month period centred 
on the reference year.  

After the 1990 comparison, the frequency of data collections and comparisons has changed. Eurostat 
and the OECD adopted the “rolling survey approach” for consumer goods and services. With this 
approach, data collection is on a continuous basis, but cyclical, with each cycle taking three years. 
The main advantage of this approach was that it reduced response burden on participating countries. 
Also, by “rolling” data collected in one year back to the previous year or forward to the following 
year, it is possible to make comparisons annually. Since 1990, Eurostat has been making comparisons 
every year, while the OECD has been making comparisons every three years. 

For the years between these three-yearly benchmark calculations, the OECD estimated PPPs for non-
European countries for three aggregates - GDP, actual individual consumption, and household final 
consumption expenditure - by global extrapolation. The extrapolators were the implicit price deflators 
of the National Accounts. The OECD subsequently linked the PPPs for non-European countries with 
Eurostat's PPPs for European OECD Member Countries. 

Weaknesses of the global extrapolation approach  

Every three years, the new OECD benchmark PPPs for non-European OECD countries replace the 
extrapolated results in the OECD database, and PPPs for intermediate years are re-estimated on the 
basis of these new results1. This could lead to significant revisions in time series for non-European 
countries.  

This problem of maintaining consistency between temporal and spatial price and volume indices has 
been repeatedly noted by users and has also been addressed in the literature. Without going into any 
detail on theoretical and practical explanations for inconsistencies2, there are three broad reasons for 
differences between extrapolated and new benchmark results:  

1. Index numbers and computational methods differ between spatial and temporal comparisons. The 
index number effect can be large, in particular when countries in a spatial comparison exhibit 
large differences in their expenditure structures and when changes in relative prices are 
significant; 

2. Changes in methods and revisions to data; 

                                                      
1 Once PPPs for GDP, AIC and household final consumption expenditure were available for two benchmark years, t and t+3, the OECD 
estimated their PPPs for the intervening years, t+1 and t+2, in the following way. First, the aggregate’s PPP for the benchmark year t  was 
extrapolated to t+1 and t+2 using the aggregate’s implicit price deflators for the years t+1 and t+2. Next, the aggregate’s PPP for the 
benchmark year t+3 was retropolated to t+2 and t+1 using the aggregate’s implicit price deflators for t+2 and t+1. The final result for the 
years t+1 and t+2 was computed as the geometric mean of the two previous intermediate reults. 
2 For a more complete discussion, see for instance Dalgaard and Sorensen (2002) “Consistency between PPP Benchmarks and National 

Price and Volume Indices”; Paper presented to the 27th General Conference of the International Association for Research in Income and 
Wealth, Stockholm at www.oecd.org/std/nationalaccounts/1957096.doc. Another source is McCarthy (2013) who covers in some detail 
the issues involved in using PPPs in a time series mode “Extrapolating PPPs and Comparing ICP Benchmark Results” 

http://siteresources.worldbank.org/ICPINT/Resources/270056-1255977007108/6483550-1257349667891/6544465-
1344612273634/04.01_ICP-TAG07_18ICPBook_Extrapolating.pdf. 

http://www.oecd.org/std/prices-ppp/
http://www.oecd.org/std/nationalaccounts/1957096.doc
http://siteresources.worldbank.org/ICPINT/Resources/270056-1255977007108/6483550-1257349667891/6544465-1344612273634/04.01_ICP-TAG07_18ICPBook_Extrapolating.pdf
http://siteresources.worldbank.org/ICPINT/Resources/270056-1255977007108/6483550-1257349667891/6544465-1344612273634/04.01_ICP-TAG07_18ICPBook_Extrapolating.pdf
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3. Measurement errors in the price compilation for PPPs, or in national accounts or in both. 

To come back to point 1, changes in price structures generate differences between various benchmark 
PPP results and relative GDP growth in the same period. Updating results for other years using 
implicit price indices of GDP provides only a proxy solution because changes in price structures are 
not taken into account. The assumption that, most of the time, changes in price structures are fairly 
smooth and do not significantly influence results, has justified the OECD practice. However, it is 
clear that this assumption does not hold for countries with high inflation, in period of crisis and for 
countries with a large share of trade. 

The weakness of the global extrapolation to estimate PPPs is particularly obvious in the ICP context 
where the interval between the last two benchmark years was 6 years, period during which many large 
emerging countries went through major changes in prices and volume structures (e.g. GDP growth of 
86% in China between 2005 and 2011). The differences between the extrapolated data for 2011 as 
published in the World Development Indicators and the current 2011 results are very significant. 

 

The new methodology or replacing global extrapolation by extrapolation at the most detailed 
possible level below GDP  

To better reflect price and volume structures changes, it was decided to change methodology for the 
year 2012 onwards. The global extrapolation has been replaced by detailed extrapolations at the basic 
heading level3 in order to derive a complete set of PPPs at the basic heading level. As for the 
benchmark years, a full aggregation procedure using the EKS method can be implemented (the 
weights used for the calculation are estimated using latest data available in the OECD National 
Accounts database). For more information, please refer to the Chapter 12 of the Eurostat-OECD 
Methodological Manual on Purchasing Power Parities.   

 

Conclusion 

This new methodology improves the reliability of the annual PPP estimates, as changes in price and 
volume structures are taken into account. It is planned in the near future to move to annual detailed 
calculations.  

                                                      
3 Use of detailed CPIs at the basic heading level for household final consumption, use of implicit price deflator for 
government for collective and health services and use of implicit price deflators for GFCF (construction and machinery and 
equipment). 
 


