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1. Introduction

In spring 2015 Eurostat reviewed the compilatiorth& harmonised index of consumer prices
(HICP) for Croatia (HR). The review was done agaihe existing legal framework, established
HICP methodological recommendations and other djuiele and good practices in the field of
consumer price indices.

The current report is based on
» the inventory of the sources and methods of theHHEP,
» the meta data of the HR HICP in Eurostat’s dissation database,
» the discussion at the Compliance Monitoring visitl® and 19 March 2015.

The production of the HR HICP is described in deitaithe inventory of the sources and
methods written by the Croatian Bureau of Stassi€BS) and provided to Eurostat in
December 2013.

In this report for each methodological issue, fastery brief summary of the CBS practice is
given. This is followed by Eurostat's requiremeatsrecommendations for improvement, if
applicable. Finally, Eurostat’s assessment of canpe is given.

2. Coverage and classification

All monetary consumption expenditure by private $eholds on the economic territory of
Croatia is included. This comprises expendituraiiredd by individuals living in institutional
households as well as tourist expenditure.

All categories of the Classification of Individu&lonsumption by Purpose (COICOP)/HICP
covered by household final monetary consumptioreegfure which account for more than one
part in a thousand of the total expenditure arkided.

The ECOICOP, which is an European extension of @@&COP that includes one more
hierarchical level of the classification, is implemed as of 2015 in the HR HICP production
and it is planned to start publishing the datafé20a6.

Compliance

The coverage of household final monetary consumpgipenditure and the classification used
for the HR HICP are fully in line with the legalq@irements.

3.  Sampling and representativity

The CBS has subdivided the country into three regifmr the purpose of having a balanced
regional representativity for the index. A precdiuai for regional representativity is that all

regions are represented in the sample. The nunifipgice collection locations is predetermined
to be nine and they are selected based on the adapulfigures from the last Census. All

selected geographical locations are cities.

The total number of sampled outlets is predeterchimg the central office and currently there
are approximately 4100 outlets in the sample. Tumaber of outlets by outlet-type and product



range in each geographical location is determinedebional weights and a point-of-purchase
survey done within the household budget survey (HBS

The maximum number of collected prices per prodioct each geographical location is
predetermined by the population size and the forakach product shall not exceed 65 price
quotes.

The actual sampling of outlets and product offerghie field is purposive as the local price
collector selects the particular outlet and procaftér. For the outlet selection price collectors
are instructed to select outlets with a large vawhsale.

For each class of COICOP with a weight above thestiold (1/1000) at least one product is
specified. The product specification is generatigse. Local price collectors are instructed to
select product offers that are most sold in théetwitThe price collectors shall also record a pre-
defined set of additional product characteristios2015 the product sample consists of 917
products.

The outlet and product samples are both reviewddipdated annually.

The CBS is explicitly using consumption segmentsC@ICOP 07.1.1 Purchase of motor
vehicles in order to guide the selection of cars tfee sample as well as in replacement
situations.

For market rentals only new rental contracts axeice.

Recommendations

As the price collection is done only in citiesstassumed that the price developments in smaller
urban agglomerations and rural areas are the sanrethe cities. This assumption should be
verified periodically.

The CBS should develop further the explicit usecofsumption segments — and introduce
them to other classes of COICOP — and thus implérnhenconcept as a guidance for product
selection and replacement in order to support timéircued representativity of the HICP.

The target samples should have a sufficient nurobelementary aggregates to represent the
diversity of items within each category. Applyingese rules to the actual rentals sample, it
should cover all types of rentals for housing, amtigular new and existing rental contracts. The
assumption that rental changes are approximatelyséfime for existing contracts as for new
contracts should be justified, or existing consattould be included to the sample, as well.

Compliance
The sampling and representativity are in line il legal requirements.

4. Weghts

The main source for the weights is the Nationaldetds from which the weights for the indices
at 4 digit level of COICOP are derived. Below tihetel HBS data is used for deriving the
weights. Moreover, additional data sources are @izedlectricity, telecommunication services
(Croatian Regulatory Authority for Network Induss), insurance (Financial Agency, Croatian



insurance Bureau), cars (Ministry of Interior), teerfCensus 2011), accommodation services
(tourism statistics) and transport (transport stias).

The HBS is also the main source for computing wsigt the level of regions, for which data
from three HBS surveys are averaged and used.skn tte regional weight has to be allocated
to more than one geographical location the popratumbers from the last Census are used.

The elementary aggregate is defined as the lowest bf aggregation for which weights are
available. Elementary aggregates consist of onmane products. Products have no explicit
weight.

Weights are annually reviewed and updated.

Compliance

The compilation of weights, the sources and thegufar review in the HR HICP are in line
with the legal requirements.

5. Pricecollection

Price collection is performed both by local pricg#lectors and by central staff, generally on a
monthly basis. Local price collectors visit outletkile the central (staff) price collection takes
place using internet, telephone, telefax and paperstionnaires. Central price collection
concerns approximately 30 per cent of the products.

The price collection is done on working days fro8ff 1o 23° of each month.

Fuel prices are collected weekly and fruit and vaigies twice a month. Rents are surveyed
quarterly, services related to education as wedlch®ol books annually.

Airfares to specified destinations are collectean@ 4 weeks before traveling date specified as
the second Wednesday of each month.

The tariff method is used for all telecommunicatsamnvices.

Recommendations

Airfares should be recorded sufficiently in advamderaveling dates to ensure that they are
representative of consumers’ booking and purchabgtftaviour. Therefore, the practice that
airfares are collected 6 and 4 weeks ahead oflingvehould be verified periodically.

Travelling date for flights is fixed to one specifilay each month, which has an underlying
assumption that airfares are not volatile withia thonth. This should be verified periodically.

The tariff method that is currently used in telecoumications index is considered as an
appropriate pricing method in a stable market 8ina such as fixed telecommunication
services. In dynamic markets, such as wirelesgdelenunication services, the tariff method
should not be used. The consumer profile methottldmeideveloped and used instead.

Compliance
The price collection is in line with the legal réeuments.



6. Discounts

The legal requirements for price reductions ardiagpn the HR HICP. Discounts available to
all consumers with no special conditions attactmsh{discriminatory) are taken into account.

Compliance
The treatment of discounts is in line with the legguirements.

7. Quality adjustment

All quality adjustments are performed by the cdniffice staff. For the quality adjustment the
case by case approach is adopted and there argaroatic procedures. The quality adjustment
method chosen depends on the specific replacenteaticn.

Bridged overlap is the most prominent method fatlihg and footwear, TV-sets, notebooks
and audio, video and photo equipment.

Bridged overlap and supported expert judgment mngse for household appliances depending
on the situation.

Both option pricing and supported expert judgmeatia use for desktop computers, telephone
and telefax equipment.

All three quality adjustment approaches mentiortsala are used for cars.

Compliance

The methods used for quality adjustment correspgonthe good practice established for the
HICP.

8. Treatment of seasonal products

Minimum standards are applied to seasonal produitksn the following COICOP classes and
groups: 01.1.6 Fruits, 01.1.7 Vegetables, 03.1higt 03.2 Footwear, 09.4.1 Recreational and
cultural services, 09.6 Package holidays and 1JA2dbmmodation services. In all cases the
all-seasonal estimation approach is applied.

Fish is not treated as a seasonal product.

Compliance
The methods used for treating seasonal productis &ire with the legal requirements.

9. Index calculation

The elementary aggregate indices are compiledeagatio of the geometric mean of prices for
each geographical location, i.e. bread and oth&eryaproducts in Zagreb, bread and other
bakery products in Dubrovnik, bread and other bakwoducts in Split. 70 per cent of the
elementary aggregates consist of more than oneiptod



Elementary aggregate indices at the geographicatit; levels are aggregated to the national
level using geographical location weights. Finallll, national level elementary aggregates are
weighted to all levels of COICOP.

The aggregated short-term indices with Decembéneprevious year as price reference month
are chained and expressed in term of the indexemte period (2005=100) for all levels of
COICOP.

Recommendations

Elementary aggregates containing more than oneuptaghould be reviewed to ensure they
consist of products that are homogeneous and wititas price movements.

Compliance
The index calculation is in line with the legal vegments.

10. Administered pricesand constant tax rates

The CBS is not yet providing the HICP-CT data tadstat. Their ongoing project to start
producing the data is expected to be finished duttie second half of 2015 when they will start
transmission of HICP-CT according to agreed deadlito Eurostat and including the back
series

According to the project description the main taxelevant for the HICP-CT are VAT and
excise duties/special taxes on specific productichwvwill be taken into account in the HR
HICP-CT according to the methodology defined bydstat.

The list of administered prices for the compilatiminthe HICP-AP is transmitted to Eurostat.
The treatment of administered prices in the HR HAFP is in line with Eurostat's
recommendations.

Compliance

When the CBS starts providing the HICP-CT dataHeyend of 2015 they will be in line with
the legal requirements.

11. Overall assessment

Eurostat considers that the methods used for pnogiiice HR HICP are of a good standard and
in line with the legal requirements. Comparability the HICP of other countries can be
regarded as assured.

However, a number of assumptions should be judtdireverified regularly;

* The assumption that price changes are approximttelgame in rural areas as in urban
areas should be verified.

* The assumption that changes in actual rentals @eorimately the same for existing
contracts as for new contracts should be justified,existing contracts should be
included to the sample, as well.



The assumption that airfares collected 6 and 4 wadlead of traveling is sufficiently
representative should be verified periodically.

The assumption that airfares are not volatile witkthe month should be verified
periodically.

In addition, further improvements are proposed,;

To develop and broaden the explicit use of consiimegments.

To develop and implement the consumer profile metioo wireless telephone services
and internet access.

Elementary aggregates containing more than oneuptahould be reviewed to ensure
they consist of products that are homogeneous ahdsunilar price movements.



