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I . Introduction

REecently, the demand for service statistics has increased as the share of
service industry has grown significantly and the size of external trade in
services has expanded fast due to the conclusion of free trade agreement

(FTA) between countries.

Az the importance of statistics for making policy decisions related to the
service industry is emphasized, more and more domestic and foreign people

are interested in the accuracy of the related statistics,

Under the present circumstances, many countries are making steady efforts
to improve their Service Producer Price Indexes{SFPls), whose role is

emphasized in estimating national income of the service sector,

There are two different methods for estimating output at constant prices:
the quantity extrapolation method and the price deflation method. Generally,
the quantity extrapolation method is used for industries in which the volume
of products iz easy to measure, such as Agriculture, Forestry & Fisheries
and Electricity, Gas & Water Supply. On the other hand, the price deflation
method iz applied for other industries such as Services, for which

measuring the volume of products is difficult,

In estimating constant price GDP of the service industry, it iz essential to

have accurate and detailed SFPPls.

The WVoorburg Group has plaved an important role in the development of
=PPls, as it has lead the debate on the methodology and has introduced the
best example of SPPls in the world,

This paper introduces the SPPIls in Korea and deflators applied to measure
the constant price output of the service industry. And then, it discusses the

issues of compiling the SPPIs and the way of improving them.



II. Service Producer Price Indexes(SPPIs) in Korea

The Producer Price Indexes(PFls) for base year 2000 consist of 922 items.
Of this, there are 77 service items, about 2.3% of the total

The weight of the service sector in transaction amount iz £94.2, assuming a
total 2000 base vear weight of 1000,

The szub-zectors of the Service sector include Real Estate Activities,
Transportation, Post and Telecommunications, and Professional, Scientific

and Technical Services, in order of weight,

Present Status of PPl Compilation

Classification Items Weight
Total 923 1,000.0
Goods 846 705.8
Services 7 2942
Transportation 23 he.9
FPost and Telecommunications 13 4z .8
Financial Services 11 218
Eeal Estate Activities 4 a0.8
Leasing and Renting 5 155
Advertizsing 4 14.4
g; iiei ,;S :; onal, Scientific and Technical 11 417
Other Services B 145

Although the szervice industry is very important in GDP, SPPls used for the
estimation of constant output are relatively insufficient in Korea. In 2005,
even though the gross value added of the service sector at current prices
1z 572 % of GDP at basic prices, the number of commodities of SPPIs

comprises only about 2.2 % of the total number of commaodities,

The goods sector can be explained by its PPls up to 92.8%, whereas the

degree of explanation of the service sector is quite low (35.7%). This means



that 93, 6% of the goods sector has suitable price indexes, but only 35.7% of

the service sector has relevant price indexes.

This is because the service sector includes @ non-market services such as
Fublic Administration & Mational Defense and Social Welfare Services which
don't have market prices, @ services such as Wholesale & Eetail Trade, for
which surveying prices iz difficult, and @ services such as Finance, R&D

and Broadcasting, for which application of the concept of price is difficult,



Detailed Classification of SPPI

Code Code Hame Weight

5011101 | Rairoad Passenger Fares 3.0

5011201 | E=xpress Bus Fares 2.5

5011202 | Interurban Bus Fares 4.8

011203 | Taxicak Fares 10.0

5011301 | Coastal Waters Passenger Fares 0.3

5011401 | Deomestc Alr Passenger Fares 1.5

5011402 | Internatonal Air Passenger Fares 2.7

F012101 | Raidroad Freight Charges 0.5

012201 Scheduled Road Freight Charges 0.5

012202 | Locsal Road Freight Charges 8.8

F012203| Special Road Freight Charges 4.4
Transportation |&012301| Coastal Waters Freight Charges 1.1
012302 | Transoceanic Water Freight Charges 4.6

h012401 | Air Freight Fares 0.9

6013101 | Road Tells 3.2

5013102 | Charges For Vehicle Parking Facilities 1.0

5013201 | Harbor & Terrinal Dues 0.2

5013301 | Ar Terminal Facilities Charges 0.4

5014101 | Railreoad Leading & Unloading Charges 0.3

5014102 | Harkor Loading & Unloading Charges 1t

5015101 | General Warehousing 0.6

015102 | Refrigeration & Ceold Storage Warehousing 0.4

5015103 | Farm Product Warehousing N1

5021101 Postage L7

021102 | Cowier Charges 0.6

R022101 | Basic Charges For Fixed Lines 1.3

022102 | Local Area Charges 39

R022103 | Domestc Long Distance Charges 2.5

Post and Tele- | 9022104 | International Long Distance Charges 1.2
cornmunications | 5022105 | Public Phone Charges 0.4
F022106 | Leased Line Charges Jil:

022107 | LM Charges 4.4

R022201 ( Mobie Phone Charges 18.7

BOZ23101 | BSpecial Telecom (telephone) Charges 1.3

023201 | Internet Access Charges 2.4

5023202 | Informaton Service Charges 1.3

5031101 | Fees on Domestic Banking Services 3.4

Financial B031102 | Fees on L/C Transactions 0.9
SErVICES 5031103 | Fees on Foreign Exchange Transactons 1.0
031104 | Guarsnty Fees 0.6




Code Code Hame Weight

5032101 | Credit Card Member-shop Corrmissions 2.4

5033101 | Fire msurance Premiums 0.3

_ _ 5033102 | Marine msurance Premiums 0.4
qnenciel  TEG33103 | Motor hsurance Preminms e
5033104 | Bond msurance Premiums 0.6

033105 Casualty hsurance Premiums 1.1

034101 | Secwrity Brokerage Commmissions 4.3

5041101 | Rents of Business Offices 382

Real Estate 041102 | Rents of Stores 47.0
Activities 041201 | Real Estate Appraisal Fees 0.5
5041202 | Real Estate Management Fees 5.0

5051101 Domestc Produced Machinery Lease Fees 5.5

] 5051102 | Enpeorted Machinery Lease Fees 3.6
anLéeﬂaiﬂfng 5052101 Rental Charges For Heavy Constructon Equipmment 1:3
052102 | Rent-a-car Charges N1

5052103 | Rental Charges For Office Machinery & Equipmment 5.0

5061101 | Radio Adwvertising Fees n.a

Sidvartihe ROB1102 [ TV Adwvertising Fees 6.9
F061201 | Mewspaper Adwvertising Fees 6.2

R061202 | Magazine Adwvertising Fees 0.5

071101 | Judicial Scrivener Fees 1.7

071102 | Customs Broker Remunerations 0.9

5071103 Patent Attorney Fees 0.9

5071201 | Fees on Certified Public Accounting Services n.a

Professional. [g5071202| Fees on Taxation Services 1.9
Sﬁiﬁcﬁd 5072101 | Land Swveying Fees 1.0
Sorvices 5072102 | Bulding Design & Supervision Fees 4.4
072201 | Engiheering Service Fees 11.4

5073101 Data Processing Fees 0.3
073102 | Computer Programming Fees 14.5

5073103 | Computer Repairing Charges 3.9

5081101 | Guard Service Charges 2.2

081201 | Fees on Bulding Cleaning Services 3.1

; F082101 | Human Waste Cellection & Disposal Fees 2.2

Cither Services _ i i

082102 | Idustrial Waste Collection & Disposal Fees 4.5

5083101 | Hotel Charges 1.2

h033102 | In Charges 1.3




II. Deflators by Kind of Service Industry

Overview

FFls are used to calculate constant prices output of the service industry,
For certain services produced and consumed simultaneously, CPls can be

used to calculate constant prices output,

In the case of non-market services which don’t have market prices, the
outputs at constant prices are calculated by application of the relevant price
indexes for the input cost items, ie., fixed capital consumption,
intermediate consumption, etc. This includes Public Administration &
Mational Defense and some parts of Education Services, Health & Social

Welfare Services and Cultural Services,

Frice Indexes are not compiled for services which are traded in market but
don’t have the explicit prices. Their deflators are cobtained by using the
nominal and the real value of outputs respectively, These services include

Wholezale & Retail Trade and Financial Intermediation Services,

Present Status of Usage of Deflators

The service sector is classified into 10 industries: Wholesale & Retail Trade,
REestaurants & Accommodation, Transport, Storaze & Communications,
Finance & Insurance, Real Estate, Business Services, Public Administration
& MNational Defense, Education Services, Health & Social Welfare Services

and Other Services.

In the national accounts in Korea, these 10 industries are sub—classified into
220 basic items to estimate the wvalue of the service sector, and the real
prices of these items are in practice measured by using 72 PPls and 100
CFl=.



Basic Items and Deflators by Kind of Industry

{unit: numbers)

Basic Deflator
Industry : Reference
tems PPI CPI
Wholesale and Fetail LSRN S
1 Trada B = - obtaining norminal and real data
from other ndustries
Restaurants and
2 Accommoedation 45 h A5
Transport, Storage
3 and Cormrmminications ok 25 3
financisl intermediation service
4 | Finance and hsurance g 3 1 deflators are derived after
chbtaining nominal and real data
5 | Resl Estate 4 2 1
6 | Business Services 55 16 1 sane are hon-market services
Public Administraton ;
T A NasHshal Dstetics 1 22 3 non-market services
8 | Education Services 15 - 12 sane are hon-market services
q Health and Seocial 53 _ 4 _ Kot :
e Scine are non-market services
10 | Other Services 66 4 24 sane are hon-market services
Total 280 T2 100

Transport, Storage and Communications

Transport, Storage and Communications is composed of 56 basic items, and

the relevant price indexes (25 PPls, 9 CPls) are used to estimate output at

constant prices,

Consumption of basic service items is by a mixture of households and

corporations. Where the portions of service use by households are high,

application of the suitable CPls are used. Where the portions of corporate

consumption are high, the appropriate PPls are applied.

But this application needs to be improved. If corporations and households

have considerable weight in use of the services, CPIl and PPl should be

applied to the usages by corporations and by households, respectively,



This includes, for exzample, Railroad Passenger Transport, Alr Passenger
Transport, Wire Telecommunication, Fostaze, Courier Charges, Coastal

Waters Passengers, Parking Facility Operation, and so on.

For some items without their own price indexzes, correspondingly similar
price indexes are used. It iz therefore required in the future to develop new

price indexes for them.

This includes, for example, Chartered Buses, Hearse Operation, Oceangoing
Foreign Passengers, Ship Piloting, Ship Cleaning Services, Road Loading &
Unloading, Trawvel Agencies, Land Freight Forwarding, Compound Freight

Forwarding, and so on.

Finance and Insurance

Finance and Insurance comprises 9 basic items. The relevant price indexzes

(2 PPIs, 1 CPI) are used to estimate output at constant prices,

The deflator of Financial Intermediation Services Indirectly Measured

(FISIM) is derived after both nominal and real FISIM are estimated.

Eeal FISIM i1z calculated by extension using the rates of change of real
interest—bearing assets and liabilities, which are derived by deflating

nominal interest—-bearing assets and liabilities with the all-item FFIL

There are no appropriate price indexes related with Life Insurance
Corporations, the service fees of Other Depository Corporations and
Cther Financial Intermediaries. Therefore we use the ZServices CFI to

estimate the outputs of these items at constant prices,

It iz therefore required that we develop per-item CFI for financial services (For
Other Banks Other Credit Corporations, and Securities Corporations, ete.) and
to make a new price Index for Life Insurance Corporations, which doean't have

any relevant applicable price indexes.



Business Services

Business Services comprizses 5% basic items, and the relevant price indexzes

(16 PPls, 1 CFI} are used to estimate output at constant prices.

Adequate PPls are mainly used as deflators for most of business services,
Howewer, for services related to research, such as Research Institution, In—
company Research & Development, all-item PPl or the Services CPI are
used due to lack of relevant price indexes. For Business & Management
Consulting, Human EResource Supply & Emplovment Agzency Services,
Business—Intermediation Services, all-items or the Services CPl are applied

because they don't have their relevant price indexes,

It iz necessary to newly survey prices for these services, even though an

indirect survey method such as the cost approach will have to be used.

Owing to the difficulty in finding standard specifications of samples, PPls for
Leasing and ERenting are obtained by the indirect method using PPl of
General Machinery & Equipment, and economic variables such as exchanze

rate and interest rates,

Also, owing to the difficulty of applving the direct method {survey method),
the PPl for Architectural and Other Engineering-Related Services is
obtained by the indirect method, using wage data of the price indexes for

the relevant raw & intermediate materials of construction.

Other Services

Other Services are composed of 88 basic items. The relevant price indexes

(4 PPls, 24 CPls) are used to estimate output at constant prices.

Az to most of other services, appropriate CPls and PPls are applied as
deflators. All-item CPI and the Zervices PPl are used for several basic
items of serwices, due to lack of relevant price indexes. Thesze include

Frogram Supply, Distribution of Maovies, Program Production, Manufacturing



of Movies, Independent Arts, Professional Athletes, Ceremony Halls,

Matrimonial Agencies, Individual Sick Hurses, Carpenters, Tips, etc.

To improve the accuracy of constant prices of services, it 15 necessary to
newly compile survey price indexes for services which don't have

appropriate price indexes.

IV. Concluding Remarks

To estimate the constant price output of the service sector in Korea, the
items of SPPls are insufficient compared with those of the zoods zector. In

this regards, more new items of SPPls are required to develop.

Mon-market services such as Government Services have no explicit price
indexes. The outputs at constant prices are calculated by application of the
relevant price indexes for the input cost items. These services are more

than £0 % of total services, It iz necessary to develop SPPls of non-market

services,

The uszers of the services consist of both corporations and households, and
each sector has considerable weight in use of the services, CFI and PPI

should be applied to the usages by corporations and by households,

respectively,

10



{Reference>

Deflators by Kind of Service Industry

Wholesale and Retail Trade

Present Status

Wholeszale and ERetall Trade is estimated as a single industry, not as two sub-

industries by the reason that

It iz difficult to obtain source data on Wholesale and Eetail Trade by sub-industry,
because there are many firms carrving out both wholesale and retail trade in Korea,

and they consist of small-scale busineszes.

Wholesale and BRetaill Trade comprises & basic items CAgriculture, Livestock,
Forestry, Fisheries, Mining & Manufacturing, and Export Goods), and deflators for
those basic items are derived after nominal and real data on them are obtained in

the process of GDF accounting.

Results of Review

In Korea, output of Wholesale and Retail Trade is estimated indirectly by using the
margin ratios of the basic tems and the trade amounts cbtained in the process of

GDP accounting, not by using survey data by type of business,

In this method, relevant price indexes are not reguired for estimating output at

constant prices.

11



Restaurants and Accommodation

Present Status

Restaurants and Accommodation comprize 45 basic items, and the relevant 45 CPls

are used for estimating real output,

In the case of Restaurants, detailed price indexes corresponding to the basic items
{for example Secleonsgtang, Tangsuvuk, Hamburgers, etc.) are provided and
therefore constant upper item prices are derived using the deflators weighted by

these price indexes.

In the case of Accommodation, the relevant price indexes for Hotels, Inns and
Condominiums are used to derive the constant prices for these items, and

Accommodation CPI iz applied to the Other Accommodation,

Results of Review

The classification of price indexes for Restaurants iz very detailed and the indexes

are easily surveved, so there is no particular problem,.

Although the Accommodation CPI is used as the deflator for Other Accommodation,
it iz judzed that the Accommodation CPl plays a sufficient role as an appropriate
deflator because the proportion of Other Accommodation (300 billion won at 2005

current prices) among Accommodation is gquite small,

12



Transport, Storage and Communications

Present Status

Transport, Storage and Communications 15 composed of 58 basic items. The

relevant price indexes (2% PPIs, 9 CPls) are used to estimate output at constant

prices,

The appropriate deflators (PPIs or CPls) are used, in consideration of the

properties of the service products and the availability of price indexes.

CPlz are applied where most of the relevant services are used by final consumers,

and PPls are used where there iz intermediate use by corporations.

Present Status of Usage of Transport, Storage and Communications Deflators

Classification Basic ems Price
Indezes
Transport (45 items) Railroad Passengers, Railroad Freight, Road relevant
Freight, Coastal Waters Passengers, Coastal PFIs
Waters Freight, Domestic Air Passensgers,
International Air Passensers, Air
Freight, Operaticon of Passenger Bus
Terminals, Operation of Freight Terminals,
Cperaton of Highways and Related
Facilities, Parking Facility Operation, Water
Transport Support Activiies, Alrport Bunwasy
Fees, Bulding Rents, Harbor Loading &
Unloading, ete,
Subesray Passengers, nfracity Buses, relevant
Intercity Buses, Express Buses, Tazcakbs, CFIs
&ir Terminal Facilities Charges, efc.
Storage (b items) General Warehouses, Befrigeration & Cold relevant
Btorage Warehouses, Farm Product PFIs
Warehouses, Dangerous Goods Warehouses,
Other Warehouses
Conmmunications (6 Postal Services, Courier Services, Wire relevant
items) Telecormmminications , On-line Access FPFI=
RErvices
Wireless Telecarmrmmcation, relevant
Telecommminication Reselling CFIs

13



Results of Review

Problem of choosing PPI or CP1

If the users of the services consist of both corporations and households, and each
sector has considerable weizht in use of the services, CPI and PPl should be

applied to the usages by corporations and by househalds, respectively,

Exzamples of such basic items include Railroad Passenger Transport, Al
Passengers, Wire Telecommunications, Postage, Cowrier Charges, Coastal Waters

Passengers, Parking Facility Operation, etc,

For basic items which have no appropriate price index, it is necessary to develop

new price indexes,

Improvements in Applying Transport, Storage and Communications Deflators

Basic ems Current Status Needed Inprovement
Road Passenger Railroad Passenger Railroad Passenger Fares CPI for
Transport Fares FFI household use
Domestc Al Domestc Alr Domestc Alr Passenger Fares CFI
Passengers Passenger Fares PFI for household use

Internatonal Air

International Air

Internatonal Air Passenger Fares

Passengers Passenger Fares PFI CFI for household use

Wire welghted price index of Local Area
Wire ot Charges CPI and Domestic Long
Telecormrminications gPeIleconunmucau-:-ns Distance Charges CFI for househaold

use

Postage, Courier
Charges, Coastal
Waters Passengers,
Parking Facility
Cperation, ete,

relevant PFIs

relevant CPIs for household use

Items using price indexzes of similar items

For items such as Chartered Buses,

Hearse Operation, Oceangoing Foreizn

Faszengers, Ship Piloting, Ship Cleaning Services, Road Loading & Unloading,

14



Trawel Azencies, Land Freight Forwarding and Compound Freight Forwarding, price
indexes for similar items are used to estimate constant prices, as there are no

relevant price indexes for those items,
To improve the reliability of GDF at constant prices, it is reguired to develop new

price indexes for items hawving over 500 billion won in output at current prices and

which do not have the relevant price indexes,

Items for which Price Indexes of Similar Items are used

Items Price mdezes
bt i arithmetic average of CPIs for Local Bus Fares,
& g Cross Counfry Bus Fares and Express Bus Fares
Hearse Operation Road Freight Transportation PPI
Cceang oing Foreign Passengers Transoceanic Water Freight Charges PFI
ship Pilloting Bea Transportation Support Activities FPI
Ship Cleaning Services Bea Transportation Support Activities FPI
Road Loading & Unloading Railroad Loading & Unloading Charges PFI
Travel Agencies, Land Freight
Forwarding, Compound Freight
Forwarding, Other Transport
Support Activities, Raiway Transportation PRI
Transport Support Actvities,
Cperaton of Harbowr and Marine
Terminal Facilities, etc.

Itemz in bold letters are thoze having over 500 hillion won in output et current prices,

15



Finance and Insurance

Present Status

Finance and Insurance comprise 9 basic items, and the relevant price indexes (3

FPIz, 1 CFI) are used as deflators to estimate constant prices.

Morminal FISIM (Financial Intermediation Services Indirectly Measured) and Eeal
FIZIM are calculated by different methods, and the deflator of FISIM iz estimated
by dividing Mominal FISIM by REeal FISIM,

Eeal FISIM iz obtained by extrapolation with the rates of change of real interest-
bearing assets and liabilities, which are derived by deflating nominal interest-

bearing assets and liabilitie s with the all-item FPIL
For Life Insurance Corporations and financial service fees of Other Depository
Corporations and Other Financial Intermediaries, which don't have the relevant

deflators, we use the Services CPI for our deflators,

Present Status of Usage of Finance and Insurance Deflators

Basic items Price mdex
Central Bank (non-market output) z]i:tgem PPI (applied by kind of
FISI of Other Depository Corporations, Other all-item PET

Financial Intermediaries and Financial Ausiliaries

Life msurance Corporations, Service Fees of
Cither Depository Corporatons and Other mervices CPI
Financial Intermediaries

welghted average of Services CFI

Financial Auzdliaries and Security Brokerage Services
PPI
MNon-life hesurance Corporations MNon-life hsurance PPI

16



Results of Review

Relevant indexes required for some basic items

There are no appropriate price indexes related with Life Insurance Corporations | the
financial service fees aof Other Depository Corporations and Other Financial
Intermediaries, so we use the Services CPl to estimate output for each item at

constant prices.

It iz necessary to develop the existing CPI on financial service fees by compiling CFPI
for three sub—items (Depository Corporations, Credit Card Companies and Securitie s
Companies) and to make a new CPI for Life Insurance Corporations, which doesn't

have an appropriate price indez,

17



Real Estate

Present Status

Eeal Estate is composed of 4 basic items, and the relevant price indexes (2 PPIs, 1

CPI) are used as deflators to estimate constant prices for each item,

Present Status of Usage of Real Estate Deflators

Basic items Price mde=

Real Estate Leasing, Resal Estate

EReal Estate Rental FFI
Developmnent

Real Estate Azencies & Appraissal Services
PFI

Real Estate-related Services

Housing Services House Rental CFI

Results of Eeview
Relevant indexes required for some basic items

For Housing Services, Eeal Estate Leasing and Real Estate-related Services, the
suitable price indexes are used. Howewer, for Eeal Estate Development, the Eeal
Esztate Rental PPI, the same deflator used for Eeal Estate Leasing, is usedasz a

deflator, despite the essential differences between Eeal Estate Leasing and Real

Estate Developments,

Although the size of nominal output of Eeal Estate Development 15 only 200 billion

won, it iz necessary to develop a PPl for thiz item to meet statistics demand

associated with its future potential growth,

18



Business Services

Present Status

Business Services comprizes 55 basic items*. Constant price estimates of output

are obtained by using 18 PPls and 1 CPI as deflataors.

+ Research nsttutions (Mational Institutons) is a part of Business Services: however, it will

be explained with the government sector,

For Business Services, the relevant PPls are mainly used as deflators.

However, for services related to research, such as Research Institution, In-
company Research & Developrnent, all-itemn PPl or the Services CPI are used due
to lack of relevant price indexes. For Business and Manazement Consulting, Human
Rezource Supply & Employment Azency Services, Business—Intermediation
Services, all-items or the Services CPl are applied because they don't have their

relevant price indexes.

Present Status of Usage of Business Services Deflators

Basic items Price mde=zes

34 items such as Adwvertising, Legal Services, Accounting

services, Boftware Developtment & Supply, efc, R of relevant ioms

In-Company Research and Development (R&D) all-item CFI

Research nsttutions (ndustry and Non-Profit
Crganizatons) ncluding § items such as Matural Sciences
and Social Sciences: Other Business Services including 15
items such as Human Besource Supply & Employment
Agency Services, Business ntermediation Services, and so
il

arithmmetic average of
all-itern CFI and
services PPI

Results of Review

Needs for new compilation of relevant price indezes

Eelevant price indexes for some items, such as Research Institutions (Industry &

Non-Profit Organizations), In—Company Research & Dewvelopment, Business &

19



Management Consulting, Human Resource Supply & Emplovment Azency Services,

and Business Intermediation Services, have not been estimated until now,

Mowadawys, there are increases not only in the degree of interest in such service

items, but also in their weights in the national income statistics,

There has been concern about the accuracy of the estimates of their constant value,
since there are no relevant price indexes for them despite their having thelr own
product structures and characteristics, Estimates are therefore made using the all-

item CPI or the Services PP as deflators.

To improve the reliability of constant prices in the national accounts, it is necessary
to newly develop price indexes for the items which don't have appropriate prices,
and whose current outputs are in excess of 500 billion womn.

It mizht be possible to use an indirect survey method, such as the cost approach.

Basic items for which surveys of new deflators are necessary

Classification Basic items

Research nsttutions (ndustrial sttions: Matural Sciences
and Bocial Sciences), Besearch nstitutions (Mon-Profit
Organizatons: Natural Sciences, Social Sciences and Others), and
In-Company Research & Development (R&D)

6 related
Research
services items

Technology Test Inspection, Geological Survers & Exploration,

Market & Public Opinion Swurvesrs, News Supply, Business &
12 items of Other Management Consulting, Credit Surveys, Human Resource Supply

Business & Employment Agency Services, Pusmess-Intermediation

Bervices Services, Organizations of Busmesses & PBusiness Managers,
Professicnal Organizations, Entertainer Representation, Free
Lance Professions

Itemz in hold letters are thoze havins over 500 hillion won in output at current prices,

Compilation of price indexes using the indirect method

Creing to the difficulty in finding standard specifications of samples, PPls for Leasing

& Renting are obtained by the indirect method using PPl of General Machinery &

E¢uipment, and economic variables such as exchange rate and interest rates,

20



Also, owing to the difficulty of applying the direct method (survey method), the PPI
for Architectural & Other Enzineering Helated Services is obtained by the indirect
method, using wage data of the price indexes for the relevant raw & intermediate

materials of construction.

When the price indexes related to Leasing & Renting are estimated, it is necessary
in addition to reflect the trends of lease prices of representative samples and cost
factors. For estimating the PPl on Architectural & Other Engineering -Related

Services, it 15 also required to reflect the actual market-based data,

Items for which selecting representatives is difficult

It iz difficult to choose the representatives for the price survewvs of Legal and
Accounting Services, because those services have such a wariety of composition

items.

The composition itemns include cancellation of real estate registrations, registrations
of incorporation, registration records, patents, ftrademarks, licenses, auditing,
consulting (premium rate per hour), labor cost per hour, tazation adjustment,

bookkeeping fees, and so on.

Alzo, price indexes related to Attorney Services have not existed, due to the
difficulty in accurate estimation because fees are made up in accordance with the

conventional practice of each industry, rather than any fized premium rates.

It iz necessary to consider estimating the Attorney Services PPl newly, To improve
the accuracy of GDF estimation, more intensive research iz also required
concerning the price indexes already estimated for some items, such as Judicial
Scrivener Fees, Customs Broker Remunerations, Patent Attorney Fees, Fees for

Certified Public Accounting Services, and Fees for Taxzation Services,

21



Public Administration, National Defense and Compulsory
Social Security

Present Status

Although the size of the Public Administration, Hational Defense and Compulsory
Social Security sector is guite large, it iz regarded as one basic item because it
produces non-market services and its sub-items have wvery similar production

structures,

Constant price estimates of output are calculated by dividing input expenses (.e.,
fized capital consumption, intermediate consumption and so on) by their respective

deflators.

The compensation of employvees deflator is derived by dividing compensation of
emplovees at current prices by compensation of employees at constant prices
(which iz estimated by multiplying compensation of emplovees at constant prices in
the same period of the previous wear by the rate of change in the mumber of public

servants for the period concerned).

The fized capital consumption deflator is determined by using the relewvant price

indexes for 12 basic items,

The intermediate consumption deflator iz determined by using the relevant price

indexes for £4 basic items.

Results of Review

Compensation of employees at constant prices, which is estimated by using rates of
change in the mumber of public servants, has a defect in that it cannot consider

changes in productivity,

It iz necesszary to devize a new means of calculating the deflator for compensation

of employees at constant prices,
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Education Services

Present Status

Education Services are composed of Education (Industry), Education (Non-Profit
Organizations), and Education (MNational [nstitutions)’. They comprise 15 basic items.

Constant price estimates of output are cbtained by using 12 CPls as deflators of

these basic items,

+ BEducation (Mational Isttutions) is a part of Education Services: hewewer, it will be

covered with the government sector.

For Education Services, the relevant CPls are mainly used.

For some items, howewver, such as Primary Educational Institutions, Education for
the Handicapped Institutions, Yocational & Technology Education Institutions,
which don't have their own appropriate CPls, the CPls of similar items or the all-

itermn CFI are used.

Present Status of Usage of Education Services Deflators

Basic items Price mde=zes

mostly basic items related to education (10 items such as
Middle Schools, High Schools, and so on)

CFIs of relevant items

Elementary Schools Middle Schools CPI

4  items  including  Special Education hsthations,
Vocational & Technoleogy BEducaton hsttutons, and all-itern CFI

Educational Foundatons

Results of Review

There are suitable CFPls to match with most of the basic items of Education Services.
On the other hand, Some items, such as Primary Educational Institutions, Education
for the Handicapped Institutions, and Vocational & Techneology Education
Institutions, don’t have appropriate price indexes. But, these items are of relatively
lowr importance since their current outputs are below 500 billion won, so it is
reasonable to estimate constant output for them by the current method using the

all-itermn CPI or the CPlsz of similar items as deflators.
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Health and Social Welfare Services
Present Status

Health and Social Welfare Services are composed of 23 basic ittems’. Constant price
estimates of output are obtained by using 42 CPls as deflators of these basic items,

+ Health Services (Matonal Institutions) and Social Welfare Services (National nstitutions)
are parts of Health and Seocial Welfare Services: howewver, they will be explained with the
government sector,

For Health and Social Welfare Services, the suitable CPls are mainly used as the
deflators. But, in the cases of the related non—profit services, such as Social
Welfare Services (Children) and Health Services, the same CPI as for the relevant

for—profit organizations or the all-item CFPI are used, owing to lack of relevant CPls
for them.

Present Status of Usage of Health & Social Welfare Services Deflators

Basic items Price mde=zes

15 items such as Privately-Established General Hospitals &
Clinics, Dental Hospitals & Clinics, Drugs & Pharmaceuticals, and
S0 oh

CFIs of relevant
items

all-item CFI or the
price indexes
related to the
relevant for-profit

8 non-profit items such as Social Welfare Services (Children, the
Elderly, Women, the Disabled), Health Services, and so on

businesses

Results of Review

Development of price indexes related non—profit services required

MNowadays there iz increased interest in non-—profit services such as Social Welfare
Services (Children, the Elderly, Wormen, the Disabled), Health Services, and so on.
Despite thelr importance increased, there are no relevant CPls for them.

The same CPls as those for the related for—profit items or the all-item CPI are
therefore used as the deflators,

It iz necessary to newly develop price indexes for these non—market services, to

reflect the economic situation correctly. Use of an indirect method such as the
expense approach mizht be possible,
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Other Services

Present Status

Other Services comprise B8 basic items’. Constant price estimates of output are

obtained by using 4 PPls and 24 CPls as deflators for these basic items.

# Sewage & Refuse Disposal, Sanitadon & Similar Actvities (Mational Insttutions) and
Cultural Services (National Institutions) are parts of Other Services: however, they will be

explained with the govermment sector,

For Other Services, the relevant CPls are mainly used as the deflators. But, in
cases where there are no appropriate price indexzes, such as Program Supply,
Distribution of Movies, Independent Arts, and Recording Business, the all-item CFI

ar the Services PPl are uzed.

Present Status of Usage of Other Services Deflators

Basic items Price mdezes
3 items : Local Public Corporation Proceeds from Sewage PFIz of relevant
Usage Fees, General Broadcasting, Auto-Repair Services items
38 items such as Cakle & Satellite Broadeasting, Screening CFIs of relevant
Businesses, and so on iterns

3 items | Program Supply, Distribution of Movies, Program

Producton services PPI

22 items such as Mamufactwing of Movies, ndependent Arts,
Professional Athletes, Ceremeny Halls, Matrimeonial Agencies,
Fortune Telling, Checkroons, Massage Parlors, Individual Sick
Murses, Carpenters, Tips, Beligicus Organizations, Political
Organizations, Labor Organizatons, Sports Organizations,
Cultural Scholarship Foundations, ete,

all-itern CFI

Results of review
Relevant indexes required for some basic items
There are some basic items for which price indexes do not exist, despite their

having their own distinguishing features. Exzamples include Program Supply,

Distribution of Movies, Program Production, Manufacturing of Movies, Independent
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Arts, Professional Athletes, Ceremony Halls, Matrimonial Azencies, Individual Sick
Murses, Carpenters, Tips, etc. The all-item CPI or the Services PPI are used as

deflators for these items.
To improve the accuracy of constant output in the national income statistics, it is
necessary to newly survey price indexes for such items which don't hawve

appropriate indexes, and whose current outputs are in excess of 500 billion womn,

Basic items for which survey of new deflators is necessary

Basic items Needed new deflators

Program Supply, Mamufachming of Mowvies, Distribution,

Program Producton PPI=

Ceremony Halls, Matrimeonial Azencies, Forhme Telling,
Checkrootns, Massage Parlors, Rental of Theaters,
Entertainer Membership Organizatons, Independent Arts,
Recording Business, Professionsl Athletes, Sporting CFIs
Organizations & Suppoert Organizations, Sporting Operation
Business, Gymns, Tennis Courts, Takle Tennis

Halls, Baduk Reoormns, Gambling Booms, etc.

Itemz in hold letters are those having over 500 hillion won in output at current prices,
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{Appendiz>

Deflation of Government Services in Korea

Definition and Coverage

Government Services in the national accounts in Korea mean all services produced
by the general government. This is estimated by using the budzet and settlement

report of the general zovernment,

Government Services consist of warlous services not only in the Public
Administration, National Defense & Compulsory Social Security, but also in the
Mational Institutions sub-—classifications in the Business, Education, Health & Social

Welfare and Other Services sectors,

Thizs sector comprises 7 basic items — Public Administration, MNational Defensze &
Compulsory Social Security: Research (National Institutions): Education (MNational
Institutions); Health Services (MNational Institutions); Social Welfare Services
(Mational Institutions): Sewaze & Refuse Disposal, Sanitation & Similar Services

(Mational Institutions): and Cultural Services (National Institutions).

Constant Prices and Deflators

Constant price estimates of output for the general government are calculated by
combining constant price value added and constant price intermediate consumption

after their respective real values are estimated,

First, walue added of General Government Services at constant prices is estimated
by adding the constant price values of compensation of emplovees and fixed capital

consurmption,
Compensation of employees: nominal compensation of employees [/ real

compensation of employees

(Morminal value is estimnated by using the fiscal performance results of the Ministry
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of Planning & Budgzet and local administrative departments. Eeal walue iz estimated
using the rates of change in personnel mimbers for public servants, data that can be
obtained from the Ministry of Government Administration & Home Affairs and the

Mational Health Insurance Corporation.)
After the constant price indexes for 12 basic items are estimated, fized capital
consumption deflators are distributed by item using the ratios by type of capital

goods during the base year,

Present Status of Usage of Fized Capital Consumption Deflators

Classification Price mde=zes
% - : ’ Construction dustry Building

1-1. Buildings (Residential) Constructon Residential CT deflator
Constructon dustry Building

1-2, Buildings (Non-Residential) Construction Mon-Residential CT
deflator

2 Shipping, Vehicles, Transport R

Tools

3-1. Machinery and Fures

(Asserbled Matals) Assambled Metals FPI

3-2. Machinery and Fures ;

(Machinery) Mechmeng PEL

3-3. Machinery and Fiures

(Flactie Mashitas) Electric Machines PFI

-4, Machinery and Fiures

[Drasiisn Machinse Precision Machines FPI
4, GBoftware Computer Programming Fees PRI
: : Constructon mdustry
8. soclal Overhead Capital Civil Engineering CT deflator
B-1. Defense Assets (Puidings) Buildings CT deflator (1.1 and 1.2)
Constructon mdustry

-2, Defense Assets (Stuchires) o B h P Ao

-3, Defense Assets  (Machinery Machinery and Fixtures deflator
Fizztures) (3.1 ~3.4)
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Intermediate consumption is distributed by item using the /0 intermediate ratios at

the base wear after the respective constant price indexes of 24 basic items are

estimated,

Present Status of Usage of Intermediate Consumption Deflators

Classification Price mdezes
. ) . Agriculture, Forestry and
sgriculure, Forestry and Fisheries Fizherias PPl
Mines Mines FPFI
Foodstaffs Foodstaffs PFI

Textles and Clothes

Textles and Clothes PFI

Leathers and Shoes

Leathers and Sheoes PFI

Wood

Weaood PFI

Pulp, Paper and Publications

Pulp, Paper and Publications FPI

Coke and Pefrolewn

Coke and Petrolewrn PFI

Chermicals

Chermicals PPI

Rubber and Plastic

Rubkber and Plastic PFI

Menmetals Menmetals FFI

Metals Metals FFI
Aszzembled Metals Aszzembled Metals PFI
Machinery Machinery PFI

Electric Machines

Electric Machines PFI

Electronic, Inaging, Sound and
Telecommnicaton Equiptment

Electronic, Imaging, Scund and
Telecormmnicatons Equipment PPI

Precision Machines Precision Machines PPI
Transportation Equiptment Transportation Equiptment PPI
Furniture, etc. Furnithure, etc, PPI

Electric Power, Water and Gas

Electric Power, Water and Gas PFI

Cithers

All-item PPI

Maintenance and Bepair of
Dreellings

Maintenance and Bepair of
Draellings CPI

Transportation

Transportation CFI

Post and Communications

Cormrnunications CFI
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Results of Review

There are some arguments about the appropriateness of estimating compensation
of employees at constant prices using the rates of change in the number of public
servants for the relewant guarter, because this method assumes that the

compensation system including wages 1s constant,

It iz necessary to revise how compensation of employees at constant prices is

estimated, by using the public servants' wage index.
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