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What is the purpose of the handbook?What is the purpose of the handbook?

•  The handbook is “a guide for constructing and usingconstructing and using composite indicators 
(CIs) for policy makers, academics, the media and other interested parties”.

• A CI is a single number summarizing many phenomenasingle number summarizing many phenomena.

•  Core dilemma on CIs: on the one hand they are more accessiblemore accessible to the public / 
more suited to debate compared to a wide array of single-issue indicators; on the 
other hand they entail a number of potentially arbitrary choicespotentially arbitrary choices (components, 
aggregation strategies including weighting etc.) 

• The handbook provides guidelines aimed at minimizing the arbitrary element by 
implementing optimality principlesoptimality principles and communicating contents transparentlytransparently

• CIs may be suited for some phenomena and not for others! may be suited for some phenomena and not for others! 
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Some examplesSome examples

• Ease of Doing Business: Ease of Doing Business: computed by the World Bank, covers sub-items on 
fiscal regulation, enforcement of contracts, access to credit etc.

•  Well-being: Well-being: “dashboard approach” (GDP, inequality, environmental quality, 
life satisfaction…) vs CI: ample discussion following the Sen-Stiglitz-Fitoussi 
report

•  Financial Development Index: Financial Development Index: computed by the World Economic Forum, 
includes several dimensions ranging from risk of sovereign debt crisis to 
performance of capital markets

•  Technology Achievement Index:Technology Achievement Index: computed by the UN, covers four dimensions 
of innovation; used as an example throughout the handbook
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Financial inclusion is a multi-dimensional phenomenon 
(access/usage; households/firms; actual/perceived etc.) hence a 

natural candidate for CIs



  

From the handbook: pros and cons of CIsFrom the handbook: pros and cons of CIs

4444



  

Choices involved in the creation of a CIChoices involved in the creation of a CI
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1) Development of a theoretical frameworktheoretical framework

2) Choice of individual indicatorsindividual indicators to draw upon

3) Data treatment/analysisData treatment/analysis for individual indicators

4) Weighting and aggregationWeighting and aggregation of individual indicators

5) Sensitivity and robustnessSensitivity and robustness analysis for the CI(s)

6) Reverse engineeringReverse engineering (performance of CI vs individual indicators)

7) Choice of a presentation/visualizationpresentation/visualization strategy

8) Analysis of the CI(s) in relation to other relevant variables in relation to other relevant variables 



  

Theoretical frameworkTheoretical framework
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Conceptual exercise: what is it that we want to measurewhat is it that we want to measure? What is the nature of the 
phenomenon and what are its components? May draw on economic theory, policy 
practice etc; should be theoretically sound, detailed, structured 
(input/output/process components) and appropriate to the goal chosen for the CI

Examples: financial inclusion
as defined by the Indian 
Economic Service is first
articulated around the “where”; 
the G20 Action Plan is 
first articulated on the “what”, 
i.e. access, access, usage, quality, usage, quality, 
formality and impact formality and impact of financial
services. Likely to point out 
different weaknesses at first sight! 



  

Choosing individual indicatorsChoosing individual indicators
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Data treatment and analysis (individual indicators)Data treatment and analysis (individual indicators)
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•  ImputationImputation of missing values: analysis of missingness patterns (MCAR, 
MAR...); single/multiple imputation; model-based/hotdeck...; strategy for 
outliers; trimming of input/output.

• Dimensionality-reducing multivariate analysismultivariate analysis: principal 
component/factor/ correspondence/cluster analysis to detect correlation 
patterns in the data, check for relevance of variables, decomposition of 
variance, influence of individual dimensions on (some) optimal linear 
aggregations.

• NormalizationNormalization: ranking, qualitative scores, standardization, benchmarking 
etc. to avoid the apples-and-oranges problem

 



  

Weighting and aggregationWeighting and aggregation
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•  Trickiest part of the process! Trickiest part of the process! Once dimensions are selected, their relative Once dimensions are selected, their relative 
relevance needs to be determined. relevance needs to be determined. WeightingWeighting: is access to microcredit more : is access to microcredit more 
or less important than access to affordable health insurance? or less important than access to affordable health insurance? AggregationAggregation: : 
should financial literacy enter a CI indicator of inclusion arithmetically or should financial literacy enter a CI indicator of inclusion arithmetically or 
geometrically?geometrically?

•  Major issue at stake: marginal utility of each dimension, hence Major issue at stake: marginal utility of each dimension, hence trade-off trade-off 
between indicatorsbetween indicators (compensation: good or bad?) (compensation: good or bad?)

•  Should be Should be very soundly justifiedvery soundly justified from a theoretical standpoint; a measure  from a theoretical standpoint; a measure 
of of data-driven choicesdata-driven choices (e.g. to account for correlation) is OK but such  (e.g. to account for correlation) is OK but such 
choices should be transparentchoices should be transparent

 



  

Sensitivity and robustness analysisSensitivity and robustness analysis
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Standard good econometric practice (results should not be excessively Standard good econometric practice (results should not be excessively 
sensitive to methodological choices). Effects of... sensitive to methodological choices). Effects of... 

 



  

Reverse engineering, or back to the original dataReverse engineering, or back to the original data
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Presentation and visualization strategiesPresentation and visualization strategies
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Appropriate representation depends on core messagecore message: e.g. tabular representation (rankings) 
draws attention on the best overall performerbest overall performer, spider diagrams emphasize the differences on differences on 
individual dimensionsindividual dimensions between a chosen country/group and others... should be clear, clear, 
consistent, transparently motivatedconsistent, transparently motivated.

 



  

Relationship to other relevant variablesRelationship to other relevant variables
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Thank you for your attention!Thank you for your attention!
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