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1. Following discussions at the meetings of the Standing Committee of the Council of
Diplomatic Representatives on 9 February and 23 March 2017, the Permanent Bureau (PB) has
prepared a short overview of the inflation rate applied to certain parts of the Budget and the
remuneration adjustment method (RAM) applied to salaries, allowances and pensions.

2. Regarding the inflation rate applied to certain articles in the Budget (namely Article 2a,
Rent; Article 2c, Service costs; Article 2d, Insurance costs; and Article 2e, Cleaning), the
Permanent Bureau applies an inflation rate of 2%. This is the inflation rate used in the Net
Present Value Analysis (NPV) presented to the Members as part of the decision-making process
for the relocation to Churchillplein 6b in 2014.? The NPV includes a projection of the evolution
of rent and services costs of the premises of the PB. This inflation rate was established in
consultation with the PB’s real estate advisor based on projections of the Netherlands bank for
the period of the lease. Although the official inflation rate is currently below 2%, the PB
suggests maintaining the prudent approach as estimated by the Netherlands bank and as taken
in the NPV document, which envisages a gradual increase so as to prevent much more
significant, sudden increases in the coming years if the inflation rate were to rise more than in
recent years. For consistency, some other lines in the Budget (for example, Article 5b, Copying)
also use the 2% inflation rate.

3. The rate applied to the salaries at the HCCH is a RAM established specifically for Co-
ordinated and associated organisations located in the Netherlands (and not for staff located at
other duty stations). The RAM is determined by the International Service for Remunerations
and Pensions (ISRP) and approved by the Co-ordinated Committee for Remunerations as well
as the governing bodies of the Associated Organisations. The salary scales enter into force on
1 January of each calendar year, and the RAM can represent an increase or a decrease.

4. The PB reached out to the ISRP for more information about the RAM and received a memo
in response, which is annexed to this document. The ISRP notes that the RAM basically fulfills
two main objectives: (1) ensuring a parallel evolution of salaries in the Co-ordinated
Organisations with salaries in national civil services in eight reference countries, and
(2) maintaining as much as possible equivalent purchasing power among staff in different duty
stations. The RAM is made up of different components (the reference index, harmonised index
of consumer prices (HICP), and purchasing power parities (PPPs)), which form the salary
adjustment index for each duty country.

5. With regard to the 2017 salary adjustment, the ISRP memo explains that PPPs had a
positive effect in some duty countries and a negative effect in few others. In the case of the
Netherlands, PPP had a positive effect of +1.3%, resulting from the fact that the outcome of
the reference index (101.3) and the HICP for the Netherlands (99.8) equal to 101.1 (i.e.,
101.3 x 99.8 / 100 = 101.1) fell outside the PPP curve (defined as “reference curve of
purchasing power”). Therefore, according to the RAM, that adjustment had to be corrected by
1.3 percentage points to bring the final result to the lower limit of the curve. As a result of the
correction, the final salary adjustment index for the Netherlands was equal to 102.4, meaning
that salaries and pensions were increased by a rate of 2.4%.

6. There is a table on page 3 of the annexed memo which shows trend of the Co-ordinated
Organisations salary adjustments in the Netherlands in the last ten years, against the inflation
rates foreseen by the RAM during the same period.

1 Available at < http://www.hcch.net/upload/hidden/2014/dipl/20140124npv_en.pdf >.
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MEMORANDUM
SIRP(2017)058 Paris, 13 April 2017
From: Gastone Guglielmina, Head of Studies Unit, ISRP
To: Anna Koelewijn, HCCH
Copy: Jean-Francois Poels, Head of ISRP

Antoine Michelet, Legal Adviser, ISRP

Subject: Main components of the CO remuneration adjustment method and evolution of salary
adjustments indices and inflation rates in the Netherlands

Dear Anna,

The remuneration adjustment method (RAM) currently in force in the Co-ordinated Organisations (CO) is
set out in the 244" Report of the CCR.

The RAM basically aims at fulfilling two main objectives:

— ensure a parallel evolution of salaries in the Co-ordinated Organisations (CO) with salaries in
national civil services (NCS) in eight reference countries

— maintaining as much a possible equivalent purchasing power among staff in different duty
stations

The RAM is made of different components, which altogether form the salary adjustment index for each
duty country.

The first objective (i.e. parallelism with NCS) is fulfilled by two components: the reference index and
national inflation rates.

The reference index is the calculation mechanism reflecting the average evolution of salaries in the
central administration of eight reference countries (France, Germany, lItaly, Spain, United Kingdom,
Belgium, Netherlands and Luxembourg). The evolution of NCS salaries for a one-year period is measured
as net salaries (i.e. after deductions of social contributions and taxes) and in real terms (i.e. deducting the
inflation).

Because the reference index is calculated in real terms, the evolution of NCS salaries in each reference
country is deflated by the respective national inflation rate in order to reflect the average evolution of
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disposable income of national civil servants in the eight reference countries (i.e. how much, on average,
national employees’ salaries have won or lost against price inflation).

The reference index is identical for all duty stations.

For the salary adjustment calculations at 1 January 2017, the reference index was equal to 101.3, which
means that, on average, salaries of national civil servants have a gain in their disposable income of +1.3%
with respect to the previous year, once the inflation is deducted from their nominal salary evolution.

The national inflation rates, measured by consumer price indices are used twice; first to deflate the
evolution of NCS salaries in each reference country, and then, to reinject the price trend in each duty
country to the final reference index. Accordingly, the duty station adjustment is then calculated by
applying the harmonized index of consumer prices (HICP) for that country to the reference index.

To be noted that HICP series are used as the inflation rates for all European countries, whereas the series
of national Consumer Price Indices (CPl) are used for non-European countries where HICP are not
available (prior to 2013, CPI series were used as inflation rates for all duty countries).

Regarding the second principle of the RAM, purchasing power parities (PPP) are the statistical tool used
to ensure equivalence of purchasing power among CO staff. PPP portray the cost-of-living difference
between duty countries by comparing prices of goods and services of a consumption basket in each duty
station (e.g. in The Hague as reference city retained for the Netherlands) with matching items in Brussels,
defined as base city of the CO/EU PPP system.

PPP calculations are done independently from the calculations ensuring parallelism with NCS; however,
the results of both calculations are ultimately overlapped and PPP may have an impact on final salary
adjustment indices only if the outcome of the reference index and the national inflation in a given duty
country falls outside the limits of a curve established around the central point of the PPP (the limits of the
curved being fixed at £2%). When the outcome of the reference index multiplied by the HICP of a given
duty country falls outside the PPP curve, the final adjustment is corrected to the closest limit of the curve
in order to ensure to the extent of the curve limits that staff in comparable professional and family
circumstances have an equivalent purchasing power, irrespective of their duty station.

For the 2017 salary adjustment, PPPs had a positive effect in some CO duty countries and a negative
effect in few others. In the case of the Netherlands, PPP had a positive effect of +1.3%, resulting from the
fact that the outcome of the reference index (101.3) and the HICP for the Netherlands (99.8) equal to
101.1 (i.e. 101.3 x 99.8 / 100 = 101.1) fell outside the PPP curve (defined in the rules as “reference curve
of purchasing power”). Therefore, according to the RAM, that adjustment had to be corrected by 1.3
percentage points to bring the final result to the lower limit of the curve. As a result of such correction
the final salary adjustment index for the Netherlands was equal to 102.4.

The table below shows the trend of the CO salary adjustments in the Netherlands in the last ten years,
against the inflation rates foreseen by the RAM during the same period.
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CO SALARY ADJUSTMENT INDICES vs. INFLATION RATES IN THE NETHERLANDS

(2008 - 2017)

NETHERLANDS

For the calculation
of the adjustment

INFLATION RATE* CO ADJUSTMENT INDEX

el i YEARLY ~ CUMULATED  YEARLY ~ CUMULATED
(June/June) (2007 =100) (CCR Reports) (2007 =100) Qﬁ
- 100.0 - 100.0
1.1.2008 101.7 101.7 101.5 101.5
1.1.2009 102.6 104.3 102.1 103.6 +0.1
1.1.2010 101.4 105.8 103.9 107.6
1.1.2011 100.8 106.6 96.9 104.3 1.5
1.1.2012 102.3 109.1 100.9 105.2
1.1.2013 102.5 111.8 101.5 106.8
1.1.2014 103.2 1154 101.3 108.2
1.1.2015 100.3 115.7 101.3 109.6
1.1.2016 100.5 116.3 101.9 111.7
1.1.2017 99.8 116.1 102.4 114.4 +1.3

! Inflation rates foreseen by the CO methods in force; i.e. CPl until 2012 and HICP since 1.1.2013

2 Effect of PPP curves on the final salary adjustment index
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