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1. Introduction

The International Comparison Program (ICP) is one of the largest economic and
statistical exercises that has ever been carried out. Detailed price surveys have been
carried out every five years or so, using standardised methods, enabling the
calculation of the real quantities of goods and services that are purchased in each
economy. A wealth of information has been generated on the price and quantity
structures of the participating countries, enabling international comparisons of the
effects of trade policy and other policies on the allocation of resources. A review of
the Program was carried outby Kravis and Lipsey (1991). In his paper in this volume,
Peter Harper details recent developments and plans.

Probably the best-known feature of the ICP has been the derivation of real output
(GDP per capita) measured at purchasing power parity (PPP). This allows comparisons
of the real value of production of each country, using a standardised measuring rod.
Dividing real production by population yields real GDP per capita, a measure of the
level of economic activity and average real domestic income. These PPP-adjusted
measures have been used by policy analysts and academic researchers to investigate
the efficacy of policies and institutions in promoting economic growth. They are also
used by international organisations to compare living standards and to determine the
capacity of member countries to benefit from, or contribute to, collective programs
such as international aid. The European Community, for example, has used
PPP-adjusted income comparisons to determine eligibility forits regional development
programs.!

In this paper I give examples of the use of ICP data to compare the prices of
individual commodities and to compare aggregates such as GDP across the countries
that comprise the G-20. I highlight some of the problems that arise with acommonly
used method of aggregation, and explain an alternative method. I also demonstrate
the value of the ICP in measuring important indicators and predictors of economic
development such as the relative prices of investment and consumption goods.

1. EUR213 billion was allocated under the European Regional Development Fund to regions where
GDP per capita is less than 75 per cent of the Community average (see <http://www.europa.eu.int/
comm/regional_policy/objectivel/index_en.htm>).
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2. Foreign Exchange and Purchasing Power Parity
Comparisons of Living Standards

It is well-known that the use of market exchange rates to translate international
incomes into a common currency introduces a ‘traded-sector bias’ in comparisons
of economic living standards. Whilst exchange rates tend to equate purchasing
power over traded goods and services, much of economic production is for domestic
consumption only. Wide variations across countries in the prices of non-traded
goods and services are not reflected in the market for foreign exchange (FX). So
exchange rate income conversions do not reflect the relative purchasing power of
consumers in their own countries. Indeed, the Balassa-Samuelson argument® suggests
that FX income comparisons tend to exaggerate international income differentials
by ignoring the lower cost of living that is typically observed in poorer economies,
due to cheaper labour-intensive services in the non-traded sector.?

The International Comparison Program (ICP) has conducted a series of detailed
and standardised price surveys across many countries. The surveyed prices are often
expressed as purchasing power parities for commodities (ppp) — the notional rates
of exchange between the currencies that would equalise the prices in a common
currency. I use lower-case ‘ppp’ to distinguish these commodity-level prices from
the aggregate ‘PPP’ which measures the purchasing power of the currency over all
the commodities that constitute gross domestic product.* The individual ppp’s vary
considerably according to which commodity is under consideration.

Take, for example, the local currency prices for domestic services and for
passenger cars in a sample of nine countries from the 1980 ICP Survey. These prices
are listed in the first two rows of Table 1. Local prices are expressed relative to the
US dollar. For example, the number in the top left corner of the table indicates that
in order to purchase the quantity of domestic services that cost one dollar in the US,
a Brazilian would have to spend 19.2 cruzeiros.’ In other words, the ppp of the
Brazilian cruzeiro over domestic services was 19.2 cruzeiros per dollar. The actual
1980 exchange rate was, however, 52.7 cruzeiros per dollar, implying that domestic
services in Brazil were relatively cheap, just over one-third of the US price at the
prevailing market exchange rate.

These relative prices, translated into US dollars at the prevailing exchange rate,
are listed in the fourth and fifth rows of Table 1.

There are several significant points that this table illustrates. First, that the relative
prices of non-traded services vary by a huge amount across countries: from a low of
0.14 in India to a high of 4.45 in Germany. We can see that the price of services is

See Balassa (1964) and Samuelson (1964).

This argument, and the arguments that follow concerning the bias in the Geary-Khamis method of
aggregation, are analysed in a formal economic model by Dowrick and Akmal (2002).

4. Gross domestic product (GDP) is by accounting definition equal to gross domestic income. [ use the
terms GDP, output and income interchangeably. Gross domestic income differs from national
income according to international transfers to non-resident nationals.

5. The Brazilian currency changed from the cruzeiro to the real in 1994.
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Table 1: ICP 1980 Purchasing Power of Currency per US Dollar
Selected G-20 countries and two items of consumption

South
Brazil Canada Germany India Indonesia Italy Japan Korea UK

Local currency

prices (ppp)

Domestic services 19.2 3.6 8.1 1.1 177 2103 499 291 1.5
Passenger cars 19.7 0.9 1.8 13.0 597 980 136 546 0.6

Exchange rate® 52.7 1.2 1.8 7.9 627 857 227 607 04

US dollar prices®™
Domestic services 0.37  3.09 4.45 0.14 0.28 246 220 048 3.46
Passenger cars 037 0.76 0.97 1.65 0.95 1.14 0.60 090 1.35

(a)  The exchange rate is the average for the year, expressed in terms of local currency units
per US dollar.

(b)  The US dollar price is the local currency price divided by the exchange rate with the US dollar.
US prices are all set at unity.

consistently high in the richer industrialised countries, where wage levels are high.
On the other hand, the relative price of cars, a traded good, does not vary nearly so
much across countries.

Second, we can see how the use of market rates of exchange can give a very
misleading picture of relative living standards. According to the 1980 ICP Survey,
the average income (or GDP) per Brazilian was 109 000 cruzeiros, whilst the average
per American was US$11 500. Using the market exchange rate of 52.7 cruzeiros
per dollarimplies that the average Brazilian income was equivalent to US$2 068, just
18 per cent of US income. But this ignores the fact that domestic services and cars
were much cheaper in Brazil than in the US. Using the average of the two reported
ppp’s for commodities, 19.5 cruzeiros per dollar, suggests that the purchasing power
of the average Brazilian income was in fact equivalent to US$5 590, close to half of
the US average income.

A similar argument applies to US income comparisons for Indonesia and Korea.
Both domestic services and cars are relatively cheap in these two countries, implying
that the exchange rate comparison will understate the purchasing power of their
incomes. The case of India is more difficult to evaluate on the basis of the prices
reported in the table, because while domestic services are much cheaper than they
are in the US, cars are some 65 per cent more expensive. Not knowing how much is
spent on cars relative to services, we cannot tell whether the purchasing power of the
rupee is above or below the US dollar exchange rate.

The India-US comparison example highlights the problem of aggregation when
relative prices vary across countries. The problem is exacerbated when we consider
the purchasing power of a currency over the 128 items which make up gross domestic
product (GDP) in the ICP classification. We need to find a method of aggregating
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all of these ppp’s into a single measure that captures the purchasing power of a
currency over all items of expenditure. This aggregate measure is usually referred
to as the purchasing power parity (PPP) of the currency. The most common method
of aggregation, the Geary-Khamis method, forms the basis for the widely used Penn
World Tables. In the following section of this paper I advocate the Afriat method for
computing ‘true indexes’.% Each of these methods produces a different value for the
PPP of a currency. But it is important to emphasise that all methods rely on the
detailed price data provided by the ICP.

3. Aggregation Methods for Purchasing Power Parities
and Real Income Comparisons

The authors of the Penn World Tables (PWT) have established a method for
valuing aggregates such as real GDP. Instead of using currency market rates of
exchange, the PWT values the 128 ICP items of GDP at constant international prices.
The calculations of international prices are carried out by application of the
Geary-Khamis (GK) method to the price and quantity data from the 1985 ICP
Survey. The GK method uses these international prices to value GDP per capita for
each of the countries in the survey. The PWT then use a regression to predict real
GDP per capita for non-ICP countries, and use national constant price rates of growth
to extend their estimates over time — with some adjustment to maximise consistency
with ICP surveys from other years.

The PWT, described in Summers and Heston (1991), are the principal source of
data for the comparisons of real GDP that have been used in many hundreds, if not
thousands, of international studies. The PWT estimates have been updated by the
World Bank and have been used in recent studies of global income distribution.’
These estimates of real GDP per capita are illustrated in Figure 1 for all of the
G-20 countries from 1965 to 1998. For convenience of display, the countries are
grouped approximately by their level of income in 1965.

The PWT estimates of real GDP typically result in substantial revisions to
exchange rate valuations. Comparing India with the US, for example, the ratio of
per capita 1980 GDPis 2.1 per cent at market rates of exchange. The ICP datareveal,
however, that non-traded goods and services are much cheaper, relative to traded
goods, in India than they are in the US. So the PWT’s estimate of real Indian income
is much higher, 5.8 per cent of US income.

It is not often appreciated, however, that the PWT approach to comparing
inequalities in real income/living standards can be just as problematic as the
exchange-rate approach. The problem is that the fixed-price method used for
aggregation is subject to substitution bias, as explained by Gerschenkron (1951) and

6 Inrecentyearsthe OECD have used a different aggregation method, the EKS index. The EKS results
are often close to the results of the Afriat method, and since they are easier to compute they may be
preferred for practical reasons.

7. The extended PWT data are available at <http://www.worldbank.org/research/growth/
GDNdata.htm>, the source used by Melchior, Telle and Wiig (2000).
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Figure 1: PWT (5.6) Estimates of Real GDP per Capita
At 1985 GK international prices
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Kravis and Lipsey (1991). PWT analysts have themselves recognised that their
measure of purchasing power parity may impart a bias:

The issue arises out of a familiar problem in price and quantity index number construction
...Valuation at other than own prices tends to inflate the aggregate value of the bundle of
goods because no allowance is made for the substitutions in quantities toward the goods
that are relatively cheap...The practical importance of this issue...may loom large in
comparisons between countries that have widely divergent price and quantity structures.
(Kravis, Heston and Summers 1982, p 7)

The G-20 group includes countries with widely divergent price and quantity
structures, so we can expect the problem of substitution bias in the PWT income
comparisons to be substantial. The problemis related to the fact that the ‘international
prices’ used in the PWT most closely resemble the price structure of the richer
countries® and are very different from the price structures that are typically observed

8. Itis difficult to be precise on this point, because the ‘international prices’ are a weighted average
that does not correspond exactly to the price structure of any one country. Nuxoll (1994) suggests
that the prices correspond most closely to the prices of Hungary. Dowrick and Quiggin (1997) find
the closest correspondence is to the prices of Italy.
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in poorer economies. This is partly because the ‘international prices’ are calculated
according to a formula that weights the price structure of each ICP country according
to its level of GDP — so poorer and less populous countries’ economies carry less
weight than the large and rich economies of North America and Western Europe. The
bias towards developed-economy prices arises also because the countries that have
participated in the ICP surveys have not included the world’s most populous nation
— China.

Given that the GK method measures incomes using the prices of relatively rich
countries, we expect that they will overstate the real incomes of poorer countries.
This substitution bias can be illustrated by considering expenditures on domestic
services and passenger cars for Germany and India — taking the price data from
Table 1 and adding in the real quantity data from the 1980 ICP Survey. These data
are listed in Table 2.

Table 2: Example of Substitution Bias

Germany India India/Germany
Per cent

Local prices (ICP)
Domestic services 8.1 DM 1.1 Rs na
Passenger cars 1.8 DM 13.0Rs na
Real quantities (ICP)
Domestic services 6 1.7 28.3
Passenger cars 345 1.3 0.4
Value at German prices (DM) 656 16 2.4
Value at Indian prices (Rs) 4 488 19 0.4

We have already seen that domestic services are relatively cheap in India whilst
cars are relatively cheap in Germany. Not surprisingly, per capita consumption of
domestic services was relatively high in India, over one-quarter of the German level,
whilst their consumption of cars was very low, less than one-half of a per cent of the
German level. We can aggregate these expenditures at Indian or German prices to
compare national average expenditure on these two items. At German prices, where
domestic services are expensive, Indian expenditure looks relatively high — and
vice versa. The use of the rich-country prices to value real expenditure ignores the
fact that Indian consumers choose to spend relatively more on the services that are
cheap in India.

Whilst this example considers expenditures on only two items, the principle of
substitution bias, which it illustrates, applies to constant price valuations of GDP as
a whole.

Hill (2000) has addressed the problem of measuring substitution bias, adopting
two utility-based approaches to establishing bounds on income comparisons. He
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estimates the parameters of the linear expenditure system, which is derived from the
Stone-Geary utility function, to derive utility numbers for each country. He notes the
sensitivity of the income ratios to the choice of the reference price vector, illustrated
by his finding that the Turkey/US ratio could be as low as 14 per cent or as high as
28 per cent. His other approach is to assume homothetic preferences, implying that
income comparisons based on expenditure function ratios are invariant to the
reference price vector. This enables him to tighten the bounds on the Turkey/US ratio
to the interval between 18 and 25 per cent, leading him to show that the GK measure
substantially overvalues the relative income of the poorer country.

This latter approach is similar to that used by Dowrick and Quiggin (1997).
However, whereas Hill examines only bilateral comparisons, Dowrick and Quiggin
develop results on the multilateral properties of true index numbers, building on the
pioneering work of Afriat (1981). In order to illustrate their method and to highlight
the magnitudes of bias involved it is worth explaining results with respect to a
particular problem. Using the ICP data set for 1980, what is the value of real income
(GDP per capita) in India compared to real income in the US? Exchange rate
comparisons give an answer of 2.1 per cent, whilst the Penn World Tables suggest
that Indian average income is 5.8 per cent of US income.

These ratios, for Indian income (GDP per capita) relative to the US, are displayed
in Figure 2, along with some alternative measures. The Paasche and Laspeyres
indices indicate the income ratios which are obtained by evaluating the GDP bundles
at US prices or Indian prices respectively. These are intuitively informative indices
since they measure the relative values which consumers in either country would put
on the consumption bundle of the other. Substitution bias suggests that the Paasche

Figure 2: Indian GDP per Capita Relative to the US — 1980
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index, using the prices of India to compare the two countries, will understate the true
ratio, whilst the Laspeyres, using US prices, will overstate it. This is exactly what we
observe: the Laspeyresindex is 5.5 per cent, whereas the Paasche Index is 4.4 per cent.
If we were concerned only with these two countries it might make sense to choose
the geometric mean of the Paasche and Laspeyres ratios, the Fisher ideal index, as
our best guess for the true income ratio. There is, however, a well-known problem
with the Fisher index: it is intransitive in multi-country comparisons. For example,
if we include Brazil in our comparisons, the Fisher index for India/US does not equal
the product of the indices for India/Brazil and Brazil/US.

Afriat’s solution to this problem can be viewed as a generalisation of the Fisher
approach. The attractiveness of the Fisher index is that it is a compromise between
the Paasche and Laspeyres indices. But it is the specificity of the Fisher compromise
—choosing the geometric mid-point — which makes transitivity impossible. Afriat’s
solution comes from asking the more general question: is there any set of real income
numbers for our 3 (or n) country problem such that the income ratio for each pair of
countries lies between the corresponding Paasche and Laspeyres ratios?

If such a set of numbers does exist, the GDP ratios will necessarily satisfy
transitivity: for any set of real numbers (a, b, c¢), a/lc = (a/b)*(b/c). Afriat’s
requirement that the India/Brazil and the Brazil/US ratios lie between rather than at
the mid-point of the Paasche and Laspeyres ratios makes it feasible that there may
exist such a set of numbers — a ‘true index’ in Afriat’s terminology.

The Afriat index is not just a set of convenient numbers. It is a true welfare
measure. Afriat (1981) has a remarkable theorem showing that the existence of such
a true index, for a given set of observations on prices and quantities, is equivalent to
the existence of a common homothetic preference relationship (or utility function)
that rationalises the data.’ That is to say, if there exists a set of Afriatindex numbers,
then there must also exist some common homothetic utility function such that any
country’s observed consumption bundle maximises the utility of a representative
consumer facing the prices and budget constraint of that country. Moreover, the
Afriat index numbers yield bilateral ratios that are the money-metric utility ratios.

In general, if a true index does exist it will not be unique — but we can establish
upper and lower bounds to each of the bilateral ratios. These will be tighter than the
Paasche-Laspeyres bounds. Using the Afriat method, as described later in this paper,
we find that the true utility-consistent India/US income ratio lies between 4.9 per cent
and 5.1 per cent.!” The mid-point of these bounds, a ratio of 5.0 per cent, is the
preferred true Afriat income ratio.

Using these true bounds as our benchmark, we can evaluate the degree of bias in
different methods of aggregation. Referring to Figure 2 we see that the exchange rate

9. This equivalence is explained further by Varian (1982).

10. We can interpret these numbers as saying that the representative consumer is at least as well off with
India’s per capita GDP bundle as if they had been offered 4.9 per cent of the US’s GDP bundle,
whereas the representative consumer is at least as well off with the US bundle as if they had been
offered 19.6 times the Indian bundle.



What can we Learn from the International Comparison Program? 229

measure lies well below the lower true bound. The exchange rate undervalues India’s
GDP by more than one-half. We can see that the Penn World Tables correct for the
bias inherent in exchange rate valuations of poor countries relative to rich countries;
but the substitution bias of the fixed-price method means that the PWT measure has
over-valued India’s true GDP.

This example illustrates the finding of Dowrick and Quiggin (1997) that neither
exchange rate comparisons nor the Penn World Tables comparisons constitute a true
index of real incomes. Whilst the exchange rate comparison understates the relative
value of incomes in poor countries, the PWT’s use of the GK method tends to
overstate it.

4. Aggregate PPP Incomes in the G-20 Countries

The 1980 ICP data set was analysed using 128 categories of expenditure for
53 countries satisfying the Afriat-Varian test of common homothetic preferences,
implying the existence of true quantity and price indices. The ICP survey covered
60 countries, but only 12 of the current G-20 members were included. Table 3
displays for these 12 countries the various measures of real income (GDP per capita)
that we have discussed so far, expressing real incomes as a percentage of US income.

Table 3: 1980 GDP per Capita for G-20 Countries as a Per Cent of US
A comparison of aggregate methods

Aggregation method Ratio to true PPP
Per cent

Exchange rate  GK PPP True PPP Exchange rate GK
Canada 93.4 101.5 91.7 1.02 1.11
Germany 115.8 89.1 81.2 1.43 1.10
France 105.9 85.4 774 1.37 1.10
UK 81.5 72.1 61.7 1.32 1.17
Italy 60.6 68.0 60.9 0.99 1.12
Japan 77.9 73.5 56.8 1.37 1.29
Argentina 47.7 33.6 27.7 1.72 1.21
Brazil 18.1 29.3 27.1 0.67 1.08
South Korea 14.2 22.6 18.6 0.77 1.21
Indonesia 43 9.6 7.7 0.56 1.24
India 2.1 5.8 5.0 0.43 1.16

The same data are displayed in Figure 3. A clear pattern is evident for the
least-developed economies: Brazil, South Korea, Indonesia and India. Using the
exchange rate to compare incomes with the US, these countries appear very poor.
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Figure 3: GDP per Capita as a Per Cent of US - 1980
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Using the GK method of comparing real incomes, however, has the effect of
increasing substantially the relative income estimates. The GK method, taking
account of the low prices of non-traded goods and services in these economies,
revalues real incomes upwards by more than one-half in the cases of Brazil and
South Korea, and more than doubles the estimated real income in the cases of
Indonesia and India.

However, the GK method overstates the real income levels of all economies
relative to the US. For the poorest economies, the true income measures lie between
the foreign exchange and GK estimates.

The most recent ICP survey of national prices was conducted in 1993. Based on
the regional data that were released by the World Bank,  have been able to construct
a global comparison covering 53 countries. Twelve of the current G-20 member
countries participated in this ICP survey. The G-20 participants were not exactly the
same as those who had participated in the 1980 survey: Argentina, Brazil and India
were replaced by Australia, Turkey and Russia. Table 4 presents a summary of the
three different methods of comparing real GDP per capita with that of the US and the
results are illustrated in Figure 4.

We observe again that the exchange rate comparison understates the relative
income level of the poorer economies. Whilst the GK method corrects for the
traded-sector bias in the exchange rate comparison, it tends to over-correct —leading
to over-valuation of income levels, particularly in the poorest countries.
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Table 4: 1993 GDP per capita for G-20 Countries as a Per Cent of US

A comparison of aggregate methods

Aggregation method Ratio to true PPP
Per cent
Exchange rate GK PPP True PPP Exchange rate GK
Japan 140 90 84 1.65 1.07
Canada 78 82 77 1.01 1.07
France 88 81 75 1.18 1.08
Germany 96 78 75 1.27 1.03
Australia 68 74 70 0.97 1.06
Italy 70 74 70 1.00 1.05
UK 66 70 66 1.01 1.07
South Korea 31 45 36 0.84 1.24
Turkey 12 26 23 0.55 1.13
Russia 11 23 22 0.49 1.04
Indonesia 3 20 12 0.28 1.62
Figure 4: GDP per Capita as a Per Cent of US - 1993
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5. Other Uses of the ICP Data: Analysing Investment
Rates

Apart from the aggregate measures of GDP, the ICP data have been widely used
in their disaggregated form in order to explain trade patterns and sources of economic
growth. For example, the price of investment goods, relative to consumption, is
expected to be an important factor in determining the rate of economic growth. The
higher the opportunity cost of investment in terms of foregone consumption, the less
incentive individuals have to save and invest. Furthermore, a higher price for
investment goods implies that a given national savings effort translates into less real
investment, hence slower growth. A number of econometric studies, using the ICP
data, have found that countries where investment goods are relatively cheap do
indeed tend to have higher real investment, thus faster growth.!!

We can use the ICP disaggregated data in the Penn World Tables to calculate the
price of investment relative to consumption for most of the G-20 members. The data
are mostly for 1992, but the latest available for Saudi Arabia are 1989. Lacking data
for Russia and for unified Germany, I have used the latest available figures for the
USSR and West Germany. The data are displayed in Figure 5, with the price of

Figure S: Price of Investment Relative to Consumption
by Real GDP per Capita
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11. See, for instance, DeLong and Summers (1991), who suggest that it is the price of investment
equipment, rather than structures, that matters most and also Sala-i-Martin (1997), who reports a
very strong relationship between equipment investment and economic growth.
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investment/consumption goods on the vertical axis and the level of real GDP
per capita on the horizontal axis.

It is apparent that there is a strong negative relationship between the price of
investment goods and the level of income — as indicated by the downward-sloping
trend line. In the richer OECD countries, many of which are major producers of
capital equipment, capital equipment is relatively cheap. On the other hand, in the
less-developed economies, the price of capital relative to consumption goods tends
to be more than twice as high. In part this reflects the fact that countries without an
advanced manufacturing sector have to import much of their capital equipment,
incurring transport costs and possibly facing tariff barriers. It also reflects the fact
that most consumption goods and services are produced domestically, and that they
are relatively cheap in low-wage economies.

These points are illustrated in Figure 6 which again uses PWT data, but this time
the price of consumption and the price of investment goods are shown separately.
Trend lines for the two series are displayed. It is apparent that although the
investment price tends to rise with income, there is a much stronger positive
correlation between income and the price of consumption goods. It is this latter
relationship which lowers the opportunity cost of investment relative to consumption
goods in the richer countries.

The observation that investment goods tend to be relatively expensive in poorer
countries highlights one of the handicaps facing the less-developed economies —

Figure 6: Prices of Consumption and Investment Goods
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they have to sacrifice more of current consumption to achieve a given amount of real
investment. This is partly due to the Balassa-Samuelson effect, whereby domestically
produced consumption goods are relatively cheap in low-wage economies. But it is
also due to the transport costs and, in some cases, tariffs which raise the price of
imported capital equipment. Deviations above the trend line in Figure 5 indicate the
magnitude of these transport/tariff effects, suggesting the need for policy intervention.
Measures to improve transport and communication infrastructure may be needed to
reduce transport costs. Consideration may also need to be given to the reduction of
import tariffs on capital equipment.

6. Conclusions

The ICP is of increasing importance as policy-makers need to assess the effects
of trade and development policies on the growth of their national economies.
Without the detailed and standardised measurement of prices and quantities, the core
output of the ICP, it is impossible to accurately identify which types of policies and
institutional arrangements are most conducive to rising prosperity.

Much attention is devoted to the aggregate measure of real GDP per capita which
can be derived from the disaggregated prices and quantities provided by the ICP. I
have spent some time in this paper criticising a commonly used method of
aggregation, on the grounds that it exaggerates the relative wealth of the poorer
economies, and [ have suggested that alternative aggregation procedures, including
the OECD-preferred EKS method, are preferable for the purpose of assessing
relative living standards. This debate should not, in any way, be interpreted as
detracting from the value of the ICP. Without the internationally standardised
measurement of prices and quantities at the disaggregated level, it is impossible to
construct, by any method, economically meaningful aggregates of real income and
output. Moreover, the detailed prices and quantities are themselves valuable in terms
of assessing microeconomic policies and the impact of trade and exchange-rate
policies.

A major limitation of the ICP has been its limited coverage of countries. Outside
the OECD, many countries have never participated in the international surveys,
whilst others have participated only occasionally. The non-participants miss out on
valuable information concerning the comparative price and quantity structure of
their own economy, and the global community misses out on additional observations
that would help to analyse the efficacy of varied institutions and policies. Where ICP
data have not been collected, the authors of the Penn World Tables and organisations
such as the World Bank have had to resort to various methods of estimating real
(PPP-adjusted) GDP for the non-participating countries. These estimates for the
non-benchmark countries are liable to be inaccurate and misleading.

Many issues facing policy-makers today have an important global dimension.
The relationship between global warming and the size and growth of global output
is of potentially huge significance. The effects of trade and trade policies on living
standards, and the distribution of income, are clearly matters of global as well as
national concern. It is particularly worrying for estimates of the growth of global
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output, and changes in global inequality, that the world’s most populous country has
not been included in any of the ICP surveys to date. Until China is included in these
surveys, we are reduced to guestimates of the changes in real output and relative
living standards of more than one-fifth of the world’s population.

Given their geographic size and diversity, and the evidence of rapid but uneven
economic development across regions, it would be desirable for any surveys of
countries as large as Russia, India and China to be conducted at the regional level.
At the same time, expansion of the ICP surveys into some of the relatively small, but
extremely poor, nations of sub-Saharan Africa should reveal important information
on the extent to which distortions of the price structures of these countries may be
inhibiting their economic development. ICP surveys will not of themselves promote
successful and equitable development, but they can provide extremely valuable
information for the policy-making process.
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