
ORIGIBTAL: . FRENCIH 

(Signed) M. van den BULCKE 

NATO , 
l 1  ?O Brussels. 

D
E
C
L
A
S
S
I
F
I
E
D
/
D
E
C
L
A
S
S
I
F
I
E
E
 
-
 
P
U
B
L
I
C
 
D
I
S
C
L
O
S
E
D
/
M
I
S
E
 
E
N
 
L
E
C
T
U
R
E
 
P
U
B
L
I
Q
U
E



seemed ~ hard t o  apply t o  Eas%-West &parisons p given., i n t e r  ' alia,  
the  very  different  s-bructure o f  pr ices  and OP the  monetary 
systems- i n  -the  Eas-tern economies, An attempt has nevertheless 
been made i n  t h i s  paper t o  S ~ G W  -khat it is now possible t o  
i n se r t   t he  Ea.s tem countries w i t h o l ~ t  any d i f f i cu l ty   i n to  the 
general  internaticmal  comparative  tables  currently  available 
by using quasi-e:cc;lmnge r a t e s  o r  "commercial exchange rates",  
The adoption ~2 t h i s  position  obviously ca.l is  foi- an  expkma-tion 
of  the above-mentioned paradox, The fact i s  t h a t  t radi t ional  
methods (d i rec t  cosparison o f  pr ices  and quant i t ies  a.nd use 09 
real   indicators)  saest  on firm theoretical  foundations  but 
incorporate najor rilisconceptions and above a l l  are   cost ly ,  
The siLlple nc-tlrods, on -the o-tber hand, have utndenisble practical, 
advantages and can, moreover, boc?s't; f a r  f r o m  negligible 
theoretzcal  Jus'cifica-tions. 

I, 9-E. HEAyY 

3* Two rm%n types of coin2lex  methods a re   t rad i t iona l ly  
used for the cozparison o f  nationa.3- products. The first, 
based on the  model established i n   t h e   f i f t i e s  by .M. Gilberk , . . . , 

and I, Kravis t o  measure the  re la t ive  leve l  o f  developmnt of  
f ive  OECE countries( 1 1 , consis ts  i n  d i rec t ly  comparing quaxitities 
produced and pr ices  i n  -tie selected  countries, The second, 
which has b e c o ~ e  more widely known through work done by the  
United Nations, is based on an analysis o f  the  relationship 
be-tween the g r o s s  domestic product  and a choice of  rea l  
indicators of  production and ccnsumption(2), Mo& O P  the 
compnrisons carried  out i n  the East as well as i n  the Vest are 
more o r  less based on these two methods. T A ~ Y  a l l  have one 
feature i n  comon,  viz, -i;lcy contain a prel ininary  cr i t ique of  the 
use o f  exchange rates, 
~ - ~ ~ ~ ~ ~ ~ n ~ ~ m a t i o n a l ~ s o n  3 

( 2 )  Econouic  Survey of Europe 1969. Part I - Chapter I V ,  

.. - 

National  Products and the Purchasing Power of  Currencies 
CGEC, Far-is 1956. 

nRcPn LL..IG;t; .  Rrnnnmi P ilnmrni nni nn f n r  R l 1 r n n o  ~ C!pnmm - 
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T c r i t ; i s u e a t e s  

4.  The use of exchange ra tes  f o r  internat ional  comparisons 
presupposes tha t  '!the average  relationship o f  the   in te rna l  
purchasing power o f  currencies is  the same as   the  exchange 
r a t e s  used t o  convert  the  national  products t o  ccmmon currency 
uni t sco( l  ). However, those who formulated t h i s  îundamental 
prerequis i te   real ized  imediately  af terwards  that  it could 
not be s a t i s f i e d  f o r  three main reasons: 

t rade,  which largely  determines  the exchange rate, 
is  a r t i f i c i a l l y   r e s t r i c t e d  and consequently  the  batter 
cannot r e f l ec t  a genuine  market  balance; 

furthermore, and assming tha t  the  various  restrictions 
on t rade were l i f t ed ,   t he  l z t t e r  is  only i n  goods 
which are  not  properly  representative o f  national 
products; 

l a s t l y ,  and again assuming t h a t  t h i s  a r g u e n t  can  be 
set   aside,   the  use o f  exchange rates  implies t h e t  
there  will be  only one solut ion - t o  the  problen which 
c o n s i s t s   i n  comparing the  national  product of %WO 
countrieso Ye t  it would appear  that  because 09' the  
differences i n  consumer pat terns  and i n   r e l a t i v e  
prices,  there  should be two solutions t o  the problem, 
re f lec t ing  t h e  s t ructures  o f  each o f  the  %WO countries 
concerned. 

Another objection. t o  be added to   the   o ther  two which 
a re  now long-standing, is tha t  the recent upheawals i n   t h e  
in te rna t iona l  monetary  system  have destroyed most o f  the  value 
which could  be  attached t o  the  calculat ion o f  average exchange 
ra tes ,  a solut ion which was often  applied  empirically with a 
view t o  t h e   p a r t i a l  scaling-down of  the  estimates of  the  effects  
of parity  changes, 

6. A l l  these  objections  can be extended t o  the  Ftcomercial  
conversion  ratesiE  used by  the  Eastern  country  foreign tracle 
bodies. These ra tes ,  i t  will be remembered, d i f fe r   bo th  f r o m  
the  official   currency exchange r a t e  and f ron   the   tour i s t  
exchenge rate .  They re f lec t   the  rverage ra t io  betmen *e 
internal   pr ice   ( in   nat ional   currency)  and the   in te rna t iona l  
market price  ( in   currency)  of goods traded abroad. 
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7. These  Co-efficients  cannot, at first  sight, be 
assimilated  to  exchange  rates, f o r  at least two reasons: 

,.. they  relate  only to the  commercial  aspect of foreign 
transactions(1)  and  the  aost  reliable of them  relate 
only  in  fact  within the  context o f  foreign  trade, 
to  exports; 

settlenents  to  the  extent  that  there  are  no  dezlings 

market; it is striking, in this  connection,  that. 
recent  changes  in  these  rates seem indirectly  to be 
reflecting  an  increase  in  purchasing  power  of  internal 
currencies  for  foreign  currencies,  even  though  the 
external  financial  situation of  nost of the  Eastern 
countries  would, under a system of free  convertibility, 
c a l l  for a devaluation  in  relation to the  dollar. 

- they  are  not  really  d2rived  from  internationel 

country  cu.rreucies on the  foreign  exchange 

8 ,  This  being said, the  concrete  use of these  rates, by 
the econmic authorities of the  Eastern  countries,  to  measure 
the  effectivemss of foreign  trade  and  everi  as  instrvnents of 
"active  exchange  policiest8  in  Hungary  and  Poland - mean  that 
they  can be regarded as \\quasi-exchange  rates". T h i s  'conclusion 
is  borne  out  by  observation of changes  in  these  rates over a 
long  period,  showing f o r  example 2 marked  deterioration  in  the 

Crown  between 1950 and 1968. 
costtt  in  dollar  terms, of the  Czechoslovak 

9.  To permit  comparative  studies  resting  on  conceptually 
acceptable  foundations, M. Gilbert  and I. Kravis  devised a 
system  in 1955 which  they  described  in  the  following  terns: 
"This  method  involves  securing  appropriate  quantities,  prices 
and values for as detailed a breakdown of gross  national 
product  as  is  possible f o r  any two countries  to be conpared-, 
and then  weighting  the data for  each  country  with  the  weights 
of first  one  and  then  to  the  other of them.  This  produces 
two indices of the  real  product  relationship  and of the  internal 
purchasing  power of the  currenciesif(2).  Although  they  are 
clearly  not  in  favour of the  principle,  the  authors  have 
a l s o  suggested  that E averege of the two indices be adopted 
f o r  the  practical  purposes of coaparison, 

( l )  From this point of vi&7, the - k k e L Y  n e  
sane as the  one  created by the  introduction  at  different 
tines or" two-tier  excherge  rates  in  France,  in  Switzerland, 
in +ho R P n m l l w  TTni An and i n  rer+.nin T.nf.'l'n Cmeri cRn cn1mh-i es 
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IO, This method has been widely  applied, with varying 
degrees o f  thoroughness(l), bo th  in   the   Zas t (2)  and i n   t h e  
West, on a comprehensive basis as  well  as  t o  the  different  
sectors o r  chapters o f  national expenditure, t o  pa i r s  o r  
groups of  countries and t o  different   years ,  Some fdea o f  these 
applications w i l l  be found a t  Annex I which l i s t s  the   resu l t s  
o f  some o f  the  comparative studies o f  t h e  final  production o f  
the  Eastern  countries  obtained with this   type of  method, 

The l ireal   indicgtor"  solution 

11 . Studies by the United  Nations Economic Cormission f o r  
Europe have helped t o  publicize  another method the  principles 
o f  which were defined by  the Hungarian F, Janossy, The Geneva 
experts measurecl the  relationship between a score o r  s o  real, 
indicators of  nroduction and consumption and the gross domestic 
products  (in $1 of 22 1:'estern countries in 1965;  th.ey then, 
on the  one hand, partly  corrected  the GDP assessment  derived 
from the  use o f  exchange rates f o r  these same cormtries and, 
on the  other hand, furnished a GDP estimate i n  d o l l a r  t e rns  o f  
the  Eastern  countriest  ecoEonies;  to  this end, t he   r a t io  
between r e d  izîdicators and GD? i n  the %:lest was applied t o  those 
economies f o r  which only  the first term was availabl-e, 

12. Annex II shows  some of the  f indings of these  studies 
as well  srs updated figures  provided by the World Bank i n  1973. 
Annex II also sets  out  other  estimates  obtained from methods 
based on the  S a m  principle.  

Inherent drawbacks 

13. L, comprehensive assessment of these ifheavyln methods 
must also take  account o f  a cer ta in  number o f  defects which 
de t rac t  from t he i r   r e l a t ive   t heo re t i ce l  advantages. 

14. If it i s  t o  avoid the  charge  levelled a t  the use of 
exchange rates - -t;ha.t it involves a d i s tor t ing   smple  o f  
compared products - the   d i rec t  method must cover the  widest 
possible  range of goods and services:  goods common t o  the ' 

compared countries,  goods which a re  cornnon but n o t  ident ical ,  

(1 1 A. Woroniak T h e  mobLen o f  t%e do-llar convers:- 

USSR/USA studies and attempts t o  c l a s s i fy  them i n   t h d i g h t  
of cer ta in   qua l i ty   c r i te r ia .  

(2)  The COMECON countries hzve undertaken  several  internal 
comparisons o f  levels of  developnent  using  this methoci. 
The r e su l t s  o f  these  studies which covered 1959, 1964, 
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goods which are  not co~mon. The wider  the  range, however, the 
more s t r iking  the  differences between s t y l e s  o f  consumption, 
the  wider  the gap between the monetary rat ios   f inal ly   obtained 
f o r  each  country and the  less   s ignif icant   the  average of  ’chese 
rat ios .  Another major d i f f i c u l t y  is  that the d i r ec t  method is 
not  very  effective when it cones t o  the problems involving  the 
corilparatlve - qual i ty  o f  products. The insuf f ic ien t  allowance 
rude f o r  differences of  quali ty  contributes t o  an a r t i f i c i a l  
reduction o f  differences i n  income between the   r i ch  and poor 
countries t o  the  extent that  high incorile levels  are  generally 
associated  with  better  quality goods. This, .general,, drawback . . 
is  a particular  handicap  in  the  case o f  comparisons including 
Eastern  countries which produce what me  generally  agreed t o  
be re la t ive ly  mediocre qual l ty  goods, in fer ior  even t o  what 
could  be  expected  given their   general  level  of industr ia l izat ion.  

15, This  point a lso applies t o  the  r e a l  indicator  method 
and in   fac t   p roupts   those   qp ly ing  tha.t  method t o  r e s t r i c t   t h e  
nurilber o f  these  indicators.  In  so  doing, however they run 
the r i s k  of  generating doubt as t o  the  representative  nature 
of t h e i r  sample. Depending on whether the “basket“ chosen is  
made up p r i m r i l y  of goods f o r  intermediate o r  f i n a l  demand, 
f o r  consumption o r  investment - f o r  which a s ign i f i can t   r a t io  
with the   l eve l  o f  GD? w i l l  i n  any case have  been obtained - 
the   resu l t  of t he   ca l cük t ion  w i l l  obviously  be t i l t e d  i n  
favour o f  a given type of economy. 

P r a c t i c a l   d i . i c u l t & e s  

Gilbert-Kravis method is t h a t  it 1s essentially  $‘binary”. 
By and large,  it‘ can  only be a.ppLied t o  comparisons  between 
-two co-mtries o r ,  a t  Best and with help of certain  simplifying 
assumptions, t o  comparisons between a reference  country ami a 
group o f  countries( l ) . This considerably  reduces  .the  usefulnes-s 
of the method the   r e su l t s  o f  which cannot  appropriatel be 
in se r t ed   i n  c? se r i e s  o f  broader  cou~pariso~~s,  psricular- :: y i f  
other methods have been used- f o r  t he   l a t t e r .  Thus, no 
purpose wou7-d be served by the   i fnu l t i l a te ra l iza t ion i t  o f  a 
di rec t  USA/TJSSR comparison using  results  furnished, by  means 
of exchange rz tes ,  by a comparison  between the  USA and the 
other OECD countries. This i s  particularly  true  inesnuch 
a.s the   d i rec t  method tends t o  underestimate  differences i n  
GDP levels  while exchange rate  conparisons  tend t o  overestinate 
them . 
‘ l T E 6 m p A m = ë e n  -seveÏ-a”TZZ€Fs  normally  calls f o r  

as gnany binary comparisons a s  there   a re   cowtr ies .  These 
give as many purchasing power ra t ios  as there   are   pr ice  
systems and consumption pat terns  f o r  each one oE them. In  
order t o  %implifyrF it is possible ,   af ter  a s e r i e s  of 
binary  coiqmrisons,  taking one o f  the countries as the  
comon . _  . _  denoi;?ina.tor, . .  t o  ~- calculate  i;averagerF  prices f o r  all 

16. From this point of view the  main object ion  to   the 
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l 7 *  It should also be noted tha t   t he   r e su l t s  of the 
temporal series  obtained by the direct method - using growth 
ra tes   adjusted t o  take  account o f  re la t ive  pr ice   var ia t ions - 
become increasingly  unreliable as the   in te rva l  with the  base 
year  lengthens, An extrapolation of  t h i s  kind - warranted by 
the  expense of building a new base - r e s t s  on the  hardly 
defendable  assmption  that   internal  price and consumption 
pat terns  ,remain unchanged. .over 8 long  period, 

18, The United  Nations methodology r a i se s  conparable 
space-tine homogeneity problems as witness  the World B a n k s  
attempt t o  update 1965 basic esiimates  to 1973, The Tfo-orlld 
Eank was able t o  es tabl ish t h a t  the   resu l t s  o f  these  updating' 
exercises were consistent f o r  a l l   t h e  East-European countries, 
with the  -31 l eve l  o f  GDP i n   t h e  22 Uestern p i l o t  countries 
selected Tor 1965. Ewever, it gave an  estimate, f o r  eech one 
o f  t h e   l a t t e r ,  based n o t  on the extrapolation o f  the  UN adjusted 
evaluations  but on the  use of exchange r a t e s  with the   resu l t  
tha t  the   re la t ive   l eve l  or" GDP fo:T 1973 i n  each of  the Eastern 
countries and i n  each o f  t h e  22 countries o f  the Western saraple 
no longer  reflected the  homogeneity rule. Another question is 
whether the choice o f  r e a l  indica-Lors - assuming t h a t  it i s  
relevant f ron t h e   s t a r t  - should not   be  adjusted  in   the  l ight  
of  a general  trend t o  define new patterns OP econonic p r i o r i t i e s .  

19. Finally,  it takes a very  long time t o  obtain  the 
s t a t i s t i c a l   d a t a  needed to   es tab l i sh  heavy methods, The 
advocates of real indicators  criticized  the  Gilbert-Kravis 
method on the grounds t h a t  i t  was very  costly and time-constliiling, 
The results  they  achieved however d id  not  apparent ly   sat isfy 
the  United  Nations which i n  1968 s e t  up an International 
Conparisons  project i n  conjunction with the  University of 
Pennsylvania  and'with the help of the World Bank and a se r i e s  
of inlemational ,   nat ional  and pr ivate  bodies( 'l ) , 

20. This involveulent of i n s t i t u t ions  i s  c l ea r  evidence 
that"  the'  quest for presuma.ljtly  more .sat isfactory  solut ions 
e n t a i l s  a sharp r i s e  i n  costs and possibly, t o o ,  an  increase 
i n  the time needed %O complete the  study. I n  the  absence O% 
any objec t ive   c r i te r ia  t o  t es t  the  accuracy of an internat ional  
comparison, there  i s  a tendency -to regard i t s  r e l i a b i l i t y  as 
being  proportionate t o  the  time  spent on it. On the other 
hand, it is d i f f i c u l t  t o  be e l l t i re ly   sat isf ied with a s i tua t ion  
i n  which a research prograame se t   in   no t ion   near ly  a decade 
ago has produced only very fragmentary r e s u l t s  f o r  a reference 
year which now has little relevance. 
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II. A SIMPLE PETHOD 

21. The reference t o  recent changes i n  heavy methcds 
ra i ses  two more general  questions, The first i s  whether the  
scholars-  responsible Tor these developments have attached 
suff ic ient  importance t o  world economic changes since  they 
f irst  embarked  on their   research.  1% can be argued that  the  
growing internat ional izat ion o f  the world economy, i n  
par t icular ,  is ,  a t   l e a s t   i n   p e r t ,   . c a s t i n g  doubt on the  theory'  
of  the  non-admissibility o f  exchange rates .  At the same time, 
the  steep  increase  in demand from public and private  services 
f o r  foreign  iroperationalTi  data seems wholly  incompatible w i t h ,  
the  application by the  economists o f  research  nethods which take 
a.bnorma.lly long  t o  mature, To give  substance t o  these  cri t icisms, 
the second p a r t  of  the  present  paper will include comments on 
the  results  obtainable by the  appl icat ion o f  "commercial 
conversion  rates" t o  the  Eastern  countries'  accounting  aggregates, 

l , ArQ-g-ents f o r  tine rehabi l i ta t ion  o f  exchange r?&tes 

International-trade,  2nd national  products 

22,  In  the  twenty  years which have elapsed  since  Gilbert 
and :{ravis questioned the exchange r a t e  method, the  nost  
i q o r t a n t  development i n  world economic ac t iv i ty  has been i ts  
internationalization. The e f f ec t  of  t h i s  development and i t s  
many and widely  appreciated  implications i s  that   foreign  t rade 
is  now f a r  uore  representative of national  production. On 
the one hand, the  foreign  trade  levels of the  various  national 
economies have risen  considerably  under  the  impetus of  a much 
quicker  rate o f  growth of  intern-ational  trade  than o f  national 
poduc t s ,  On the  other hand, the development of  a l l  forms o f  
internationalization of  economic activity,  including  produc%ion, 
has  led t o  the  creation o f  pat terns  of consumption which are 
undeniably more  homogeneous. 

23. It is doubtless  not  possible t o  conclude t h a t  
exchange rakes now perfectly  reflect   the  purchasing power 
r a t io s  of national  products,  Certain  important  sectors of 
national economies - such as  construction and agriculture - 
are  s t i l l  largely by-passed by international  trade o r  are  
heavily  protected, The fact   that   the   internat ional   nonetary 
system has been i n  a state of flux f o r  s o  long, means t h a t  
the  notion o f  a general  balance  can no longer be entertained-. 
There i s  no such thing as a general  tendency o f  the  nonetary 
system  towards  :'balanced p r i o r i t i e s " ,  Likewise, as  already 
s ta ted,  exchange r a t e s  undoubtedly  bring a special  bias in to  
any internat ional  compariaon. The comparative levels  of 
development o f  two national  production  systems  can  be  extrenely 
close and yet one may have a sharp competitive edge over  the 
n-kher i n  whgt i s  2 n a r t i c n l a r l v  sensitive  area. namelv,, foi-eian 
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24. On the  other  hand, t h e   r e l i a b i l i t y  of  exchange rates 
i s  undoubtedly greater  than it was or iginal ly ,  What i s  not by 
any means cle?.rt however, i s  whether  they  give a poorer  picture 
of real  purchasmg power ratios than  the results of calculations 
based on l e s s  %aturaltr product   select ion  cr i ter ia ,  

Fconomic si&ficance of comerc ia l  exchange rate? 

underlying  t rend  tolmrds  the  i~ter~~at ional izat ion O@ economic 
ac t iv i ty ,   par t icu lar ly   a f te r  tile spectacular growth i n  East/t!Test 
t rade which is  being  constantly  liberalized. It is  t h i s  which 
has no doubt prolnpted attempts by the  authorit ies.  of those 
coun t r i e s   t o   s lo t   t he i r  econornies more effect ively  into  the 
internat ional  economy by means o f  corniercial  conversion  rates, 
The principle  behind  these  conversion rates and the  slethod by 
which they are established  consequently  give  thea a genuine. 
econonic  significance. 

26. The r e a l i s t i c  asproach which prevailed when these 
rates were fixed is  apparent even i n  sorile of  their  shortcoufngs, 
For exalple,  the  Eastern  countries ciid not follow the  advice 
of  those  experts who, i n   t h e   i n t e r e s t s  of  strict orthodoxy, 
proposed t h a t  they should- immediately be determined the  cznom 
of marginal  analysis,  the  probable reason being a desire t o  
begin by ge t t ing  some idea of the  average external  purchasing 
power l e v e l  o f  exported goods, The frequent  non-inclusion i n  
the  calculat ion OZ imports - the switch from the   external   to  
in te rna l   p r ices  o f  which i s  often a poor guide - re f lec ts   the  
sw.e desire  t o  be r ea l i s t i c .  The l a t t e r  is found again i n  the  
pract ice  which cons is t s   in   d i f fe ren t ia t ing  between conversion 
rates  according t o  geographical  areas t o  take  account of the 
greater  competit iveness  required  in  relations  with  convertible 
currency  countries. 

25, The Zas-tern countries have not been by-passed by -Sie 

27, Looking ahead, there is every reason t o  hope t h a t ‘  
this type of  m t i o  w i l l  be refined and put  into  general  use, 
given  the  prospects f o r  the  ever  increasing  incorporation of 
the  Eastern‘countries  into  the  international  trading system. 
Furthemore,  the  use of  this type o f  ra t io  f o r  the purposes 
of intelr?aLional comparisons will no doubt be f a c i l i t a t e d  by 
the  consolidEtion of other  tendencies  in  the  general  developnent 
of the  Eastern  countries,  naaely: 

I a tendency  towards  the a1igmnen-t o f  t he   r e l a t ive  
national  price systems o f  the COMECON countries, an 
important  prerequisite f o r  genuine t r ans fe rab i l i t y  
( in   o ther  words, convertibil i ty  within  the  area) ; 

adoption o f  the f t M ~ ~ ~ ~ v ~  yardstickt1  for  the  calaulation 
- 2 b e t t e r  adjustment t o  world prices,  following  the 
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.- the  aligmen-t, now underway, o f  national accoun"cil?-g 
systems which would reduce  the  ucer-kainties  surrounding 
the  evaluation OP the  product o f  sectors which do n o t  
currently come within  the  Eastern  definition OP 
ilna-bional income ri , 

a n g e s   i n -   t h ~ e  m ? t i o n s .  of  access-.Lo  conversion  rate. d g 3  

28. As iinportant as these  theoretical  argunen-h, and 
perhaps even r ~ o r e  so ,  is 'Che future   possibi l i ty  of access t o  
data from the  Eastern  countries 'which will direct ly   provide  the.  
cornercial  conversion  rates o f  internal .currencies   into 
"transferable  koubles". Some years ago, t he  correct  calculation 
of these  rates,  o n  the   basis  of  inter-industry exchange tables  
could be conpared, i n   t e r n s  of effort   required,  t o  the  application 
of a %ea.v?-y methodiP, This being so ,  these methods enjoyed 
the  re la t ive  theoret ical  ad.vantage which is gene rd ly  deened 
t o  be theirs ,   Publ icat ion in the  East o f  these  ra tes  now puts 
a different  conplexion on the problem. The d i r ec t   ava i l ab i l i t y  
of 'Fready-for-usefi  avera e r a t e s  is not  without i t s  drawbacks 
inasmuch as certain anci B lary benefits derived from research 
based on TE1  sill now be l o s t .  There is' no denying however 
tha t  docwaen:ation  and research  costs will- be prac t ica l ly  
eliminated.  Consequently  the problem o f  the ncomparison O% 
coznpa.risonsci will more o r  l e s s  boil down t o  the  question OP 
whether the   re la t ive ly   g rea te r   re l iab i l i ty  which may be obtained 
by using heavy inethod-s w i l l  offset   the  absolute  costs of 
es tab l i sh ing   th i s  method and applying il; over a prolonged 
period of time. 

__  .. . . 

2. &d.catioG -of conversion ra$es-: 1273 resul& 

29. Table B o f  Annex III provides  details of the meehod 
of evaluating  the @NP o f  the  COLNECON countries on the  basis 0% 
commercial conversion  rates. .The first s t e p  is  to .calculate; .  . - 

in  internal  currency,  the  value o f  the  mtional  accounts 
aggregates which me  not  included  in  the  d.efinit ion o f  the net 
material  product  ( 'kational  incone")  but which must be included 
i n   t h e  gross domestic  product:  depreciation and added value 
i n  the non-productive area. The gross domestic product  having 
thus been calculated,   the   resul ts  were converted into  t ransferable  
roubles on the  basis o f  information f o r  1973 contained. i n  tll? 
East European publication, Lastly, the dollar value o f  the CDP 
was obtzir,ed by applying  the  official  exchange m t e  f o r  the 
transferable rouble - which is the  same as the currency  rouble - 
a.nd the  dol lar  as ind ica t ed   i n   t he  United  Nations  yearbooks, 
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30. There a.re two problems o f  method which c a l l  for 
comment, N'hile to ta l   deprec ia t ion  is ,  i n  most cases,  given 
in   cur ren t   p r ices ,  added value i n   t h e  non-productive  area is 
notoriously  harder t o  pinpoint(?).  Hungary is the  only  Eastern 
country t o  include  data   in  its yezrbooks on the   ne t   na te r ia l  
product.on the,one hand and on the g ross  domestic  product on 
the  other  hand. The proportion of  the  product o f  other  countries 
represented by this sphere has been extrapolated on the  basis  
of the  present  relationship i n  Eungary between added value and 
employment i n  the  non-productive sector,  The figures  obtained 
i n  t h i s  way are  obviously  not Eoolproof but   the  method i s  a t  
leas t   log ica l .  

can have more significant  repercussions on t'ne qual i ty  of  the 
estimates, Use hsls been made of an internal  currency/dollar 
rate  derived from a comparison be-kveen the  donestic  currency 
value and the  foreign  currency  value o f  exports earmarked 
primarily f o r  the CONECON countriesE Kowever, p r ice   l eve ls  
i n  tha t  comerc iz l  area, and. access t o  tha t   a rea ,  are governed 
by e. certain  nw-ber of s p e c i f i c  rules  which obviously have a 
bearing on the final  doc~estic  currency/dollnr  ratio.  In 
actual  fact  each  country works out  conversion  rates by zone, 
depending on the  destination ( m d  consequently the structure) 
of  the  exports. Thus, in   addi t ion t o  a CONdCON zone rate ,   there  
a re   r a t e s  f o r  the  West and for the  developing  countries. IR 
t h e   i n t e r e s t s  of consistency,  therefore, the natural   incl inat ion 
would be t o  apply t o  GDP expressed in  national  currency a 
weighted r a t e  which takes  account o f  each  country's  geographical 
pa t te rn  of  trade,  The decision  finally  taken  only t o  use the 
intra-COPECON t rade   ra te  was prompted by two considerations, 

31, The choice o f  a conversion r a t e  on the  other hand 

- In   the first place, the three ra tes  referred t o  above 
are  not available f o r  211 the  countries.  This  applies 
i n   p a r t i c u l a r  t o  sa tes   in   respec t  of trzde  with the  
developing  countries, 10 take only the Eas"c-West 
conversion r a t s  into accom-L would be tantamount -Lo 
an excessive " p e n a l i z a t i o n ~ r  o f  the  CONECOX countries 
t o  the  extent that the  high  cost  in  domestic  prices 
of  exports t o  t he  Vest are largely due t o  narketing 
problems which ?..re not  indicative of the  leveZ of 
developnent in the  East, 

rl 

On the o m n n i n  the. non- a 

productive  sector is readily  available.  
- I i  
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Q In the second place,  the  present  trend.  in world 
narket  prices on the one hand and i n   t h e   S o c i a l i s t  
zone on the oi;her hand has smoothed out  the  differences 
i n  conversion r a t e s   r e l a t ive  t o  each zone. h. Tairly 
good example o f  this development is  provided by 

was 653; i n  favour o f  the d o l l a r  i n  1968 as  compared 
with 20$ a t  the  present  time. 

._ Eungary where the difference between the - ~ J O  r a t e s  

Foroparison o f  copai7isons 

32 .  Table C of  l m e x  III which contains  data  for  the two 
iPinstft~r"cionaZi~  econonic  groupings,  viz,  the Xine on the one 
hand and the CDTJDCON cn the  other ,  makes it possible -to coinpare 
the r e su l t s  obtained by the  three methods described  in t h i s  
paper.  Fairly sharp d-iTferences w i l l  be found both  as regards 
re la t ive   l eve ls  of developnent in   East  ancl Vest and as regards 
re lat ive  levels   within the  C@YE2CON i t s e l f .  

R e l a t i v e   E a s t - J ? ~ l e v e l .  

33. The three   se r ies  of estirnates converge oy? a t   l e a s t  
one point,  nanely, t ha t   t he   l eve l  of  development Crn6 the s'crength 
" 02 the  Eastern  countries i s  substant ia l ly  lower tliaiz i n  the 
west. .?si1ong'"r;he viestern  European countries,   only  I taly ancl 
Ireland (and, according t o   t h e  VorLd B a n k ,  the United Kingdorr.) 
are  a% a leve l  of development coiilparable with the nore advanced 
CONECON countries. 

.." 

%-, There a r e ,  nonetheless, marked differences be-breel? 
t h e   e s t h a t e s .  It will be found, by and large,   that   the  
results  obtained b y  the  agplication of  -the conversion r a t e s  
bring  out sharlper d i f fe rences   in   l eve ls  of development than 
r e su l t s  produced by the  other two methods. Thus, t h e   t o t a l  
GDP o f  the COl43COT\T i n   r e l a t i o n  to the  GDP . o f  the  European -Mine, 
s t a r t i ng  from a base 02 900, I s  79 by the Gilbert-Krravis meiAod, 
72 by the  Viited  Nations method  and 60 by the  conversion rates  
uethod, On a per  capita  basis,   the  f igures  are 57, 52 and 43 
respectively. These figures  provide  confirmation of the 
"discriminatory"  nature o f  "the exchange r a t e  as an instrument 
of  conparison nnd o f  the  îteq,ualizingfi  effect of the heavy 
methods, It c a n  perhaps  be added here "chat the  equalizing 
e f fec t  o f  Yne different  heavy methods varies  according %O the 
country. The real  indicator  uethod i s  nore sensi t ive in 'che 
case of the  snaller  Eastern and Central European countries 
while  the  Gilbert-Rravis mefkod i s  more sens i t ive   in   the   case  
of tke USSR. 
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3 5 .  In  addition,  the  difference between estima-Les a l s o  
differs  according t o  the  countries. It i s  prac t ica l ly  n i l  i n  
the  case o f  Bulgaria where the  GEPI estimaLe is  IYO lower  than 
the World Bank' and 296 higher  than  the JEC estimates. Ln -t;he 
case  of Poland, on the  other hand, the  differences are sizeable 
with the Vorlcl Sank producing a per capi ta  GDP which i s  6690 
higher and the  JEC estimate 28% lower than the  GEPI estirnate(1) . 
Re1ati .e intra-COMECON leve-1s 

3 6 .  Some general   resul ts  are again comon to   t he   t h ree  ' 

methods, The GDR and Czechoslovakh, a t  t h e  top  of the  table,  
vie,  as could be expected, f o r  first place  (although  the J-EC 
s l o t s  -the USSR between these two countries),  Likewise, Rurilania. 
i s  given "ce place  t radi t ional ly   ass igned  to  it by common sense, 
off ic ia l   s ta tements  and the  majority o f  analyt ical   s tudies .  

37, There is no denying, however, t h a t  the  differences . 
between the estimates outnumber -the. points on which they tally, 
both a s   r e p r d s   r e l a t i v e '   l e v e l s  and, nore simgly, as regards 
placings. It will, thus, be noted- -khat the  Vorld. Bank es-kima-ke 
o f  the ga-i, between the riches-i; and the poorest   cowtry i s  
greater than the GEP3 e s t imte   desp i t e  the  f a c t  f;hc?t, as note6  
previously,  the  Latter  accentuates  differences  in developrdent 
levels(2)  It wi11 also be seen t h a t  Bulgaria ranks fou.rtk i n  
one case (GEPI) and s ix th  F n  another (Yorlci Bank, JEC), the  p e r  
capita GDP being  respectively 8875, '78:; and 65:; of  the  average Tor 
the   a reau  It i s  Poland, however, which is -tie principal  victirn 
o f  methodological  hazards, e i the r  last  (with 71 in 

(with 102) according t o  -the !::orld Bank and f i f t h  ( w i t h  68)  
according t o  %he JEC. 

r e l a t ion  t o  a zcne average  according t o  the GEPI, fourth 

domestic  product as a whole, it could be claimed- t h a t  'che 
Fiorld Bar& estimates  are  the  closest   to the  conclusions or" 
t h a t  S-tudy. I t  is, however, t rue   t ha t   t he  Prance-Poland 
comparison i s  based  nainly on consuaptiion in   t he  two 
capi ta ls .  It i s  also  t rue that, i n  the opinion OP ccr'ce.in 
Pol ish  special is ts ,  %he 1973 convnercial rate, worked ou t  
j o i n t l y  f o r  the  Eirst time, was underestinated, The same 
remark can also apply t o  Hungary. 

therefore ,   in  t h e  case o f  groups o f  countries which are 
far f r o n  each other   ra ther  thal?- in   the  case o f  a group of 
countries with conpmable  levels. 

( 2 )  The ifequalizingit  effec-t or" heavy zethods i s  most f e l t ,  
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Source : 
_T_ .̂1__1_ 

foi9 Yest Zuronean countries has been  obkained b y .  
qp2 ica t ion  o f  th; 1963 o f f i c i a l  exchange rate .  

ihe estLm-iied GIP  of the  East European countries has 
been obtainccl by the  updating of a comparison'for 
1955 between Ynose co in t r ies ,  on the ol?e hand-, and 
"ce :?ederal Republic 02 Germany 011 the other hand, 
using 2 tFd.irect CoLIparlsoi? of quant i t ies  and prices" ,  
The ClJP growth rn tes  f o r  1955/'l964 have been  calculc.ted 
by 14;. E r n s t ,  The iiupclatedtî relative l eve ls  have been 
converted into dol lnrs  on the basis  GÎ Federal- 
Republic GNP i n  d o l l a r  tem1s. 
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ANNEX I t o  -2- 

A bis. Il64  Per  Capita GNP L i n  1963 $1 
(The f f g w e s  between brackets  indicate  levels  relative t o .  
Czechoslovakia = IOO. ) 

Frsnce 2,010 (137) 8. I t a l y  1,140 (76) 

Federal  Republic l ,980 (135) 9 e Hungary l ,020 ( 6 9 )  

Belgim 1,890 (129) IO, Poland 890 (60 )  

Netherlaids 1,710 (116) 11, Bulgaria 690 (47) 

CzechoslovdKia 1,470 (100) 12, Greece 690 (4-7) 

- GDR l ,400 ( 95) 13 , Runania 680 (4.6) 

Austriz 1,290 ( 88) 

Source: YIurice Emst FIPostwar Economic Growth in   Eastern 

of Germmy 

Europeff o. , g" c i t .  

Y 
Notes : 

Estinated per capita GLT in the Western' countries, 
znd ipso  facto,  in  the  Federal  Republic, the keystone 
o f  the Ecst/lfsst coxparison, has been  obtained by 
updating the  resul ts  f o r  1955 given by M, Gilbert  
anc? I, Kravis.  Calculstion o f  the  1963 d o l l a r  vzlue 
hes been bcsed on the United States GNP izp1ici.t 
dex3a%orr Greece and Austric?., which were not included 
i n  -khe b a s h  study, have been treated  separately:  
M, Ernst has assuTe2 tha t  the gap bet-ween GlTP ohtainedl 
by %he direct  coqmrison of q u a t i t i e s  and. prices,  
on the o m  hand, and the  application o f  the exchange 
r e t e ,  on the o t h e r  hand, WIS -the sane 2s in the 
Fedel-al ReDrr-blic ( in   the  case of Austria) and i n  
I t a l y   ( i n  h e  c m e  of  Greece). , 

As regards the E a s t  European countries,   estinated 
GNP was ~ 3 . ~ 9  obtained by the comparison  described- 
i n  Note 2 t o  Table R. The u.pd~..ted relat ive  values  
were clso converted  into dollars on the  basis o f  
the éstimates  obtained f o r  "Che FederEl Republic, 
Thus, i n  re la t ion  t o  Table A, it is only  absoluLe 
per capita  value of GLP in  the  Federal  Republic 
which has been modified,  leading t a  8 p.?."-rallel 
nodi2ication of the  absolute  values f o r  the 
Eastem  countries c 
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5. 
6 ,  

7. 

Source z Th~.d .  A1.ton siEcononic Developnents i n  countries 
of Eastern Europe" & J .9 ,C.  FiEconoz5c Structure 
?.m?- Growth i n  Eastern EuropeiE Vashington, 
1970, pege 49. 

Notss : 
(1) The me-tllod f o r  the East &ro?ec?n countries is the 

s .me  as the one described i n  t h e  note ?;c Tcble P-, 
GNP g:rowth r a t e s  zppliec'i %O t h e  results o f  the 1955 
corxprrison I l m e ,  however, been recalculated. 

(2)  Western covntry GNP i n   doll^.^ kerns obtained by 

. ad-dect .here t o  pernit  cosparison with Tsble 8. q p l i c a t i o n  of the 1967 exchenge r z t e  has been 
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C, 

1. 

2,  

3. 

50 

6 ,  

7 ,  

p 7 2  erxCapita GNT J (in 1922 $1 
(Czechoslovdcia = 100) 

Fecleral  Republic 4,245 (173) 8, I"c1y 2,159 (88) 
of Geraany 

France 3,823 (156) 9. m 1,620 (66)  

Belgiur-.1 3,664 (14-9)- 10. Poland 1,430 ( 5 8 )  

Netherlands 3,442 (140) 11, _Bulaaria 1,410 (58) 

Austrie 2 , 740 (112) 12, Ruwni? 1,380 ( 5 6 )  

Czechoslovdr.i?- 2,450 (100) 13. Greece 1,377 ( 5 6 )  

GDR 

:Source : Thac! Alton vlEconoaic grovrkh ml]? rescarce 
PCiLIu 2,210 ( 90)  

d l o c a t i o n  i n  Eastern m o p e i i  ir J ,E,C,  
iiReorientation and comnercial re lc t ions of the 
econonies. of Eastern ZuropeIg. Ycshington, 1974. 

Notes: cf, No-kes L and 2 .to Table B, 
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-5- NWEX I t o  

c 
I 
I 

"". 
L969 1970 
"."_ i 
1,4851 1,568 

t 

! 2,100 j Mod-. 
i 

L974 . _ _  _-__ 
?, 117 

3 9 783 

%d. 

nod, 

nod,  

nod. 

nod. 

nod. 

n,d. 

" 

1975 

2,2 3: 

3,975 

nod. 

""̂ ... 

n.d. 

nid . 
n. d. 

nod. 

: k r o d n o e  Khozjajstvo SSSR v 1965. , . 1975. 

The Central   Stat is t ical   Off ice  h s  only  given  the 
following  indication 2.s regmds method: "in 
accordance with the methodology used in   Soviet  
s - k t i s t i c s ,  i. e. without double wxounting o f  income 
f r o n  Yne non-productive sec-i;or[l and '!in accordance 
with -the pr ice  r a t i o .  fi 

This table has been p r e p r e d  for  the  record  only. 
'The i r q l i c i t  growth mtes   ind ica ted  (amnual o r  
pluri-amual) frequera-tly seen; vnl ikcly.  The tab le  ' 

tloes, however illustra-Le the  exten-i; t o  which the 
Soviet Union's econorily i s  Lagging behind,  particularly 
by coxparison with the USA, 
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7 r2. 

1. 

2. 

3. 

l:- . 
5. 

6. 

7. 

Federd.  Republic 2 154 
o f  Gernany 

France 1,953 

U>%€R 1 9  283 

I t a l y  1,187 

Japan 1,040 

Source:  Stanley H. Cohn iiSovie-t growth retardation: 
trends  in  resource  avcilabil iky and efficiencyf1 
i n  J,E,C. “New direct ions i n  the  Soviet economy‘9. 
Kshington, 1956 paye 1-08, 

Notes : 

(1) Estj,nr.-ted GNP f o r  the $!esteml coun-tries is derived 
from the  “conversion  ratesrt f i xed  by M, Gilbert  
ax? I. 1%-avis f o r  1955 with cllowance f o r  the  
r e k t i v e  trend of  p r i c e s   i n  those countries and 
i n  -Lhe USA between 1955 znd 1964. 

- 
” 

( 2 )  . The es t i rwte  f o r  the USSR hzs been obt2.j-ned by 
upcla-i;ing the information  given by Morris Bornstein 
(J.E.C, 1960, page 385) ,  th i s  exercise  hzving 
been based extensively on a cor.:parison o f  United 
Sixtes  and! Sovie t   re ta i l  prices f o r  19500 D
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Source: X . V .  Campbell, M.M. Ec.rlep H,S. Levine, F . 'y . # .  mesch p iTlethodological problem comparing 
the US pad USSX econonfesCÎ i n  J,E,C, ffSoviet 
Zcononic Prospects for the Sventies'!.  
Xpshington, 1973 p page 124. 

"* Mote : It urovld seem, a.lthough confirmation has not 
been obtained, that al l ,  these estimates have 
been derived from nethods based on the d i rec t  
corqzrison of quant i t ies  and pr ices  . 
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A, 

1. 

2. 

3 .  

4. 

5. 

6. 

7. 

15 . Rumania 

_1.- Note: The Tollowing rea l   ind ica tors  have been taken in to  
accoun-k (Per cajQita unless otherwise s ta ted) :  

l. 
2. 
3. 
4. 
5. 
6. 
70 
E. 
9. 
10. 
11. 
12. 
15 . 
14 . 
15. 
16 

2.7. 
16 . 
19 . 

Stee l  consumption [Kg) 
Cement 11 Kg 1 
Apparent sulphuric  acid cons 
Non-ferrous mets]. consumptio 
Energy II 

Tower tE 
Plas t ics  tl 

Text i le   f ib res  91 

.himal protein I I  
Grain r t  
Sugar 91 

Mi Ili: y i e Id 
\{orking agr icu l tura l  popula 
Kmber of  t e lev is ion   se t s   (per  1000 i a k b i t a n t s )  
Paper  consumption ( ~ g )  
Nuber  of  l e t t e r s   s e n t  by i n l a d  pos t  
(per LOO0 inhabi tants)  
l b ~ ~ b e r  of  telephone  sets  (per 1000 inhabitants) 
Proportion of  students (per 1000 inhâbitants 
between  -&te ages of 20 and 24) 
Nunaber of persons  per room 
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km:  II t o  -2- 

20. Enfant mortality (nv.;ilber of deaths between 
6 and 11 months p e r  1000 live b i r th s )  

21. Number of private1y"owned cars (per 1000 
inhabi tants  ) 
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B. 

1. 

2. 

3. 

4 ,  

5. 

6 .  

? *  

zs! 

USA 

FRG 

Belgium 

France 552 ( 6 2 )  

Notee: ( a )  The av.thor has n o t  provided estimates f o r  the USSR. - 
(b Physical consumption indica-tors  used: 

i w ~ z l  grain consumption (Mg per  inhabitant)  
Daily animal protein consumption (g/inhabitant) 
kmual. sugar consuap-Lion (Kg/inhabitant) 
Corfibinecl z~-~w.al coffee, COCOÛ m d  t e a  
consumption (Kg/in_habi ta t )  
Annual cotton m d  v1001 consumption 
(Rg/intmbitan-ii 1 

Nuriber O: persons per room 
I%.mber of housing w i t s  with acre "chan 3 rooms 
as a percentage 02 the  t o t a l  
ikmber o f  housing units with a bathroom as a 
percentage of  t he  total 
i imual power consurqtion pe r  household (Ktv/h) 
îJwber o f  privately--owned cars (per 1000 
inhabi tants)  
bTxaber of  telephone s e t s  (pe r  1000 inhabi tants)  
:\:umber OP r ad io  and te ievis ion sets (per 1000 
inhabi tants)  
2umber or" beds i n  medical  institutions 
(per 1000 inhabi tants)  
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15. 
LG . 
27. 
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c. 

1. 

2. 

3. 
4. 

5. 

6,  

76 

USA 6,200 (216) ô. C-01- 2,870 (100) 

France 

GDR 
="%e=a 
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(Czechoslovakia = 100) 

Czechoslov&cia 

m: (a)  The comparison r e l a t e s  to each year talrensepamtelq 

(b) The following rea l  ineicators have  been taken  into 
account  (per  capita, unless ot:lemise stated): 

Cernent consukption (:Cg) 
Steel production (Q) 
Sulphuric acid production (Kg) 
Newsprint consum~tion (Kg) 
Chemical f e r t i l i z e r  consumption per hect, of 
arable land  
Number of t r ac to r s   i n   u se  
bTwber of  telephone subscribers 
IJmber os" radio sets i n  use 
Number of  te levis ion sets in use 
h n b e r  o f  housing units er 1000 inkabftarrts 
Infant mortality rate (:K. 
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GDR 105 S60 

Czechoslovakia LOO 720 
USSR 73- 600 
Hungary 63 /- F-! O 
Poland 60 535 
Bulgaria 51 440 
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Czechoslovakia 
= LOO 

124 

100 

88 

59 

. 

Tnternat loml coaparfsom., G,E,P,L, Note 3.972, 

- Note: The method, based on the application of i fsector ia l  coefficients f o r  the conversion of  exports and 
fmDortsPD. is explained in Y3ssai dtinventaire 
éc^onomique d-es-pays de l t E s t P '  Travaux et; Recherches, 
La Documentation Française, Par- 
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...S 
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Colunan 2 :  Yembook o f  na t iona l  accorm-ks statist ics 1974 

CuTren-t Pi-ices except a s  regards d-epreciation i n   t h e  GDR which 
'in -the national yembook and ?.S regards Rumania 
f o r  which no i n f o r m t i o n  i s  avail,?ble. It has been  estimated 
t h a t  deplqeciF-tion as a prolmrtion O@ -the Net Mzterial  Prcduct 
o f  the lat-ker country is about 136. 

" 

F: It wr?s f e l t  tha t   the   rek-Xonship  between the ra t ios  
..or 

and 

8,vaila.bl.e Tor I-Iungary could be used- t o  cletermine the n l u e  
of non-productive  services i n  -the other  countries. T h i s  i s  .. 
I &e s a w  $.S s a y i ~ g  -that relr . . t ive  prices in the  two spheres 
are the  sane i n  2.11 the  countries, Prod-uction i n   t h e  non- 
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B bis. 

A Table B of A x ~ ~ e x  III. 

Mote: ___I T~le GhT o f  Western covntries is calculated by the  
United Nations on the  basis o f  'Che exchange ra te  
f o r  the year. 
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-5- J ! E X  III to 

"" 

3 

2,042 12,357 l 
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" ( m i l 1 i . c  " 
GEPI 

409 p 77'1 

37,243 
32 , 934- 

462 226 

96 160 

61 v 052 

13 , 531 

14 304 

l1 , 278 

26,413 

42 029 

25,733* 

2,907 

29,543 

43 656 

77,853 
m 

t 
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