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�Introduction



The problem of services and especially of Non-market services� (NMS) is an eternal one. The nature of services, their distinction from goods, their evaluation in National Accounts are all topics that have been intensively discussed through the ages.�



It is difficult (or even impossible) to elaborate the absolutely „true“ approach for NMS even for national time-series of NA in constant prices (intertemporal NMS comparisons). The establishing of satisfactory methods for international NMS comparisons (interspatial NMS comparisons) is over all the more complicated task. 



NMS have always been, and despite some recent methodological improvements remain, „comparison-resistant“ items.� One if not the main reason is a conceptual problem: No adequate solution has been found yet with regard to what to consider output of non-market services and, in effect, they are valued for both production and consumption as the sum of their costs (inputs). This assumption is generally accepted by all Groups of the ECP as the most practicable one.



The most crucial points of the NMS comparison differently treated in the different ECP Groups are the following:



	1) Price data approach versus quantity data approach



	2) Productivity adjustment (PA) for NMS-data (in both variants of the input 	approach: in monetary terms as well as in quantity terms).



The principal positions taken in Group I, II and III respectively have been described in the papers prepared during the last year:



Group I



„Treatment of Non-market services“ (OECD/NAD; Meeting on the Eurostat-OECD PPP Programme; 5-6.11.97)



„Salaries“ (Eurostat/B3; Meeting of the WG „PPPs“; 16-17.03.98)



Group II

„Comparison of Non-Market Services (Productivity Adjustment: finding the truth)“

(Multilateral ECP’96/II meeting on preliminary results and the treatment of problematic fields of the comparison; Vienna, 3 - 5 December 1997)



Group III



„A PPP Comparison for the NIS 1994, 1995 and 1996“ .OECD, STD/NA 134,1998 (Chapter 6, para. 6.3 „Non-market services“).



A short ctitical overview of the approaches used in different ECP Groups is given in the next paragraph.�								„S i n e   i r a   e t   s t u d io“

									(Tacitus)



I. Experience from the former ECP (ICP) rounds: critical overview



	I.1 First Phases of ICP



The Phases I (1970) and II (1973) of the UN ICP did not use any adjustments for the treatment of the Non-market services. The assumption of equal productivity across countries was assessed later as the serious disadvantage and source of possible error. Therefore, substantial efforts were made in the next years.� 



In effect, Productivity Adjustments (PA) were introduceded within Phase III (1975) for the NMS areas, for broad groups of countries. Different ways were used: an adjustment for the differences in the productivity of inputs (medical care), a simple adjustment for capital per worker (medical care and general government); an introduction of further dimension of output (no. of students in „Education“). Many of these methods were used also within the first round of the ECP (1980) for Group II countries. In general all adjustments were based on rough estimations and were very „mild“. For example, the decreasing coefficient (PA in the NMS) for Hungary for 1975 was 1.05 (USA =1) only.�



Beginning from the the second phase of the ECP (1985) a more sophisticated method was developed and used within Group II in the next rounds of the ECP (1990,1993): the assumption was made that differences in productivity prevailing in the non-market sector roughly equal the productivity in the market sector (more concretely, in the non-agricultural market sphere).



A short overview of approaches used in different ECP Groups and the evaluation of obtained results during the last ECP rounds are given below.





	I.2 ECP/Group I (OECD-Eurostat PPP Programme) 



Within Group I comparison the price data approach (compensations for selected occupations) is used exclusively. Despite the theoretical arguments for making productivity adjustments in this area, the lack of universally adopted methods, comparability problems and practical considerations have led to the adoption of the position that in this situation it is better to make no productivity adjustments at all. � 



This approach was selected at the beginning of European Economic Community comparisons for a relative homogeneous set of developed countries where these problems may be partly ignored.



However, both approaches in combination (exclusive use of price data and lack of PA) lead in some cases in the further rounds (a more heterogeneous set of countries) to unexpected effects and questionable results:



	1) The NMS results for some countries are not in line with general level of economic development;



	2) The NMS results for some countries are not stable enough over the different rounds of comparison.



Thus, some results� for Group I countries seem either surprisingly high or surprisingly low. For example, the volume index per capita from EU-1994 comparison for the aggregate „Collective consumption of government“ for Greece is 110.3% (EU15 = 100), for Spain: 111.2% (EU15 = 100), for Portugal: 129.0% (EU15 = 100), i.e. practically twice as high a the respective volume indices per capita for GDP. Table1 and Chart 1 contain further questionable results obtained within the EU-1995 comparison (bold letters).



Table 1.  Ranks and Volume indices p.c. for GDP and NMS-areas 

from EU-1995 comparison



�Gross Domestic Product�

Health�

Education�General Government���

Rank�VI p.c. (EU-15  

=100)�

Rank�VI p.c. (EU-15

=100)�

Rank�VI p.c. 

(EU-15

=100)�

Rank�VI p.c. (EU-15

=100)������������Luxembourg�1�169.0�10�90.7�7�133.5�11�103,9��Switzerland�2�133.8�4�107.7�13�103.0�16�84.1��Norway�3�122.3�7�97.3�6�134.7�4�118.3��Iceland�4�118.2�3�112.0�4�141.3�7�112.8��Denmark�5�116.1�12�86.8�1�178.6�15�84.6��Belgium�6�112.2�6�99.7�2�153.2�1�125.6��Germany�7�110.6�2�131.9�17�78.5�17�77.2��Austria�8�108.2�9�93.1�8�125.2�6�114.2��France�9�107.5�1�132.6�9�113.9�5�115.8��Netherlands�10�106.7�5�102.9�14�100.7�8�111.7��Italy�11�103.0�11�90.0�15�97.8�12�95.0��Sweden�12�100.8�15�65.2�11�109.2�2�122.4��Finland�13�95.9�13�80.1�5�135.0�13�91.8��Un. Kingdom�14�95.8�8�93.6�12�107.9�10�104.7��Ireland�15�92.9�14�73.1�10�109.4�18�70.8��Spain�16�76.7�17�50.3�18�74.1�9�109.5��Portugal�17�67.2�18�42.4�3�150.3�3�119.6��Greece�18�65.7�16�59.0�19�67.2�14�86.9��Poland�19�34.3�19�36.7�16�95.6�19�58.8��
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Even having in mind the possible divergence of NMS - and GDP levels, the figures from Table 1 show in some cases quite paradoxical results for the NMS which seem eithher unrealistically low or high, in relation to the general economic level (GDP p.c.). 



For example, one of the lowest levels for „General government“(GG) was obtained for Germany (17th rank) - only 77.2% of the average EU level - close to the level of Poland. Portugal (3rd rank) and  Spain had very high volume indices p.c. for this aggregate - practically 40 - 50 percent points higher than Germany. 





Surprising results can also be found in the field of „Education“. A very low level between all countries for „Education“ was obtained for Germany - only 78.5 % relative the average EU level - close to the level of Greece and Spain (countries with the lowest levels beween EU countries). Portugal, which has only the 17th rank according to the GDP per capita, has very high volume index for „Education“ - 150.3%, i.e over twice more than Germany. 



There were attempts to explain this phenomen with the hypothesis that Portugal has much more children at school age. Some comparative analysis was carried out for examination on the basis of quantity data about the number of pupils and students for 4 countries (Greece, Portugal, Austria, Germany). From the results obtained it was clear that volume indices p.c. are not consistent with the respective quantity data at all. For example, Greece and Portugal had very similar number of pupils and students per capita, but the volume index p.c. for Portugal was practically three times higher than that for Greece. 





The volume indices for non-market services are published at aggregate level („Education“ -total, „Collective services“-Total, etc.) only but not at the level of detail like „Compensation of employees“; „Intermediate consumption“, „Consumption of fixed capital“. The aggregate results hide partly the non-plausibility of detail results in many cases. Presumably the results for separate elements of input costs would look even more questionable. Since ICP unit has not the detailed results for Group I, therefore one example from the ECP’96/Group II is given below.

�ECP’96/II: Volume indices per capita (Austria = 100) for „General Government“ and its cost components



�General �of which���Government - 

Total�Compensation

of employees�Intermediate

Consumption�Consumption of fixed���w/o PA�with PA�w/o PA�with PA��capital���Russia� 90.3� 42.5� 98.7�29.2�54.0�171.3��Romania� 50.2� 21.9�103.0�24.5�24.1�   2.9��Belarus� 55.9� 21.4� 96.5�17.8�23.1�  99.1��Bulgaria� 46.4� 20.2�107.8�25.5�19.2�   9.7��Croatia� 92.2� 41.2� 83.0�21.2�98.5�   3.4��Slovenia� 85.9� 53.0� 80.4�37.9�92.2�  38.0��Ukraine� 42.6� 11.0� 84.6� 7.3�21.4�   4.5��Moldova� 21.4�   5.4� 59.9� 5.5� 5.8�   6.1��Estonia�100.7� 41.1�122.5�25.7�71.0� 81.8��Latvia� 74.1� 28.1�121.2�21.5�40.8� 57.0��Lithuania� 55.7� 21.9� 75.0�14.5�36.6� 44.9��Albania� 26.5� 12.5� 66.2�17.5� 8.0�   2.9��Macedonia� 34.5� 13.4� 52.0�10.1�23.7�   1.0��Austria�100.0�100.0�100.0�100.0�100.0�100.0��

This example demonstrates clearly that the volume indices p.c. without PA (AUT = 100) for „Compensation“ are problematic for many countries. They are, as a rule, much higher than the respective figures for „Intermediate consumption“ and „Consumption of fixed capital“. Additionally the results for „Compensation“ without PA are not consistent with the general economic level (GDP p.c.). Probably the NMS results for Czech Rep., Hungary, Slovak R., Slovenia and Russian Federation within the 1996 Group I comparison show the same disadvantages.



The results for NMS areas are in some particularly cases instable in different rounds of the EU comparison. Annex 1 contains the time-series of results (VI p.c. and PPPs) of EU-comparisons 1990-1995 for GDP and NMS-areas. For example, the volume index p.c. for France for the aggregate „Medical and health care“ was 163.9%(EU = 100) in 1993, but one year later (in 1994) - only 131.0%  (EU = 100). Vice versa, the volume index p.c. for Germany  was 110.9,5% (EU = 100) in 1993, but only one year later (in 1994): 154.0% (EU=100), and 131.9% (EU=100) in 1995�. Another example can be found for „Education“: the volume index per capita for Germany was 82.6% for 1993 (EU=100); in 1994: 61,7% (EU=100) and in 1995: 78.5% (EU=100). Such changes are difficult to explain and may seriously decrease the general credibility of ECP.



It seems that a true conclusion from the facts mentioned above has already been given in a paper prepared by the OECD staff for the meeting of the Working Group „Price Statistics �: 



	„... despite the inconclusive findings of the Krug-Rehm study, there is a feeling that greater use should be made of physical indicators to obtain volume measures directly. The objective would not necessarily be to replace the present approach, but to provide an alternative set of volume ratios for the purpose of cross-cheking“.



Productivity Adjustments were never used in the official Group I comparisons. Nevertheless some experimental efforts to introduce PA within the OECD comparison were also made (also partly based on the experience of Group II). The OECD (National Accounts Department = NAD) carried out several experiments with the use of Productivity Adjustments in different ways. The review of these efforts was given in a special report .�



The results showed that PA introduced in Group I comparisons has a substantial impact on the results of less developed countries. As an example, the introduction of PA in the calculations for countries like Greece or Portugal, i.e with a medium level of development, would result in the reduction of the volume index for GDP per capita by approximately 5-8 per cent points, even for Australia the volume would be reduced by 8.5 per cent points, for Japan by 4.8 per cent points (all countries in comparison to the USA). This means that the relative influence of PA on the global results are aproximately the same in both Group I and Group II.



In general, the results of experiments were regarded as inconclusive.� There were several reason for this: first of all, weak comparability of data about employment. But it seems that the procedures applied were not allways fully correct also. There are some doubts concerning some features of the approaches used and the results obtained.



The OECD paper for the 1994 PPP meeting indicated on page 3: „The possibility of using just non-market services was considered. However, faced with limited availability of data and their lacj of comparability, it was decided to use „Total services“. In principle, this simplification can be accepted. But there are some doubts concerning the next step of this procedure (see p.15): „PPPs for „Total services“ were obtained using the EKS method to aggregate all basic headings covering market and non-market services“. This means, the EKS-PPPs were calculated on the basis of the „correct“ PPPs for market services as well as „defective“ (unadjusted) PPPs for non-market services. 



It seems that such combination is not appropriate for obtaining a „correct“ PPPs for recalculation of „Total services“ into a common currency. This also applies to the 3rd 

calculation „Direct measure of labour productivity“, where the value added data for different sectors have been converted to real values using the GDP PPPs combined from „correct“ and „defective“ PPPs. For example, the productivity index for Turkey is 0,81 (US=1), but for Japan - 0,79; for Norway - only 0,64. Probably, it was more logical to calculate for this purpose the reference PPPs on the basis of „correct“ PPPs for market services only. 



An interesting phenomenon was found during the analysis of the OECD paper in the Annex two, Table 2.2 (or, maybe, there is false understanding of this table): 



�Productivity index (USA=1)�Percentage change per capita volume indices (US=100)

(with PA  versus  without PA) ���Total services �GDP�Individual consumption�Collective consumption��Luxembourg�0,75�1,4�-14,3�-37,3��Belgium�0,93�0,7�-4,4�-9,0��Netherlands�0,82�0,6�-9,1�-26,0��United Kingdom�0,96�4,8�-6,8�-6,4��Austria�0,97�1,4�-2,1�-6,1��Spain�1,04�2,7�-1,9�8,2��France�1,05�3,8�-0,2�7,3��Italy�1,06�7,4�-2,9�11,3��Iceland�0,90�-6,0�1,7�-14,5��

For example, Luxembourg reached only 75% of the USA productivity level, consequently p.c. volume indices for individual consumption and collective consumption with PA are lower than without PA, but GDP with PA are surprisingly higher than without PA (percentage change is +1,4). The same situation is shown for Belgium, Netherlands, U.K.and Austria. Vice versa Spain, France and Italy have some higher productivity level than USA, but p.c. volume indes (USA=100) for individual consumption with PA are lower than without PA. Does mean this that the introduction of PA can have opposing impact on the results ? Is this an effect of multilaterality and non-additivity of EKS-results only or are there other reasons for this phenomenon ?



An analogous phenomenon was found also in the Annex I „Using productivity in market activity“ (Table 1.3): 



�Productivity index (USA=1)�Percentage change per capita volume indices (US=100)

(with PA  versus  without PA) ���Market sphere �GDP�Individual consumption�Collective consumption��Belgium�0.99�2.1�-2.8�1.4��Luxembourg�0.85�4.4�-11.1�-22.6��Denmark�0.93�-1.3�0.3�-9.5��Germany�0.95�1.5�-5.6�-6.5��Italy�0.98�5.7�-5.0�-1.9��Ireland�0.96�2.2�-5.2�-5.0��Netherlands�0.96�3.9�-5.1�-4.1��Austria�0.91�0.2�-3.7�-14.2��Switzerland�1.03�1.6�-0.4�5.7��Norway�0.90�-5.8�2.4�-14.0��

Therefore obtained results and some attempts to find a more appropriate solution for the considering of differences in labour productivity are rather an argument for further investigations and for search of sources of more comparable information.





	I.3 ECP/Group II



Within Group II the quantity approach with productivity adjustments was used in the past, as a rule. The price data approach was used mainly for cross-checking of the results. A detail analysis of methods used within Group II and their impact on the ECP’93/II results has been given recently in the paper prepared by the ICP unit.� Therefore, a short description of the procedures applied is given below only.



Two types of adjustments were employed within Group II:



	1)  The adjustment based on the General Relative Productivity Level (GRPL).



This method applied in the last three rounds of ECP (1985, 1990, 1993) for Group II-comparisons and has originally been developed in analogy to the traditional NA practice. The assumption that the differences of labour productivity in the NMS-sphere are equal to those of the non-agricultural market sphere� between countries was introduced. 



In accordance with this assumption the PPPs for Non-Market Services are adjusted on the basis of comparing labour productivity in the Non-Agricultural Market Sector. The information from the special Questionnaire was used: data about value added and persons employed in the market industries. It was necessary to solve two difficult tasks when using this approach: 



	-  to obtain a uniform comparable data set about the number of employees in 

	   the market sphere for all countries;



	-  to calculate the appropriate PPP for the conversion on national level of 

	   productivity.



For the first task, it was recommended to use the UN ISIC and standard methodological rules from SNA and related ILO documents.



The following concrete procedure for calculation the GRPL was applied:



	a) calculation of the average Fisher’s PPP for the market part of GDP [goods and market services, i.e. GDP without NMS: health, education (excl. 1740700), social welfare, collective consumption, NPI (nec)]. 



	b) Calculation of the national productivity levels in the non-agricultural market sphere (in national currency) as value added in the non-agricultural market sphere per employee in this sector (incl.self-employed);



	c) Calculation of the GRPL as ratio of national productivity levels (see point b) converted to the common currency by the average Fisher’s PPP calculated earlier (see point a).



The GRPL-adjustment has been employed within the 1993 Group II comparisons for medical services, welfare services and general government services (with the exeption of the bilateral comparison „Slovenia - Austria“, where in some cases more sophisticated methods were used because these countries could provide additional, more specific information, e.g. input of special medical equipment in health, etc. ).





	2)  The adjustment based on Specific Relative Productivity Level (SRPL)



SRPL has been developed because the GRPL-index has been criticised in former rounds of ECP to be not adequate for some areas of NMS. It is especially important for educational services where the contribution of equipment seems to be smaller than for other NMS. According to the former official methodology of ECP for Group II the productivity adjustment for the aggregate "Education" has to be solved by convention between participating countries. 



The productivity adjustments in „Education“ were calculated by a specific method based on the ratios „teachers/pupils(students)“. At schools (a "passive" type of education from a pupils point of view) the quality of education was considered inversely proportional to the number of pupils per teacher (the more pupils a teacher has, the lower his productivity level). For university education etc.(‘11740213) an "active" type of education (from a students point of view) is more characteristic: quality of education is largely defined by the time which a student spends to studies and, correspondingly, the productivity of university teachers (Un.T.) is directly proportional to number of students per teacher (i.e. situation is contrary to school education). 



Obviously all methods used within Group II are far from „ideal“ but they were never promoted as the „perfect“ tools by Austrian side. A detailed criticism on the Group II methods was given in the recent OECD/TED publication (see „A PPP comparison for the NIS“. OECD, 1998; pp. 50-51). Some features (disadvantages) of Group II methods were underlined and another features (some advantages) were omitted in this publication. Nevertheless the main conclusion was in favour of the Group II approach: „While the exact procedures used to make „productivity adjustments“ for the group II countries for 1993 may be questioned, it was felt that they did approximate an adjustment that made the comparison fairer than unadjusted data“. 



During the Group II meeting on the methodological issues (Vienna,10-14 June 1996) all delegates of the participating countries and international organizations agreed on the necessity of considering productivity adjustments. In principle, the methods used within the ECP’93/II were adopted for the ECP’96/II. Another main outcome of the discussion was that in ECP´96/II the input approach in quantity terms (as a rule: number of employees) is more desirable than the input price approach, as the available data sources give better quantity information rather than reliable price data. Generally, it is preferable to obtain both data sets (if possible) to check consistency.



Nevertheless, in the meanwhile the general situation changed considerably. The starting point was the political situation which is determined by the application for membership to the European Union by several transition countries in Europe. Six countries, which are presently under Austrian coordination (Bulgaria, Estonia, Latvia, Lithuania, Romania and Slovenia) are in a status of Candidate Countries (CC) to the EU. In this status they are obliged to bring their statistical system in line with the requirements of the EU and to deliver data in the same standards as EU-members. One part of these requirements concerns the participation in the „Eurostat PPP-Programme“, which is a part of the ECP.



A big dilemma in the NMS comparison arose due to the presence of Candidate Countries within the Group II: methodological unification versus methodological „truth“. The consequence of the favourable increase in homogeneity of the applied methodologies is a loss of flexibility in the consideration of group-specific circumstances. The Commission of EC insisted on strictly uniform results for EU-countries and CCs also for the current round of ECP. Obviously, the results without PA for CC from Group II (e.g. Slovenia) as well as from Group I (e.g. Czech R., Hungary) will be more comparable with the „outsiders“ from the EU (Greece, Portuga) and the OECD (Turkey) but simultaneously they will be less comparable with the „leading“ EU countries. 



The ICP Unit of the ÖSTAT is still in favour of considering productivity differences for Non-Market Services by a respective adjustment. But having in mind the EU necessities as well as the fact that the majority of transition countries is orientated towards the European Union, and willing to accept their methodology, the official ECP’96/II results were calculated according to the same methodology as applied by EUROSTAT, i.e. in the current status on the basis of the input price approach and without any productivity adjustment. In addition, the ICP unit calculated a second version of results within ECP’96/II including Productivity Adjustment (PA) for analytical purposes. 



The detailed description of NMS comparisons within the ECP’96/Group II and the results by different approaches (Group I method, old Group II method, Group III method) are given in the paper on point 4 of the VIECO’98 „Comparison of NMS (treatment within ECP’96/Group II)“.



The data about NMS results for the ECP’93/II and ECP’96/II are given in Annex 2 of this paper. 



The results 1993 and 1996 are not fully comparable with each other: the physical indicators (number of employees, etc.) were mainly used within the ECP’93/II, but the input price approach (compensations of selected occupations) was mainly used within the ECP’96/II. Nevertheless the figures from Annex 2 show that the NMS results for the countries with a relative stable economic situation and well functioning statistical system (e.g. Slovenia) are stable, too. 





	I.4 Group III experience 



Group III prefers to use the reference PPPs from the „Individual household consumption“ (other term - „Privat Final Consumption Expenditure“ = PFCE) for NMS comparisons. This reference PPPs is used for all elements of input costs (compensation of employees; intermediate consumption, consumption of fixed capital). The official reason of Group III selection is the weaknesses of the methods used in Group I and II.



The recent OECD/TED document with Group III results� gives detailed analysis of these approaches. This critical evaluation of approaches (used within Groups I and II) showed a tendency to decrease advantages of „traditional“ methods vis à vis the underlining of advantages of the Group III approach.



It seems that there is a necessity to fill this gap (absence of critical part) and to give more objective evaluation of the method used within Group III. The OECD/NAD paper� contains already a critical conclusion concerning the OECD/TED proposal.



The three major TED arguments (underlined) in favour of use of reference PPPs for NMS comparison are the following (see p.52 from the TED publication):



	1) PFCE is the biggest part of GDP.



This is a fact but in which connection can it justify the use of PFCE-PPP for such specific fields as NMS?



	In market economy the PPP for NMS is fairly close to that for PFCE.



This is more or less correct for some „Western“ countries but not as a rule. In any case this similarity cannot solve the problem for transition countries with less developed market segment of the economy.



	2) NMS’s share of GDP is about the same in nominal and real terms.



To obtain an equivalence of shares in nominal and real terms was never an aim of international comparisons. (Otherwise the use of exchange rates brings always the absolutely identical structures in nominal and real terms.



	3) The Group III method brings results very close to the results of Group I and Group II methods. 



This is an argument in favour of Group I and II methods rather, as being more sophisticated than the Group III method.





The detailed analysis of Group III method is given below.



The proposal to use reference PPPs for NMS comparison completely  instead of the direct application of Productivity Adjustments to NMS data is not a new idea. The thoughts of using the reference PPPs from market goods and services for NMS comparison have emerged practically at the beginning of the ICP. Recently a similar proposal made by Mr. G.Szilagyi (but for General Government only), as discussed during the fourth ECP’93/Group II workshop (Paris, January 1994).



The use of PPP of „Individual household consumption“ can be imagined as a recalculation of nominal values of „compensation of employees“ from monetary units into imaginary physical units „Standard baskets of market products“ as an equivalent of labour costs. Individual market consumption includes all headings from „Final consumption of population“ except NMS areas and rents.



The approach could also be applied to the NMS in an enlarged version: using the PPP for „Individual market consumption“ (PFCE) as reference PPP for the expenditures (total costs) on the NMS-areas. this version was adopted as official method for NMS comparison within the ECP/Group III (OECD/TED as main responsible Office). However this is not particularly innovative because „Intermediate consumption“ is deflated in other versions also by respective reference PPPs from „Individual Consumption“. This modification leads practically to the fixing of the shares of NMS areas in real Final Consumption of Population (domestic) = FCP as they were obtained in the nominal FCP (domestic).



The OECD/TED carried out experimental comparisons of NMS areas by means of reference PPPs for all three ECP Groups of countries (8 different scenarios) on the basis of ECP’93 data. The OECD/NAD carried out analoguous calculations for OECD countries on the basis of data from the OECD comparison for 1993.



The ICP unit has studied the results obtained by these exercises. The calculation on the basis of the ECP’93/II and the ECP’96/II data showed that NMS-PPPs (with PA) for „Compensation of employees“ were „milder“ (sometimes considerably) than PPPs for „Individual market consumption“ (domestic) practically for all countries and for all NMS-areas (see the papers on points 3 and 4 of the Agenda).



The use of reference PPPs for the NMS comparison can be a practicable ad hoc solution under certain circumstances. But this approach is far from the „ideal“ solution and all drawbacks attributed to other methods are valid for the method of reference PPPs, too:



	--  considerable impact on the results (sometimes more considerable than PA)



	--  the results are not always realistic



	-- too heavy reliance on the Western experience: reference PPPs imply the 	existence of a „correct“ price system �



	-- partly reliance on the subjective decisions by the compilers. The use of the 	PPPs for „Household Consumption Expenditure“ as reference PPPs is 	problematic even for the heading „Intermediate Consumption“ (IC) in the NMS 	due to different structures of expenditures (for example, it is clear that the 	share of „Alcoholic beverages“ in the IC of „Education“ is very different from 	the analoguous share in the „Household expenditure“)



	--  possibility produce of inconsistent results from year to year 



	-- are sensitivity of the results to the aggregate chosen to calculate the 	reference PPP (Total household expenditure or market services only, etc.).



Moreover, the proposed method is very sensitive to the reliability of expenditure data for NMS (this is especially related to the headings „Compensation of employees“).



The basic counting identity of the ECP approach is:



	Expenditure ratio = Price ratio (PPP) * Quantity ratio (Volume index).



It is clear from this formula: if the expenditure ratio is „false“ we cannot obtain the „true“ volume index even with „perfect“ direct or reference PPPs. If expenditure data of NMS between countries are non-comparable then even „very good“ reference PPPs from the market areas cannot produce the correct volume indices. However we can obtain the „true“ volume index using the quantity approach even if expenditure data should be „false“ (of course, the indirect PPPs will be„false“ in this case - but the volume comparison has a prioprity within the ECP).



A substantial underestimation of the income in kind in the NMS (which was granted very often in the FSU countries in order to compensate for the low official wage) as well as „hidden“ non-official income (gifts, etc.) can be occured for transition countries. Probably, non-comparability of expenditure data is the main reason for the obtained big differences in the preliminary results for the NMS areas within Group III:



	1) between 1995 and 1994 results in Group III (the changes in the price structures are much smaller in many cases);



	2) the differences between countries (volume p.c.) are very big (much more than the differences for the FCP or GDP).



Unfortunately, the last TED publication gives also the final results for „Health“, „Education“, etc. in two sections: „Market“ and „Non-market“ parts. These results are impossible to combine in a simple way without detailed data due to non-additivity of EKS and, in effect, it is impossible to estimate the plausibility of Group III results for NMS which can be given on the basis of actual total consumption only. It is possible to estimate the results for "Government Collective Consumption" only. 



Group III results for "Government Collective Consumption"



�Volume indices per capita����1994�1995�Ratio���Wh.reg.=100�RUS = 100�Wh.reg.=100�RUS = 100�1995/1994��ARM�7�4.5�17�12.1�2.69��AZR�28�17.9�24�17.0�0.95��GEO�11�7.1�17�12.1�1.71��KAZ�22�14.1�35�24.8�1.76��KYR�19�12.2�25�17.7�1.46��RUS�156�100.0�141�100.0�1.00��TAJ�28�17.9�4�2.8�0.16��TRM�10�6.4�22�15.6�2.43��UZB�20�12.8�39�27.7�2.16��TUR�64�41.0�87�61.7�1.50��

Thus it does not seem granted that the use of PPP of „Individual market consumption“ as reference PPP for NMS areas brought plausible results for all Group III countries on the contrary. It seems that the results for Group III obtained by this approach are very low for many countries and they are not always consistent between countries. For example, volume index for Armenia p.c. for „Education“ for 1994 was only 3% (RUS=100) but for TAJ 12% (four times higher as for ARM!).



One of the main arguments of the OECD/TED in favour for reference PPPs is that the PA introduced within the ECP’93/II was „not radical enough“�, especially in the area of education. The NMS results (volume indices per capita) obtained by reference PPPs are closer to the results for GDP, the Final Consumption of Population (FCP), etc.



The formal closeness between volume indices p.c. for the NMS and the „Final Consumption of Population“ cannot be regarded as a proof for „true“ results. For less developed countries the results for NMS fields are traditionally (from phase I of ICP) higher than their FCP results. Additionally, for some Group I countries the differences between the results for „Households“ and NMS by reference PPPs are higher than in the original calculation.



„Education“ is a very specific area with a substantial influence of compulsory education, etc. The relatively high level of „Education“ of the former „Eastern Bloc“ countries is commonly accepted to be a fact. Some international studies about the „educational output“ confirmed that there is no direct correlation between the general level of economic development and the level of education.



It seems that the use of reference „market“ PPPs is too „radical“ for NMS areas in many cases, for all three ECP Groups. For example, within Group I this approach considerably decreases the original NMS volume indices p.c. (USA=100) even for developed countries (for example, Japan: original result = 79% but by reference PPPs - 50% only, France: 99% - 71%, Finland: 79% - 47%). Therefore OECD/NAD rejected the idea about the using of reference PPPs for NMS comparison and is still in favour for traditional input price approach.�



Summarizing all these arguments given above the following conclusions can be made:



	( Reference PPPs can be used correctly if expenditure data for NMS are correct. The lack of comparability of expenditure data between countries (this is the case sometimes even for Group I countries and a typical case for most transition countries) is an important reason for unplausible results.



	( If expenditure data are incorrect then we cannot obtain „true“ volume indices and „true“ PPPs simultaneously. In the case of non-comparability of expenditure data the quantity approach will produce correct volume indices (which are the main output of ECP) and „false“ indirect PPPs (sometimes strange).



	( The use of reference market PPP can be justified from a practical point of view in the cases if reliable data about compensations or employment are not available (probably, this is the Group III case). But in any case such approach is nothing but a practical ad hoc solution.



	( Thus, the method of reference PPPs has no advantages versus the quantity approach with PA or the input price approach from a scientific point of view. If there are reliable data about compensations or employment then this information should be used. 



But we can distinguish a scientific point of view and a practical (partly psyhological) one. It may be easier for the responsible persons in the countries to accept some reference market PPPs for NMS than a reference market PA (which very often seems at the first look as fully subjective and too low) although reference market PPPs often result in „worse“ (lower) figures for NMS. The reasons are clear: 



	1) the reference market PPPs are obtained on the basis of collected national price data without additional „arbitrary“ elements



	2) the low volume indices per capita obtained by reference market PPPs seem to be an effect of low national salaries in NMS areas but not of low national productivity.





II. NMS comparison in the future:  possible solutions



The five main variants used in the past are following:



	1) Input price approach (compensation for selected occupations)



		a) with PA



		b) without PA  - Preferable approach of Group I



	2) Quantity approach (No. of employees)



		a) with PA  - Preferable approach of Group II



		b) without PA



	3) Reference market PPPs - Preferable approach of Group III



The recent period was characterized by negotiations and efforts within Europe to bring in the highest possible degree of homogeneity in the comparison methodology between all Groups. The obtained effect (use of the input price approach without PA within the Group II) was rather due to „bureaucratical“ reasons than to the acceptance of some intrinsic advantages of Group I method from a scientific point of view. The problem was eclipsed rather than solved. 



At present the theory and the practice of the NMS comparisons stay at Cross Roads. It is very difficult to choose the right path, i.e. the concrete correct method which has to be applied for the NMS comparison within the next rounds of ECP. 



In all cases, the choosen path will pass between „pure“ methodological considerations - what should we prefer as researchers  and  the request of the methodological unification - what must we select as the participants in an overall official programme.



From a scientific point of view, it is possible to remove the „problematic“ fields from the ECP classification. An „outer circle“ and an „inner circle“ (for example, market sphere) could be defined, to serve as the subject of comparison. But, from the practical point of view (official users - international organizations and government Offices), the complexity of NMS comparison does not mean that this problem can be omitted at all. 



There is an another possibility of „elimination“ of problematic fields in an indirect way: to publish the ECP results according to SNA classification only which can hide many questionable results. Of course, such „approach“ cannot be accepted.



The principal necessity of taking into account differences in labour productivity by the use of the input approach for NMS admitted by all sides. The question is a concrete method.



There are four main approaches for the introduction of PA in the NMS comparions:



		A)  Direct method



	A.1) using a global reference PA from the  market sphere (main method used within ECP’93/II)



	A.2) using a PA specific for each NMS area (as this was done in relatively simple form for „Education“ and in some other cases for Slovenia within ECP’93/II)



		B) Indirect method



	B.1) reference PPPs from the market sphere which include indirectly the productivity differences of the market sphere.



	B.2) Output price approach: collection of market prices for concrete respective services (market analogues of non-market services).



Obviuosly, the abolition of PA by input approach in the NMS comparisons between countries with different level of economic development will bring questionable results in many cases. Therefore the following opinion should be accepted from a theoretical point of view: 



„ ... if the true value lies  somewhere between 90 and 110, any estimate between 50 and 150 is better than 0 which is in effect what the option not to estimate amounts to“.�



However, it is very difficult to carry out this logical recommendation in practice because the results of international comparisons are used for official purposes and political solutions and each method (even if sophisticated) which is not based on the concretre country data will be an object for criticism and will be regarded as subjective and arbitrary. Therefore, only the indirect introduction of PA is realistic in practice due to the many problems of the direct measure of productivity within one country and comparability of this data across countries.



The first option of indirect introduction of PA is the use of PPPs of „Market services“ as reference PPPs for „Non-market services“. In this case reference PPPs have to be used for the total NMS-costs (without the breakdown „Compensation - Intermediate consumption - Depreciation“) because purchasers’ prices for „Market services“ include all these elements.



Formally, about 40 basic headings from the GDP classification of ECP’96 can be considered as „market services“ according to SNA-68. This set of services is very heterogeneous. It should be borne in mind that in 1996 for many transition countries some „Market services“ were actually partly or fully „Non-market“ services („Transport services“, „Cultural services“, etc.). The share of „Market services“ in GDP of these countries is about 5-10%, but for „more“ market countries - up to 20%. Therefore it seems that the calculation of reference PPPs for NMS-areas (amounting up to 25-30% of GDP) on the basis of  „Market services“ data which include only 4-8% of GDP (and sometimes contain questionable PPPs calculated on the basis of quasi-market prices) is dangerous.



Experimental calculations showed that the NMS-PPPs with PA obtained by input approach were „milder“ than PPPs for „Market services“ practically for all countries and for all NMS-areas within the ECP’93/II. This calculation confirms once again that PA made within ECP’93/II are not extremely hard as it may seem at the first look.



Theoretically, the output price approach is more preferable for NMS comparison. As a general tendency it will be used more and more intensively within ECP. However it requires well comparable data between countries, price data well consistent with expenditure data and many other prerequisites. That is not always the case. It is very difficult to find price data which are well consistent with expenditure data even for intertemporal comparisons within one country. One citation confirms this thesis:



	„The conclusion must be that the observable prices in Dutch health care bear no direct relation with production costs or product quality. And so corrections are necessary to find correct deflators for reliable volume indices“ �.



This concerns the situation in the Netherlands which is one from the countries with very well developed statistical infrastructure and methodology. It seems, that the situation in less developed countries are much more complicated. Nevertheless it was decided during the meeting on the Eurostat-OECD PPP Programme (Paris, 5 - 7 November 1997) that Group I will keep the input price approach (compensations of selected occupations) without PA for the NMS comparisons. 



The OECD/NAD believes that the solution to the NMS problems is more likely to be found at the national level first. The OECD has recently started experimental work with seven Member Countries to develop output measures for health and education. Eurostat has also several Task Forces for NMS (time-series in constant prices): on health, on education, on volume measures for non-market services. 



An analysis of several documents showed that there is not yet sufficient unification in the NMS treatment at the national level. Some countries prefer approaches based on output indicators (United Kingdom), other - input indicators methods („Belgian“ approach; „Danish“ approach). In any case all countries’ efforts and experiments can help to find appropriate solution for NMS international comparisons. The forthcoming joint UN ECE/OECD/Eurostat meeting on NA problems (Paris, 23-25.09.98) shall bring hopefully some new ideas and solutions.



At the moment the ICP unit of the ÖSTAT agreed fully with the position of the OECD/NAD: 



  the output price approach - collection of market prices for concrete 

  respective services (market analogues of non-market services) has

  the best chances in a long-time perspective



The methods based on a concrete country’s detailed data cannot be regarded as subjective and arbitrary and therefore must be adopted by participating countries. In this context the ICP unit of the ÖSTAT highly appreciated the OECD/NAD efforts carried out in this direction, particularly described in the rich in content paper „The collection of market prices for health services. A proposal.“ (See documents of the meeting on the Eurostat-OECD PPP Programme; 5-6.11.97). This document was drafted by the OECD PPP Unit of the Statistics Directorate in collaboration with the OECD Heath Policy Unit of the Directorate for Education, Employment, Labour and Social Affairs.



The some part of educational services and social services are provided also on market basis. Therefore it is possible to collect market prices for these services too. Some market analogues of „collective services“ provided by general government can be found also (services of private detectives as an analogue of services provided by police; etc.). The preparation of the respective item lists must be done in close cooperation with the professionals from NMS fields. The co-operation of the PPPs experts with the experts from the concrete professional fields (Heath, Education, etc.) is the most efficient way to find an appropriate solution.



As usually the solution of one problem immediately results into a new other problem. The introduction of the output price approach should lead to the changes in applied classification of expenditure data. COICOP orients on the input costs approach for NMS („Compensation“ - „Intermediate consumption“ - „Consumption of fixed capital“). Maybe it will useful to use some modified classification for international comparisons oriented on output price approach. For example, for „Medical services“: „Chirurgical opreations“, „Therapeutical procedures“, etc.
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Impact of productivity adjustments in non-market services on the results of ECP/Group II: 1993 and 1996 rounds

Volume indices per capita (Austria = 100)



�Medical care�Education�Final consump.of pop.(nat.)�General government�Gross Domestic Product��Country�with PA�without PA�with PA�without PA�with PA�without PA�with PA�without PA�with PA�without PA���1993�1996�1993�1996�1993�1996�1993�1996�1993�1996�1993�1996�1993�1996�1993�1996�1993�1996�1993�1996������������������������Russia�29.2�21.0�65.4�36.3�57.1�73.5�76.4�91.4�24.8�25.8�29.0�28.5�43.9�42.5�94.7�90.3�24.4�26.1�29.7�30.4��Romania�11.2�20.7�31.2�42.3�32.6�45.7�49.1�65.4�25.3�31.5�29.1�35.7�18.0�21.9�55.5�50.2�19.5�25.1�23.9�29.9��Belarus�31.8�19.7�66.7�39.6�66.6�73.9�102.8�112.9�32.8�20.9�38.6�23.8�30.8�21.4�64.8�55.9�22.2�19.7�25.7�23.8��Bulgaria�27.7�9.7�57.1�18.2�65.4�37.7�85.8�57.7�31.8�25.1�36.2�28.4�27.4�20.2�61.9�46.4�22.6�18.9�27.0�22.6��Croatia�24.6�14.0�59.7�28.9�33.7�29.7�49.3�49.8�26.4�27.8�31.1�31.8�40.7�41.2�80.0�92.2�20.2�23.6�24.5�28.2��Slovenia **)�53.2�43.3�67.8�67.3�68.2�67.2�87.2�86.9�54.2�59.5�57.1�54.8�59.9�53.0�85.7�85.9�48.3�53.5�51.6�59.6��Ukraine�22.7�10.2�62.0�33.1�52.5�42.4�74.3�72.6�18.9�13.9�23.0�16.8�19.0.�11.0�61.5�42.6�17.0�11.5�22.1�14.9������������������������

  *) The results 1993 and 1996 are not fully comparable to each other: the physical indicators (no. of empl., etc.) were mainly used within the ECP’93/II, but input price approach (compensations of selected occupations) were mainly used within the ECP’96/II

**) In some cases a special PA (milder than GRPL) obtained on the basis of an additional information were used for Slovenia within the ECP’93/II
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�  NMS are services provided by the general government and/or the NPI either free of charge or at prices which are not economically significant („nominal fees“).

�  Delaunay J-C., Gadrey J. „Services in Economic Thought: Three Centuries of Debate“. Kluver Academic Publishers. Boston 1991.

�  The term „comparison-resistant“ was suggested by G. Szilâgyi (Hungary).

�  For example, the United Nations Expert group meeeting dealing with the treatment of the NMS took place in Bellagio in 1980. See: U.N. Statistical Office (1980). „Treatment of services provided or priced by government in international product comparisons.“ Expert Group meeting, Bellagio, Italy, December 6-10 1980.

�  A detailed description of concepts and procedures applied is given in the publication I.B.Kravis a.o. „World Product and Income. International Comparisons of Real Gross Product. (UN ICP. Phase III)“. Baltimore and London, 1982. (see Chapter V „The treatment of services“).

�  It should be stated once again: Not to adjust does not mean to assume nothing, it means to assume an equal productivity level for all comparing countries.

�  All results in this paper are given according to the ICP concept.

�  The results for the „Consumption of fixed capital“ are questionnable due to two reasons: weakness of expenditure data for this category in some countries (see L. Bratanova „Methods used to estimate stocks of fixed assets and consumption of fixed capital in transition countries“; OECD/UN ECE/Eurostat meeting of NA; Paris;3-6.06.97) and the reference PPP used („Non-residential construction“), which is not allways adequate for this category. But generally the shares of this position in nominal value are small and thus do not have big impact on the general results for the NMS.

�  The change from EU12 to EU15 average had practically no impact on the results between countries.

�  „Government Final Consumption Expenditure“ (see point 20). “. Luxembourg, 16-17 June 1993; Item 8 of the agenda)

�  See „Adjustment for productivity differences in NMS“ (incl. Annex I „Using productivity in market activity“ and Annex II „Using productivity of services activities“). Joint EUROSTAT-OECD meeting on PPP, Luxembourg, 8-9 November 1994.

�  See point 13 of the paper „Treatment of Non-market services“ (OECD). Meeting on the Eurostat-OECD PPP Programme; Paris; 5-6.11.97.

�  „Comparison of Non-Market Services: experience from ECP’93“. The multilateral meeting for ECP’96/II countries on methodological issues (Vienna,10-14 June 1996).

� The GRPL excludes the agricultural sector because agriculture is a non-stable sector (weather and climate conditions) and the productivity level in this industry in Group II countries has been traditionally rather different to Austria (degree of mechanisation), thus disturbing the comparison.

�  „A PPP Comparison for the NIS 1994, 1995 and 1996“. OECD, STD/NA 134,1998 (Chapter 6, para. 6.3 „Non-market services“) - a publication prepared by Transion Economies Division (OECD/TED).

�  See points 16-18 of paper „Treatment of Non-market services“ (OECD/NAD). Meeting on the Eurostat-OECD PPP Programme; 5-6.11.97.

�  Additionally, different tariffs for households and enterprises are used for some positions from „Intermediate consumption“ of NMS („Energy“, „Rents“, „Communication“) in some transition countries. The differences can be very high: for example, 2-4 times for Russia 1996. 

�  It is interesting that the first opinion of the TED was vice versa the other way round: the impact of PA on the 1993 Group II results was too heavy.

�  See paper „Treatment of Non-market services“ prepared by OECD for the Eurostat-OECD PPP meeting (5-6.11.97).

�  A.Harrison (1996). Accountant or National Accountant. - Collection of papers „Statistical day’s  96. Economy - Slovenia - European Union“, p.12. (Radenci, 25-27 November 1996).

�  See paper „Deflating health expenditures“ prepared by staff members of Statistics Netherlands: Abraham J. de Boo and Jan M. Smit („Netherlands Official Statistics“, Volume 11, Spring 1996; page 38): 
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