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Introduction
This article combines a general theme, which though not new remains a
subject of lively debate, with specific instances, illustrations and proposals
for change. Our chief concern is with how international comparisons of real
GDP and GDP per head are best made. We set out the case for using
purchasing power parity (PPP) converters for this purpose, rather than
exchange rates, and give reasons for rejecting various arguments that are
still widely made to the contrary.1 In doing so, we give instances of the differing current practices of international agencies, argue the case for greater
uniformity and consistency, and make suggestions for improvement.
In developing the general theme, we start with a number of preliminary
points, some of them familiar and elementary but pertinent nonetheless,
relating to the measurement of output, and of changes in output over time,
in individual countries. We then turn to consider the international comparative dimension, where much though not all of the argument proceeds
on parallel lines. Under both headings, a basic and invaluable source is
Chapter 16 of the 1993 System of National Accounts (SNA), and we have
also drawn on an illuminating recently-published paper by William
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The choice is often presented as being between PPP converters and ‘market exchange rates’ (MERs); but
since it is debatable how far past and present exchange rates can be viewed as ‘market-determined’, we use
here a more neutral term. Later in the text, when quoting or referring to other authors who speak of MERs, we
place the term in inverted commas.
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Nordhaus.2 Following these general expository sections, we turn to specific and topical cases. First, we list and comment on some mistaken but
still-continuing ways of presenting and interpreting international comparative data, by a range of individuals and official agencies. Second, we
review briefly the extent to which the consistent use of PPP converters has
been incorporated into the work of the leading international agencies that
are responsible for issuing international comparative data. Third, we summarise the actions that governments still need to take in order to ensure
more accurate and more consistent treatment and presentation of these
data. In a short annex we reproduce an earlier note by one of us which outlines a specific proposal for improvement on a broad front.
Among the international organisations whose current practice is open to
question, one that we note in particular, because of its topical aspects, is
the Intergovernmental Panel on Climate Change (IPCC). We have presented elsewhere a critique of the Panel’s handling of economic issues;
and within this critique, one element concerns the way in which intercountry comparisons of real GDP, and hence GDP per head, have been
made in IPCC documents. Mistaken procedures have been adopted, and
the IPCC has shown itself resistant to changes in these and unclear as to
what is at stake. Such mistakes are to be found in particular, though not
only, in the Special Report on Emissions Scenarios (SRES), which was published in 2000 as one of the documents that entered into the Panel’s Third
Assessment Report. The SRES provided, as its main single product, a
range of projections of greenhouse gas emissions covering the period from
1990 to 2100.3
The Panel is now well into the preparation of its Fourth Assessment
Report (AR4), which may well come to 3,000 pages and is due for completion in 2007. It has dismissed both our critique and our suggestions for
2
System of National Accounts 1993, prepared and published by five international agencies—the European
Commission, the IMF, the OECD, the United Nations and the World Bank—and approved by the statistical
authorities of their member governments. William Nordhaus, ‘Alternative Measures of Output in Global
Environmental Models: Purchasing Power Parity or Market Exchange Rates?’; revised version of a paper
prepared for an Experts Meeting of the IPCC in January 2005. It is available at ppp_02085.doc. Another
valuable reference is Irving B. Kravis, ‘Comparative Studies of National Incomes and Prices’, Journal of
Economic Literature, Vol. XXII, March 1984.
3
While the main single target of our critique has been the SRES, our concerns extend to the IPCC process and
milieu as a whole, including the Panel’s parent agencies and its sponsoring departments in member
governments. The concerns are summarised in an article by one of us (Henderson) in the quarterly Newsletter of
the Royal Economic Society for January 2005. This piece has now been reprinted in Energy and Environment,
Vol. 16, No. 2 (2005).
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