International Comparisons
of GDP
Is there an alternative to PPPs to obtain
real GDP estimates?
Elio Lancieri

1. GDP comparisons, exchange rates and the International
Comparison Project
There has always been a need to compare the countries of the world by
their economic weight, and therefore by their gross domestic or national
product. Since relevant figures are expressed in different currencies, the
core problem of international comparability has been how to convert these
data into a single currency. Normally the US dollar is chosen, because most
international trade and financial transactions are carried out in dollars at
their origin. Besides academic interest, reliable (and updated) countries’
GDP figures are necessary at different practical levels. National governments, first of all, need them to evaluate foreign countries as commercial
and financial partners, and as participants in international aid initiatives,
peace keeping and other military operations, emergency earthquake relief,
etc. In practice, any request for or discussion, or negotiation about contributions within a group of countries starts from some judgement of the economic strength of each country, based on GDP figures.
The second level includes the numerous international organizations
now existing in the world, where GDP is always used as one of the criteria to establish each country’s share of the expenses for the maintenance
of the organization itself. In addition, with a mixture of government and
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non-government initiatives, there are large international research projects—like the International Space Station, CERN in Geneva in the field
of physics, projects for space telescopes, etc.—where collaborating countries of varying economic importance have to take decisions on their
respective payments to bring about the common objective. Finally, large
private firms and multinational companies, too, are eager to know what is
the real economic size of countries (in this case with a particular attention
to per-capita GDPs) in order to decide where to establish new investments
and productive units, and towards which areas to concentrate exports and
export promotion, following the evolution of countries’ per-capita
incomes. While various organizations such as those just mentioned will
have different criteria to evaluate countries economically, it would be particularly difficult to find cases where consideration of GDPs is altogether
omitted.
Given that GDP figures are so important, it must be noted that the
intrinsic quality and comparability of data in national currencies issued
each year have greatly improved in the last decades, through the implementation by most countries of the recommendations of the System of
National Accounts 1993—a joint publication by EC, OECD, IMF, UN, and
World Bank, which has replaced the previous IMF manuals. However, a
big problem remains to be solved: from time to time the strong fluctuations of exchange rates totally disrupt any carefully prepared comparison,
and consequent payments attribution, opening the way again to painstaking discussions as well as endless political negotiations. To save time and
effort, in fact some organizations have abandoned the search for fair rules
regarding how to share expenses among members, resorting instead to
fixed formulae which basically do not take account of changes over time
in countries’ GDP. Given all these difficulties, since the ’60s various
attempts have been made to find some solution which could maintain
valid comparisons avoiding exchange rate fluctuations.
In 1968 the vast International Comparison Project (based on Purchasing
Power Parities) was started, while quantitative methods were set up in the
’70s and ’80s by the Economic Commission for Europe and by Angus
Maddison, with particular attention to centrally planned economies.
Eventually, these two methods were abandoned, but the interesting
debate about Purchasing Power Parities (PPP) continued, as well as the
actual elaboration of PPP estimates. In practical terms, however, not much
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