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. 1 NTRODUCTI ON

1. On 29 Novenber 1994, the General Assenbly adopted resolution 49/19 A
entitled "Scal e of assessnents for the apportionnent of the expenses of the
United Nations". |In that resolution, the Assenbly, recalling paragraph 2 of its
resol ution 48/ 223 C of 23 Decenber 1993, in which it reaffirned the principle of
capacity to pay as the fundamental criterion for determ ning the scale of
assessnents, and taking note of the views expressed by Menber States during its
forty-eighth and forty-ninth sessions, decided to study and exam ne all aspects
of the inplementation of the principle of capacity to pay as the fundanenta
criterion in determning the scale of assessnents for contributions to the
regul ar budget.

2. The CGeneral Assenbly al so decided to establish an ad hoc intergovernmenta
wor ki ng group of 25 experts in economcs, finance, statistics and rel ated
fields, which was to study and exam ne all aspects of the inplenentation of the
principle of capacity to pay as the fundanental criterion in determ ning the
scal e of assessments for contributions to the regular budget and to submt a
report thereon to the General Assenbly no later than 15 May 1995.

3. The CGeneral Assenbly also invited the President of the General Assenbly to
appoi nt the experts in consultation with Menber States with due regard for
equi t abl e geographi cal representation

4. The Ad Hoc | ntergovernnental Wirking Goup of Experts held two sessions at
Headquarters, the organi zati onal and preparatory session from21 to

24 March 1995 and the substantive session from 18 April to 5 May 1995. The |i st
of experts is contained in annex | to the present report.

[1. ORGAN ZATI ONAL NMATTERS

A. Election of officers

5. At the first neeting of its organizational and preparatory session, on
21 March 1995, the Wirking Goup el ected by acclamation M. Toyoo Gyohten
(Japan) as its Chairnman.

6. At the same neeting, the Wrking Goup also el ected by accl amation three
Vi ce- Chai rmen, Ms. O ga Pavl ova Derkova-Teneva (Bulgaria), Ms. Gylliane Gervais
(Canada) and M. Hafedh Bejar (Tunisia), and a Rapporteur

M. David Silveira da Mdta Jr. (Brazil)

7. Prior to the substantive session, the Chairman, M. Toyoo Gyohten,
submtted his resignation fromthe Wrking Goup to the President of the Genera
Assenbly. At the first neeting of the substantive session, on 18 April 1995,
the Working Group el ected by acclamation M. David Silveira da Mota Jr. as the
new Chai rman of the Wrking G oup.
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8. The Working G oup al so el ected by acclamation Ms. Gylliane Gervais (Canada)
as the new Rapporteur, and M. Ziyad F. Mnayair (Kuwait) as one of the three
Vi ce- Chai r men.

9. The Working Group expressed its sincere appreciation to the previous

Chai rman, M. Toyoo Gyohten, for presiding over the organizational and
preparatory session of the Wrking Goup and guiding its work successfully.

B. Adoption of the agenda

10. At the first meeting of its organizational and preparatory session, on
21 March 1995, the W rking Goup adopted the foll owi ng agenda:

1. El ection of the Chairman and Vi ce-Chai rnen and Rapporteur.

2. Adopti on of the agenda.

3. Organi zati on of the session.
4. Presentation of documents.
5. Exami nation of all aspects of the inplenentation of the principle of

capacity to pay as the fundamental criterion in determ ning the scale
of assessnments for contributions to the regul ar budget.

6. Di scussi on of arrangements for the substantive session.

C. Ouganization of work

11. At the organizational and preparatory session, the Wrking Goup agreed in
principle to organize its deliberations along the followi ng lines: (a) income
nmeasures; (b) base period; (c) conversion to a comon currency; (d) assessable
i ncome; and (e) data availability. At the first nmeeting of its substantive
session, on 18 April 1995, the Wrking Group agreed to continue its discussions,
organi zed under the sane headi ngs.

12. In accordance with paragraph 4 of General Assenbly resolution 49/19 A the
Worki ng Group extended an invitation to officials of the International Mnetary
Fund (IMF) and the Wrld Bank to nmeet with the Group to discuss certain topics,
but that could not be arranged at the tine.

13. The Working Group noted that its task was different fromthat of the

Conmi ttee on Contributions, whose work formed an inval uabl e source of
information and inspiration for that of the Wrking Goup. Unlike the Commttee
on Contributions, which often had to take into account precise instructions from
the General Assenbly as well as various political considerations, the Wrking

G oup had to concentrate on clarifying, froma technical viewpoint, what
constituted capacity to pay and providing practical advice on how that principle
could best be inplenented in practice. The Wrking Goup noted that its
reconmendati ons woul d be sent to the appropriate decision-nmaking bodies.
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14. The nenbers of the Wrking Goup, noting that they had been appointed as
experts, stressed that the views they expressed in the discussion and in the

report were their own and did not necessarily reflect the positions of their

respective Governnents.

D. Docunentation
15. The Wirking G oup was provided with a nunber of docunents, the |ist of
which is contained in annex Il to the present report. Additional information
was provided by representatives of the United Nations Secretari at.
16. The Working G oup al so received a note verbale fromthe Permanent M ssion

of Latvia to the United Nations, raising a nunber of questions. Those questions
are addressed in the Wrking Goup's report.

E. Adoption of the report

17. The Wirking G oup considered its draft report from1 to 5 May 1995. The
text of the final report was adopted on 5 May.

F. dosure of the session

18. At the final meeting of the Whrking G oup on 5 May 1995, the Chairman

t hanked the experts for the spirit of cooperation with which they had conducted
their work. Despite the conplexity of the issues, the Wrking Goup had managed
to make a val uable contribution to the consideration of the inplenentation of
the principle of capacity to pay. He thanked the nmenbers of the Bureau for
their assistance and cooperation. In particular, on behalf of all nenbers of
the Worki ng G oup, he expressed sincere appreciation to the Rapporteur, whose
tireless efforts had enabled the Wrking Goup to conplete its task
successfully. He also thanked all the staff of the Secretariat for their
support.

[11. SUBSTANTI VE MATTERS

A. Background

1. The nunbers in perspective

19. The United Nations regul ar budget, which was at a | evel of some

$1.2 billion in 1994, has to be financed by Menber States, which together have a
popul ation of 5 billion and a conbi ned i ncome of about $20,000 billion. On
average, therefore, the Organization has to obtain contributions of about

25 cents a head, or 0.006 per cent of world income. This conpares with typica
nati onal taxation of between 20 per cent and 50 per cent, and internationa

taxes (such as the European Union's) of around 2 per cent of national incone.
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20. Mbst countries with a per capita incone below the world average of $3,200
contribute between 0.001 per cent and 0.006 per cent of their income to the
United Nations regul ar budget, while the richer countries contribute just over
0. 007 per cent of theirs. Thus, the Menber States with the hi ghest per capita
i ncome contribute about $1.80, and the Menber State with a nedian i ncone

per capita of $500 slightly less than 1 penny per capita. These w de
disparities reflect the wide disparities in world incone |evels as reveal ed by
the United Nations national inconme figures.

21. There are sone cases of countries whose contributions fall outside these
ranges. Sone snmall states contribute as nuch as 0.05 per cent of their incong,
and as nuch as $5 per capita; sone large industrialized ones contribute |ess
than 0.006 per cent and $1 per capita to the regul ar budget. These figures also
reflect the conplex interaction of a nunber of factors built into the United
Nations scal e of assessments over the years, representing adjustments deci ded by
the General Assenbly fromtinme to tine.

22. In addition to the regular budget, the United Nations assessed anot her

$3.5 billion for peace-keeping operations in 1994. Certain specialized agencies
of the United Nations, whose scal es of assessnment are related directly or
indirectly to the United Nations regul ar budget scale, assessed over

$1.6 billion for their regular budgets in 1994.

2. Description of existing nethodol ogy

23. The Charter of the United Nations provides that the expenses of the
Organi zati on shall be borne by Menber States as apportioned by the Cenera
Assenbly. The Assenbly has established that this apportionment shall be in
accordance with the fundanental criterion of capacity to pay and has mandat ed
the Conmttee on Contributions to devise, and to recomend changes to, a scale
of assessnents to be approved by the Assenbly for the apportionment of the
United Nations regul ar budget. The present nethodol ogy on which the scale of
assessnments i s based has been the subject of continuing review and debate over
the years in the Fifth Conmttee of the General Assenbly and the Conmttee on
Contributions. The basic elenents of the nethodol ogy are as foll ows.

24. The scale of assessnents is expressed in percentage terns with two deci na

pl aces. In other words, it has 10,000 points, one point representing one
hundredth of 1 per cent (0.01 per cent) of the total. It is generally in effect
for three years. |Its starting point is the national income of Menber States,

converted into United States dollars and expressed as a share of world
incone. 1/ The present nethodol ogy includes the follow ng features:

(a) A base period currently set at 7.5 years (average of the periods 1985-
1992 and 1986-1992) for the cal culation of national inconmneg;

(b) A reduction of national incone for countries with a per capita incone
bel ow $6,000 to reflect a theoretical repaynent of external debt, known as the
debt burden adj ustnent;
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(c) An allowance for countries with | ow per capita incone, consisting in a
further reduction of national inconme equal to a given proportion of the gap
between a country's per capita inconme and a cut-off point now set at the world
average per capita incone; the proportion of relief, known as the gradient, is
now set at 85 per cent;

(d) A maxi mum assessnent rate (the "ceiling"), now set at 25 per cent,
i.e., 2,500 points, and a mninmmone (the "floor"), now set at 0.01 per cent,
or one point;

(e) An assessnent rate not exceeding 0.01 per cent, i.e., equal to the
floor rate, for Menber States recogni zed as | east devel oped countri es;

(f) A scheme of limts establishing the maxi mumrate by which a Menber
State's assessnent can vary between two successive scal es;

(g) Lastly, an adjustnent, known as mtigation, whereby the assessnent of
certain countries facing exceptionally difficult circunmstances is further
reduced on a discretionary basis by the Conmittee on Contributions.

25. The various steps of the nethodol ogy can be sunmari zed as foll ows.

Step 1: National incone is reported by Menber States in local currency for
the relevant statistical period in reply to the United Nations National Accounts
Questionnaire (UNNAQ. Gaps in data sets are filled by the Statistica
Division, using the nost reliable information available from other sources and
maki ng estimates on the basis of past relationships and/or related indicators
(see annex 111, para. 4, for a detailed description).

Step 2: The national income figures supplied by Menber States, or
estimated by the Statistical Division, in |local currency are then converted into
United States dollars for each year of the base period, essentially on the basis
of the market exchange rate (MER) (see annex IIl, para. 5 for a detailed
description). The annual results expressed in United States dollars are then
averaged to yield the base period national income. A country's share of world
income is sinply its base period national incone divided by the base period
worl d i ncome obtained by sunmation

Step 3: The debt-burden adjustnent is then applied to all Menber States
with a per capita income bel ow $6,000. |t should be noted that the per capita
income figures referred to here are not, and cannot be, the ones calculated in
step 4 on the basis of United Nations official data supplied to the Committee on
Contributions, but are rather figures established by the Wrld Bank for its own
purposes. The adjustnent consists of a reduction of national incone (from
step 2) equal to 12.5 per cent of total outstanding public and private |long-term
external debt, on the assunption that this debt is repaid on average in
approxi mately eight years. It is a theoretical adjustnent, nmade whet her or not
the external debt is actually repaid. The anount of relief granted to eligible
countries is absorbed inplicitly by all countries on a pro rata basis.

Step 4: For each Menber State, the base period national inconme fromstep 2
is divided by the popul ation of the m d-point (and not the average) of the base

/...
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period to obtain the base period per capita income. 2/ The world average

per capita incone ($3,055 for the period 1985-1992 or $3,198 for the period
1986-1992) is calculated as world incone divided by world popul ation and is
therefore a weighted average. The population figures are official data provided
in response to a United Nations questionnaire, supplenmented if necessary with
estimates prepared by the United Nations Popul ation Division

Step 5: The | ow per capita income adjustnent is then applied to Menber
States with a per capita income (determined in step 4) below the cut-off, set at
the worl d average per capita inconme. The adjustnent consists of a reduction of
a Menber State's national incone (fromstep 3) equal to the percentage by which
its per capita income falls below the world average, nultiplied by the
proportion of relief, i.e., the gradient, currently 85 per cent. Thus, on the
assunption of a world average i ncome of $4,000, a country with a per capita
i ncome of $2,000 gets an abatenent of 42.5 per cent on its national incone,
i.e., 85 per cent of 50 per cent. The further a country is below the world
average, the higher the relief it gets. And the higher the gradient, the higher
the proportion of relief is. Since the scale of assessnents adopted for 1980-
1982, the anmpunt of relief granted to countries eligible for the | ow per capita
i ncone adjustment is absorbed on a pro rata basis only by non-eligible
countries, i.e., those with a per capita i ncone above the worl d average, rather
than by all countries as in step 3.

Step 6: Country shares bel ow 0.01 per cent (one point) are raised to the
floor rate and the assessnent rate of |east devel oped countries is reviewed to
ensure that it stays at the floor. The points corresponding to the difference
bet ween t he sum of assessnent rates thus adjusted and 100 per cent are
distributed on a pro rata basis anong countries above the floor. The ceiling
rate is then applied to the highest contributor and the ensuing point reduction
is absorbed on a pro rata basis anong countries with shares below the ceiling
and above the floor and that are not |east devel oped countries.

Step 7: The schene of Iimts is then applied. "It consists of eight rate
brackets and two sets of constraints, i.e., percentage and index point limts,

which delimt the maxi mum possi bl e individual rate increases or decreases
between two scales. The level of the maxi numincrease or decrease is defined by
the imt with the | esser value ... The points that cannot be absorbed by
countries whose rates of assessnent have reached the level permissible ... are
distributed, on a pro rata basis, anong those countries whose assessnent rate

i ncreases or decreases are within the constraints established by the schene of
l[imts.” 3/ 4/ The scale of assessnents after steps 1 to 7 have been carried
out is known as the machi ne scale.

Step 8: Finally, fromtine to tine, some Menber States voluntarily accept
a higher assessnent, enabling the Conmttee on Contributions to make ad hoc
adjustnents to the machine scale on a discretionary basis. This process is
known as mtigation.
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B. Capacity to pay

26. The Wrking G oup was guided in its deliberations by the foll owing genera
principle expressed and reaffirned by the General Assenbly on numerous occasi ons
over the years, nanely that the principle of capacity to pay is, and should
remain, the fundanmental criterion to be used in preparing the scal e of
assessnments. \What the Wrking G oup set out to do, under the nandate it
received fromthe General Assenbly, was to study and exam ne all aspects of the
i npl enentati on of that principle.

27. In discussing the fundamental question of what is capacity to pay, the
Wirking Goup noted that the General Assenbly realized fromthe start that it
was not a concept that could be defined with precision. Taking into account the
wor k acconplished by the Committee on Contributions over the years to overcone
those difficulties, the Wrking Goup felt that it was possible to identify an
obj ective and general |y acceptabl e neasure of capacity to pay.

28. The Working G oup was of the viewthat the starting point of the

determ nation of capacity to pay was the share of each Menber State's nationa
incone in world incone and that other factors such as the special circunstances
of Menber States with |ow per capita incone should also be taken into

consi derati on.

29. Froma technical standpoint, there was w de agreenent anong nmenbers of the
Wirking Goup that any neasure of capacity to pay had to be the best possible
approxi mation. The degree of refinement attenpted should take account of the
availability and quality of conparable data, and also of the extent to which it
nakes a difference to the result. The neasure should be as sinple, transparent
and objective as was consistent with reasonable equity.

30. The Goup al so consi dered whether any other general principles could be
formulated to help to determ ne whether any scal e of assessnents was consi stent
with capacity to pay. One general principle that was suggested by sone nenbers
of the group was that Menber States should contribute the sane proportion of
their incone if they had the same per capita income. Oher nmenbers of the G oup
felt unable to support the proposal, since the inplications of the application
of such a principle were far from cl ear

31. As in national taxation systens, capacity to pay can be defined in terns of
incone and/or wealth or expenditure. |t is generally recognized, however, that
estimates of wealth, individual or collective, are less reliable than those of

i ncone or expenditure flows. The Committee on Contributions explored the
possibility of combining some neasure of national wealth with that of nationa
incone as a neasure of capacity to pay at its thirty-sixth session in 1976, and
again at its fortieth session in 1980, and noted that statistics on nationa

weal th were available for only a few countries and that their use for

i nternational conparisons was highly controversi al

32. In theory, if wealth was to be included in the ideal neasure of capacity to
pay, in a given period it should probably be based not on the level, but on the

change in wealth during that period, which is equal to inconme plus capital gains
or losses and other changes in the volune of assets. Admittedly, income is
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normally large in relation to the change in wealth in any given period, and sone
of the capital gains accruing to, or capital |osses incurred by, Menber States
are automatically captured in the national incone figures when they are
converted to United States dollars on the basis of MERs. The appreciation or
depreciation of a currency vis-a-vis the United States dollar represents
precisely a capital gain or loss. But there remains the difficulty of
adequately reflecting, as a neasure of capacity to pay, capital gains or |osses
not resulting fromexchange rate vari ati ons.

33. The Working G oup considered in that connection the situation of the oil -
produci ng countries, whose national wealth was considerably reduced by the drop
inwrld oil prices in 1986. Prima facie, it would appear that this event
adversely affected their capacity to pay nore than that which is reflected by
the drop in their national incone.

34. Simlarly, the Wrking Group noted the concern repeatedly expressed by
countri es whose national incone depends heavily on the export of non-renewabl e
resources, to the effect that the depletion of these resources is nowhere
reflected in national income or GNP. This contrasts with the depreciation of
fixed assets which is deducted from Gross National Product (G\NP) to arrive at
national income. The new 1993 System of National Accounts (SNA) departs from
the present SNA conventions in recomendi ng that non-renewabl e resources be
treated as assets on the national bal ance sheet, which inplies that their

depl eti on woul d appear as a negative change on that bal ance sheet. The practice
in this area, however, is far behind the theory: estimation of the stock of
resources in terns of physical quantities remains extrenely difficult, its

val uati on even nore so, and only a few national statistical agencies are

pursuing it. To all intents and purposes, therefore, internationally conparable
statistics on the depletion of non-renewabl e resources will not be available in
the foreseeable future. It was suggested that one way to elimnate the

inconsistency in the treatnment of fixed assets and non-renewabl e resources in

t he nmeasurenment of capacity to pay would be to disregard depreciation (i.e., to
use GNP instead of Net National Product, comonly referred to as Nationa

| ncone) .

35. An alternative approach to the use of income or wealth figures would be to
base capacity to pay on Final Donestic Denmand, on the grounds that it avoids the
probl em of capital adjustments such as those faced by oil-producing countries;
to the extent that countries spend above (or below) their current incone by
borrowi ng (or saving), their current capacity is increased (or reduced), while
their future capacity is correspondi ngly decreased (or enhanced). This will, in
due course, be reflected in the expenditure neasures in future years.

36. There was general agreenent that capacity to pay should be based on w dely
appl i cabl e neasures. Several nenbers concl uded that that factor al one pointed
to the use of flow measures (i.e. incone) rather than stock nmeasures (i.e.

weal th) as the best approximation, especially in the absence of reliable
estimates on national wealth.

37. Wile all menbers therefore accepted that national income figures, either
gross or net, should be enployed in step 1 of the calculation of the scale of
assessnents, as described in paragraph 25 above, sone felt that capacity to pay

l...
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was best derived only from national incone and others considered that it should
al so reflect the general |evel of devel opnent as neasured through soci o-economc
i ndi cators or through concepts such as sustainabl e devel opnent. Sone menbers

al so attached inportance to continuing to take into account in the incone

esti mates the debt burden faced by a nunber of countries. Oher nmenbers did not
favour the practice of granting ad hoc adjustments in taking account of the debt
bur den.

38. The Wirking Group pointed out that the | ow |l evel of devel opnment of
devel opi ng countries affected their capacity to pay, as was manifested in the
generally low | evel of socio-economc indicators. Sonme nenbers pointed out that
in practice it was difficult to nake a precise and satisfactory set of

adj ustnents to enbody those factors in the assessnment formula. Mreover, not
only were there serious data problens, there was al so the risk of doubl e-
counting, since such socio-economc indicators were usually highly correl ated
with one another and with national per capita incone. Oher nenbers expressed
the view that the | ow per capita adjustnent was not enough to nmeasure the
speci al econonmic and financial circunstances of devel oping countries as they
affected capacity to pay. A nunber of experts expressed their conviction that
soci 0-econom ¢ indicators constituted an inportant factor in determ ning the
capacity to pay, particularly of the devel oping countries that faced devel opnent
responsi bilities and whose econom es had specific characteristics.

C. lncone neasures and data availability

1. Min econom c aggregates

39. The principal income concepts defined in the SNA (using the presently
accepted term nol ogy) that could serve as a basis for determ ning capacity to
pay are:

(a) Donmestic Product, which nmeasures the unduplicated val ue of production
of goods and services originating within the boundaries of a country, whether
the factors of production are owned by residents or non-residents; 5/

(b) National Product, which nmeasures the incone accruing to factors of
producti on (labour incone, investnent incone) whose owners nornmally reside in a
country, regardless of where the production takes place;

(c) National D sposable Inconme, which conbines factor incones nmeasured in
Nati onal Product with net income fromtransfers (i.e., remttances by househol ds
and Governnments) and thus represents the total income actually received by
residents of a country.

These aggregates can be expressed on a gross basis (&G oss Domestic Product

(GDP), GNP and Gross National Disposable Income (G\NDI)) or on a net basis (Net
Donestic Product (NDP), Net National Product (NNP) and Net National D sposable
Income (NNDI)) when a deduction is made for depreciation of fixed assets. NNP
is commonly known as National Incone. It is this nmeasure that has al ways served
as the starting point in the calculation of the scale of assessnents.
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40. The rel ationship between the various neasures discussed is as follows:

G oss Domestic Product
pl us
Labour incone and i nvestnent incone received from abroad
| ess
Labour incone and investnent income paid to abroad

Gross National Product or Gross National |ncone
| ess
Al l owances for depreciation of fixed assets

Net National Product or National |ncone
pl us
Current transfers received from abroad
| ess
Current transfers paid to abroad

Net National D sposable |Incone

41. An alternative neasure, GN\DI, can be obtained by omtting the deduction of
al | onances for the depreciation of fixed assets above. The expenditure neasure
nentioned in paragraph 35 above, Final Domestic Demand, is equal to GDP | ess

i nventory change and exports, plus inports.

42. In ternms of relative magnitude, all these fundanmental aggregates are very
cl ose to one another for nost countries and their trend is highly correl ated.
In the great najority of countries, GNP is |lower than GDP, typically by 1 or

2 per cent. It goes without saying that world GNP is equal to world GDP
National |ncome, or NNP, represents usually between 88 per cent and 95 per cent
of GNP. |In the case of National D sposable Incone (NDI), either gross (GN\DI) or
net (NNDI), estinmates are lacking for a | arge nunber of countries (over 100),
accounting together for about 15 per cent of the 1997 scal e of assessnents;
avail able estinates for NDI are not as reliable as for GDP or National |ncone
but here, again, the difference between National Incone and NNDI is mnimal, no
nore than 2 to 3 per cent at nost and usually nmuch less. Coverage of the
expendi ture measure, Final Donmestic Demand, is nore limted; it can be

approxi mated by subtracting the surplus or deficit on trade in goods and
services from GDP

43. Conceptual ly, of the three fundanental aggregates, Donestic Product is
clearly unsatisfactory as an approximation of capacity to pay for two reasons:
first, it is a measure of factor income rather than total incone (i.e., factor
incone plus incone in the formof transfers); second, it reflects income
generated within the boundaries of a country, ignoring the fact that a
significant portion of that income may | eave the country in the formof service
paynents on the external debt and dividends remtted abroad by forei gn-owned
conpani es.
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44. National Product is superior to Domestic Product as a neasure of a
country's capacity to pay. It still measures only factor incone, but it
reflects incone actually accruing to its citizens in that it includes the

i nvestment incone received fromabroad and excl udes that which has left the
country (i.e. service paynents on the external debt and remttances of

di vi dends) .

45. NDI is the nost appropriate neasure of capacity to pay because it
represents the total income actually available to residents of a country, nanely
National Product (or National |ncome), plus net transfer incone.

46. Aggregates neasured on a gross basis, i.e. GDP, GNP and G\DI, are nore
readi |y avail abl e because depreciation cannot be neasured directly. Even when
recorded i n business books, depreciation does not correspond to any actua
transaction. It is thus a notional or theoretical adjustment. Aggregates
requiring less estimation to fill in data gaps (in terns of countries and/or
years) are nore reliable. Therefore, in terms of reliability and availability,
GDP is a superior aggregate to GNP and National Incone which, in turn, are
superior to GNDI and NNDI .

47. The preceding analysis is clearly supported in the table below 6/ First,
accuracy appears marginally lower for the nost recent year available. Second,
the nost theoretically appropriate neasure, National Disposable Income, is the
| east avail able, and G oss Donestic Product, while theoretically |ess
appropriate, is the nost readily avail able and nost reliable, with Nationa
Income (or Net National Product) sonewhere in between. Had the table been
prepared for Goss National Product, it would have ranked | ower than GDP but

hi gher than National Inconme in terns of reliability and availability, because
only one aggregate nmust be deducted from GDP (factor incones received from or
paid to abroad) to arrive at GNP, while two aggregates (factor incomes from or
to abroad and depreciation) nust be deducted fromGDP to arrive at Nationa

| ncone.

48. The findings in table 1 can be summarized in terns of trade-offs. First,
there is a trade-off between tineliness, on the one hand, and availability and
reliability, on the other. The difference in the results between 1990, 1991 and
1992 is narginal for GDP, but nore significant for National Incone. This type
of consideration should have a bearing on the adoption of the appropriate base
period for the scale of assessnments, discussed below. Second, there is another
trade- of f between "appropriateness" (i.e., what is theoretically appropriate)
and availability. GDP is nore widely available and nore reliable than the other
two nmeasures, but it is conceptually |less satisfactory. This type of

consi deration should have a bearing on the adoption of the appropriate incone
neasure for the scal e of assessments.
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Table 1. Reliability and availability of national accounts,
according to incone neasure a/
No. of countries 1997 assessnent rate
1. Goss donestic product

1990

Good 170 99.78
Medi um 2 0. 06
Weak 12 0. 16
1991

Good 169 99.76
Medi um 3 0. 08
Weak 12 0. 16
1992

Good 166 99. 56
Medi um 3 0. 08
Weak 15 0. 36

2. National incone

1990

Good 98 95. 20
Medi um 33 3. 27
Weak 53 1.53
1991

Good 81 93.76
Medi um 49 4.70
Weak 54 1.54
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No. of countries 1997 assessnent rate
1992
Good 66 93.01
Medi um 58 5.22
Weak 60 1.77
3. National disposable incone
1990
Avai | abl e 74 87.52
Not avail abl e 110 12. 48
1991
Avai | abl e 68 87.91
Not avail abl e 116 12.09
1992
Avai | abl e 53 85. 95
Not avail abl e 131 14. 05
al The following criteria were used to assess the reliability of incone
neasures:
Good: Source is reply to United Nations National Accounts Questionnaires
or data provided by United Nations regional com ssions or
i nternational organizations such as | M- or the Wrld Bank, CGDP
GNP and National Income have been supplied by Menber States or
el se only National |ncone has not been supplied and has been
derived on the basis of reliable data reflecting the relationship
of National Income to GDP or GNP at nbost with a one- or two-year
| ag.
Medi um  GDP and GNP have been estinmated from sources other than reply to
United Nations National Accounts Questionnaires, regiona
conmi ssions or international organizations, and National Income
has been derived on the basis of reliable data reflecting the
rel ati onship of National Incone to GDP at nost with a three-to-
five-year |ag.
Weak: Estimates for the country have been derived solely from data

pertaining to a nei ghbouring country,
fromdata reflecting the relationship of Nationa
with a lag of five years or nore

or el se have been derived
I ncone to GDP
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49. Having taken into consideration all of the above, the Wrking G oup agreed
that NDI was theoretically the nost appropriate neasure of capacity to pay.
However, given the lower reliability and availability of that inconme measure,
the Group considered that its use in the scale of assessments woul d be
impractical for the tinme being. It noted that hitherto National |ncone (equa
to NNP) had been the basis of calculation. The Wrking G oup recomends that,
for reasons of data availability, conparability and sinplicity, the basis of

cal cul ati on should be G oss National Product.

50. The Wirking Group noted that, in the recent past, availability of reliable
and internationally conparabl e national accounts has been a matter of concern
with respect to many centrally planned economes that relied on the Material
Product System (MPS) instead of the SNA, and thus had to derive estinmates of
national income with the help of conversion keys. The Wrking Goup was
informed that, in nost fornmer centrally planned econom es, programmes of
transformation of the official statistics in accordance with the internationa
standards were being inplenented and that national accounts were now conpiled on
the basis of the concepts and definitions of the 1993 SNA on a regul ar and
systematic basis. International organizations and, above all, the United
Nations Statistical Division and the Organi zati on for Econom c Cooperation and
Devel opnent (OECD), provide assistance to the former centrally planned econom es
in solving technical problens, such as those pertaining to the introduction of
the 1993 SNA and the treatnent of the informal sector and the underground
econony.

51. Two additional problens, both of which would tend to inflate the former
centrally planned economi es' figures in relation to other countries, were noted:
(a) estinates for the earlier years of the 7.5 year base period were

unsati sfactory and (b) the adoption by these countries of the new SNA i n advance
of other countries would result in a broader definition and thus a higher
neasure of income for them The Wrking Goup therefore recommends that the
Conmittee on Contributions address this issue before the next scal e of
assessnents i s devel oped.

2. Aternate inconme nmeasures

52. The G oup took note of the special problens and devel opnment needs faced by
devel opi ng countries and consi dered how the basic i ncone neasures m ght be
conbi ned with, or supplenented by, alternative income neasures and, if so, to
what extent.

53. There are two fundanentally different approaches that have been attenpted
in this regard, that of socio-economc indicators and that of adjustnents to
nati onal incone. The first approach consists of theoretical nmeasures combi ning
nati onal incone with social and econonmic indicators (level of education, health
quality, available infrastructure, poverty, etc.), both in the formof indices.
At present, no socio-economc indicators are enbodied in the scal e methodol ogy.
The Conmittee on Contributions pointed out in its report to the General Assenbly
at its forty-eighth session 7/ that the efforts undertaken to incorporate



A 49/ 897
Engl i sh
Page 17

soci o-econom ¢ indicators in the methodol ogy "were abandoned after severa
years, owi ng to the insurmountable technical and other problens encountered in
t he process "

54. In the other approach, the national inconme figures are adjusted through
additions or deductions that are deemed necessary to arrive at an appropriate
neasure of income. Anobng such adjusted incone neasures that have been envi saged
by the Committee on Contributions over the years are (a) incone adjusted for
changes in national wealth; (b) sustainable incone, defined as national incone
m nus expenditures required to sustain such incone into the future; and

(c) debt-adjusted inconme. |In this context, the Wrking Goup focused its

di scussion on the |ast-nentioned neasure, the only one incorporated in the
present scal e nmet hodol ogy, and on the adjustnent to which it gives rise, nanely,
t he debt - burden adj ustnent.

(a) Socio-econonmc indicators

55. In the view of sone nenbers, the rational e behind socio-econonic indicators
(which also applied to adjusted i ncone neasures) was that it was nore rel evant
to determine the real, rather than the absolute, capacity to pay and that that
real capacity to pay was not adequately reflected in the basic income measures.
Nati onal incone, for instance, does not take account of the depletion of natura
resources (see paras. 32-34 above), putting countries that rely on one nmjor
source of exports at a disadvantage. Simlarly, countries w thout a devel oped
infrastructure require the allocation of sonme of their inconme to that need and

t hus cannot be conpared equitably to other countries with the sane per capita

i ncone but which already are at a nore advanced stage of developnent. Alternate
i ncone neasures, in conbination or in addition to national inconme, according to
t hose nenbers, would result in a nore appropriate neasure of capacity to pay.

56. Proponents of the use of the basic national income neasures (as in steps 1
and 5 of the present nethodol ogy described in paragraph 25 above), on the other
hand, pointed to the conprehensiveness and standardi zati on of the nationa
accounts and their wi de acceptance and application as the essential reasons for
their preference. Mireover, many of the soci o-econom c indicators were already
reflected in the standard nmacroeconom ¢ aggregates, for exanple, debt-servicing,
governnent expenditure on social services such as education, health, etc., and
their inclusion mght |ead to doubl e-counting. Past studies undertaken by the
Committee on Contributions reveal ed a high correl ation between incone and
soci 0- econom ¢ devel opnent i ndi cators.

57. They al so nmentioned sonme shortcomngs in the use of socio-econonc

i ndicators, such as (a) |ess standardi zation in concepts; (b) |less sensitivity
to changes and thus slower to react to recent devel opnents; (c) data avail abl e
for fewer countries and less timely than national accounts; (d) estimates
difficult, if at all possible, to make; (e) nore subjectivity since their use as
relative nmeasures entailed setting weights and norns that, in the absence of
accept abl e standards, were often nmade arbitrarily; and (f) the fact that they

I ed to higher, rather than | ower, assessnents for devel opi ng countries.
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58. Some nenbers drew the attention of the Wrking Goup to the Human

Devel opnent Report 1994, published by the United Nations Devel opnent Programme
(UNDP). The report contains the human devel opnent index, available for 173
countries, which, they felt, was an exanple of a socio-econon c indicator that
coul d perhaps be incorporated in the scale nmethodol ogy in conbination with the
basi c national income figures. There have been several versions of the Human
Devel opnent Index, and the current one is a conbination of three indices, each
with a weighting of one third, as follows: 8/

(a) The first index is life expectancy at birth expressed in years, and
pertaining to 1992;

(b) The second index is itself a synthetic one on educational attainnent,
conbining the adult literacy rate expressed in percentage and the mean years of
school ing, both for 1992;

(c) The third index is real CDP per capita for the year 1991, converted
into United States dollars on the basis of purchasing power parities and further
adj usted by reducing the per capita incone of countries above a threshold of
US$ 5,120 (i.e. the mechanismof the | ow per capita income adjustnment, but in
reverse and with different paraneters).

59. The Working Group recogni zed that, while such a synthetic index was
analytically useful, it was unsuitable for the purpose of neasuring capacity to
pay in that it negated the effect of the | ow per capita incone adjustnent and

t heref ore went against the wish of the General Assenbly that the specia
situation of devel oping countries be taken into consideration in the scal e of
assessnents.

60. For the time being, there were no concrete proposals on how to conbine
soci o-economic indicators with the basic income neasures in the assessment
formula. Despite the difficulties, sone nmenbers wi shed the efforts in that
direction to be pursued. Gven the theoretical and practical difficulties in
t he use of socio-econom c indicators, other nenbers considered that any
adjustnents to basic incone figures were best subsuned, in whole or in part,
under the | ow per capita income adjustnent, which was based on reliable and
conpar abl e national income neasures.

(b) Debt-burden adj ust ment

61. The Working G oup acknow edged the seriousness of the debt problem of
devel opi ng countries and the desire of the international comunity to provide
appropriate support and relief. It noted that, since 1969, various ad hoc

adj ustments had been made in the scale of assessnments in recognition of that
situation, so that, in the 1995-1997 scale, 47 countries benefited in varying
degrees fromthe debt-burden adjustnment described in paragraph 25 (step 3 of the
exi sting nethodol ogy). |In the 1995-1997 scale, the cash relief of the debt-
burden adj ustnent ampunted to 83.5 points (out of 10,000), or about

US$ 10 million
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62. The Wrking Goup noted that the national incone figures that were the
starting-point for the scale of assessnents accounted fully for interest
paynments on external debt on an accrual basis, i.e. whether or not those
paynents were actually made on time. The debt-burden adjustnent was intended to
take account of anortization paynents.

63. Several nenbers stressed that the debt burden was the nobst inportant
financial and budgetary constraint many Governnents had to face and that the
debt problemwas now as difficult as before. Those nenbers pointed to the
recent financial and economic deterioration in Mexico and, in general, in the
entire Latin American region, where major crises directly linked to the

out standi ng debt arose every so often. They considered that the present

adj ust nent, which was the product of successive decisions of the Genera
Assenbly, shoul d be mai ntai ned because the debt affected the capacity to pay of
the countries concerned.

64. Several nenbers drew attention to a nunber of features of the adjustnent:

(a) It was based on a theoretical presunption that principal repaynents on
public and long-termprivate debt were made at a rate of 12.5 per cent a year;
it was not, however, linked to actual paynents made nor did it take account of
the extent to which debt was refinanced,;

(b) The Conmittee on Contributions had explicitly acknow edged in its
report to the General Assenbly at its forty-eighth session 9/ that "the
conceptual probleminherent in this adjustnment is that the deduction of debt
fromnational inconme does not result in an inconme concept defined in
i nternational standards”;

(c) The qualifying limt for the debt adjustnment, a per capita i ncome of
$6, 000, was about double the cut-off used in the | ow per capita income
adjustment. The per capita income figures utilized for that purpose were,
nor eover, not consistent with the official United Nations data enpl oyed by the
Committee on Contributions for the purpose of calculating per capita inconeg;
rather, they were based on data prepared by the Wrld Bank for its own purposes;

(d) The anpunt of relief so granted was insignificant in relation to the
nmagni t ude of the problemthose countries faced and to the relief provided
t hrough ot her nechani sns such as the Paris and London d ubs.

They concl uded that the adjustnent was not sufficiently soundly based nor
substantial enough to justify nodifying the basic incone nmeasure and it would
best be subsumed under the | ow per capita income adjustnent.

65. The sanme nenbers al so suggested that, if particular countries could
denonstrate that they had actually nade substantial net repaynents (i.e.,

wi thout refinancing), that could, prima facie, constitute a justification for a
speci al adjustnent by the General Assenbly on the basis of a reconmendation by
the Conmttee on Contributions. Wth that proviso, they considered that the
debt - burden adj ustment shoul d be elim nated.
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D. Base period and frequency of scale calculation
66. In principle, the base period that best reflects capacity to pay is the

same as the rel evant assessnent period: 1995 for paynments in 1995, 1994-1996
for the period 1994-1996 and so on. This is, of course, not practical.

Al t hough MERs are avail abl e continuously, the nost up-to-date national accounts
estimates are produced, at best, only six nmonths or so after the year to which
they refer, are supplied to the United Nations with another three- to six-nonth
I ag and can be taken into account in the scale of assessments only two years
behi nd the reference period (see para. 53 above). |In addition, nationa
accounts estimates are lagging by one or two years (in relation to the nost
up-to-date ones) (see table 1). They are al so subject, on average, to two or
three annual revisions thereafter

67. Moreover, fully contenporaneous figures would not necessarily be hel pful in
managenent terns. Both the United Nati ons and Governnents need notice of
changes and usual ly prefer a degree of stability, since it is often difficult to
secure funds for contribution increases at short notice. It should be noted,

t hough, that it mght be possible to apply a current assessnent by naking a
provi si onal assessnment on the basis of the nost recent data and then applying an
adj ust nent when the rel evant figures becone avail abl e.

68. Using only provisional figures and adjusting them when newer statistics
becone avail able m ght also cause difficulties for those Menber States with
incones growing faster than the world average. But, by the same token, failure
to adjust contributions pronptly in response to changing circunmstances does not
properly reflect the position of countries whose relative inconmes are declining.
The effect of a long base period is to redistribute points in the assessnent
scale fromcountries with faster-grow ng econonm es to those that are grow ng
slowy or declining.

69. The Wirking Group noted that, in determning the base period, accuracy and
tineliness may be conflicting considerations. Using data for previous years may
be nore accurate and mght be preferred if tineliness was not a consideration
The Working Group did not have access to data on the extent of revisions or

whet her they are systematically upward or downward, and recomends that such
data shoul d be collected and anal ysed. However, for nost countries, revisions
are usually small, even in relation to first estimates, and rarely nore than
1to 2 per cent. On the other hand, data for earlier years nmay actually be | ess
appropriate, as in the case of the former centrally planned econom es (see

para. 51 above). Taken together, these factors point, in principle, to the nost
recent single year for which data are avail abl e as the appropriate base period
for the GDP esti mates.

70. Slightly different considerations apply to the selection of the base period
for the exchange rate calculation. MERs fluctuate considerably fromyear to
year and indeed fromday to day. It is hard to dispute that in any given year
the MER may have departed from sone "underlying" val ue, which may represent the
appropriate conversion rate for calculating capacity to pay. But it is even
harder to determi ne what that "underlying" value mght be - in other words,

whet her this year’'s or last year’'s MER is the "underlying" one and the other an
aberration. Conventionally, many finance mnistries assune, in making financia

/...
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provisions, for lack of any alternative, that the current rate is the correct
one, a view for which there is sone academ ¢ and market support. Equally, in
the short term sharp shifts in a country’'s MER clearly definitely result in a
shift inits capacity to pay in foreign currency. One expert considered that it
was inportant to nmodify the inpact of excessive fluctuations in MERs and that,
in theory, applying a relatively long base period for MER is one way of

achi evi ng such a purpose.

71. If instability in assessments were not a consideration, the appropriate
base period for the exchange rates mght, like that for GNP or national incone
figures, be the single year corresponding to them The scale would fluctuate
sonewhat as a result, but over a run of years, distortions resulting from
tenporary msalignnents woul d be offset. Indeed, if the nmeasurenent period were
the sane as the paynment period, currency fluctuations vis-a-vis the United
States dollar would tend to offset assessnent share changes in United States
dollars, yielding greater stability in the real value of donestic currency
required to neet United Nations assessnents.

72. In practice, some averagi ng of exchange rates (beyond that already enbodi ed
in annual figures, which are thensel ves averages of daily data) may be justified
as a way of avoiding the problemthat a particular year’'s exchange rate is
unusual | y unrepresentative. MER data have the advantage that they are avail able
right up to date, so even the nost recent GNP or national income figures can be
converted using figures for the year imediately after and the year before the
one in question. Thus figures for year t would use the nmean of the foll ow ng
rates:

MER ., MER MER.;
A further refinenent would be to adjust these rates for price changes.

PARE,., MER PARE.,

If the base period for the G\P or national inconme data is three years, the
appropriate conversion rate would be the MER for each year, w thout the
adjustrment for the prior year and the succeedi ng one, since the averagi ng woul d
al ready be incl uded.

73. The effect of shifting the base period fromthe present 7.5 years to

3 years or 1 year would be to require a one-tine change in assessnents anounting
to some 1.5 to 2 percentage points in all, after elimnating the effects of
phasi ng out the schenme of limts as already agreed by the General Assenbly.
Thereafter, assessnents may change somewhat nore rapidly than in the past, when
there was a base period of up to 10 years, because the shorter base period woul d
refl ect capacity to pay nore accurately and qui ckly, but the amounts invol ved
woul d be only a fraction of the one-tine effect resulting fromthe change in the
base period and the elimnation of the schenme of Iimts. This one-tinme change
represents the accumul ated ef fects of postponing changes in the past, and
suggests that in future it would be desirable to adopt a short base period and
then maintain it, whatever the short-termattracti ons of adjustnents. Shifting
the base period from3 years, to 7, to 10, and finally to 7.5 years has in
itself led to sone anomalies in the scale of assessnents.
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74. \While the assessnment period remains three years, it would seemattractive
to use a base period of three years also. The Committee on Contributions would
then be able to exam ne a new data set every three years, reflecting shifts in
capacity to pay.

75. The Working Group further considered that the Committee on Contributions,
for information only, mght wish to keep under review the evolution of nationa
econom es in successive years.
76. The Wirking G oup accordingly recomrends

(a) A three-year base period for assessnents, using GNP and MER

(b) Avoiding any further change in the base period;

(c) Maintaining a database suitable for evaluation and simulation of the
system

77. Some nenbers believed that, although the changes that coul d be expected to
result mght not be large, there should be annual recal culation of the scale for
information. Later on, the possibility of automatic annual adjustnent of
assessnents, with reviews at three- or five-yearly intervals, could be eval uated
in the light of experience.

E. Conversion to a commbn currency

78. The choice of exchange rate for converting national income figures to a
common currency is a crucial element in the calculation of the scale of
assessnments. Fluctuations and distortions in exchange rates can be a nuch
greater source of variation and of error than income data

79. The Working G oup considered that the present practice of using MERsS was in
principle, and for nmost practical purposes, the appropriate one. United Nations
contributions are paid in foreign currency (United States dollars) and it
follows that the assessment scal e shoul d be based on exchange rates that reflect
the costs of securing that foreign currency. The Goup therefore considered the
probl ens of applying that general rule and the circunstances in which departures
fromit mght be needed. It exam ned, in particular, the useful ness of

pur chasi ng power parity (PPP)-based exchange rates. 1t also considered the
proposition that the scale should be derived in terms of Special Drawing Rights
(SDRs) rather than United States dollars.

1. Data availability

80. MERs are published in IM- International Financial Statistics for the 179
countries that are also nmenbers of the Fund. These rates are of three types:

(a) Determined in a market, for fully convertible currencies;

(b) Pegged or fixed to another currency; or
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(c) Fixed by decree, usually on the basis of market forces in paralle
mar ket s.

81. The rates used for constructing the scale are annual averages of the
principal rates used for nbst current transactions.

82. (Oher rates currently available for constructing the scale are:
(a) United Nations operational rates, used for accounting purposes in
United Nations transactions with certain countries, and based on official,

conmercial and/or tourist rates;

(b) IMF blended rates (constructed for Commonweal th of | ndependent States
(CA'S) countries before i ndependence, when no separate rates were avail abl e);

(c) Price-adjusted rates of exchange (PAREs), obtained by extrapol ating
froma reference year or period using the inplicit price deflator of GDP

(d) Wirld Bank Atlas rates, a sinple average of a current narket rate and
PARE rates based on the two previous years.

2. Application

83. There were four main argunents for departing fromthe use of MERs in the
cal culation of the scale of assessnment. First, in countries with

non- convertible currencies and, usually, multiple exchange rates, the officia
rates are particularly likely to be distorted and unrepresentative of both
under | yi ng economi c perfornmance and the cost, in donmestic resources, of
obt ai ni ng foreign exchange. 1In such cases, the Committee on Contributions

enpl oys either the principal rate agreed between the country and I M-, or the I MF
bl ended rate. The Working G oup noted that the nunber of such cases was tending
to dimnish and that the process of devising suitable rates was sonetinmes highly
judgenmental. It was suggested that the criteria used should be nore clearly
spelled out and that efforts should be made to devise nore systematic tests of
whet her the rates selected were credi ble. Conparisons in terns of PPPs m ght
eventually have a role in that regard (see para. 97 bel ow).

84. Second, in countries with high inflation, changes in MER nay not be
synchroni zed with the inflation rate, resulting in a real exchange rate that may
not correctly reflect the underlying capacity of the econony and nmay al so
fluctuate sharply. The sane considerations apply as in the previous paragraph

85. Third, where countries with noderate to high inflation rates peg their
exchange rates, the real rate rises over tine, possibly to a level that is
unsust ai nable. PAREs are currently applied in such cases 10/ on an ad hoc basis
by the Commttee on Contributions. Menbers of the Group were uneasy with that
adjustnment, since it usually renoved the possibility of reverting to MER when
that woul d be warranted by changi ng econom c circunstances. Mreover, the

choi ce of base period for PARE seenmed to be sonewhat arbitrary, too | ong and too
di st ant.
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86. Fourth, the G oup observed that there had been sharp fluctuations in MERs,
in both the short and the nediumterns, of the market economies. |In the view of
some nenbers, that was evidence of m salignnent and resulted, for some
countries, in an income share in United States dollars that did not reflect
under | yi ng econom ¢ potential or capacity to pay. That suggested the need to
devel op indicators of the extent of misalignnent, as well as ways of correcting
for it. However, no specific neasures were discussed, with the exception of PPP
(see bel ow).

87. The Goup felt that those conversion rate issues needed to be reviewed in
greater depth than it had time for, but that, nmeanwhile, the presunption should
be that MERs remmi ned the | east unsatisfactory approach. Menbers also noted
that, over tinme, exchange rate fluctuations around a trend would be mutually

of fsetting. Sone aspects of the discussion are also to be found in section D
above, on the base period and the frequency of the scale cal cul ation.

3. Special Drawing Rights

88. The Working G oup discussed the suggestion that the common currency

enpl oyed in the scale cal culation should be the SDR (the wei ghted average of
five major currencies cal culated and used by IMF) rather than the United States
dollar. It was argued that that would be a nore neutral and appropriate neasure
than a single currency, and would help to iron out some of the fluctuations
about which there was concern. A clear distinction had to be made between
accurate neasurenment of capacity to pay and the actual currency of paynent.

89. In the discussion, it was pointed out that, for a single year, the
numeraire used for the calculations made little difference to the result, since
the cross rates between different currencies and SDRs had to be mutually
consistent. |In practice, there were slight inconsistencies anbng those rates
because annual rates were the average of daily rates. That was denonstrated by
calculations in a conference room paper showi ng very snmall differences in shares
derived using dollars and SDRs. For a simlar reason, calculating the scale
with a base period of more than one year would result in relatively greater

wei ght being given to national incone in the later years of the base period than
in a calculation using a stronger currency. Since the dollar had been weakeni ng
for sone time vis-a-vis the SDR, an SDR-based cal cul ation over three years would
therefore put relatively I ess weight on the last year. In the event of a

t hree-year base period, the effect of the change would be slight. Nevertheless,
menbers of the Goup felt that the idea should be studied further

4. Purchasing Power Parity (PPP)

90. The nost recent version of the SNA that of 1993, recommends t hat
conpari sons of GDP, or GDP per capita, between countries be based on a
met hodol ogy in which estimtes expressed in national currencies are converted
into a cormmon currency at their purchasing power parities. The question thus
arose of using PPP-based figures for the purpose of the scale of assessments.
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91. The justification for the concept of PPP lies in the fact that the United
States dollar price of a given good or service, when cal cul ated by applying
prevailing MERs to its actual price in local currency, often differs widely from
country to country. PPPs align conparisons of sets of goods and services that
nmake up the GDPs of different countries in real, rather than in nom nal

terns. 11/ The current approach to this difficult problemconsists in

determ ning for each country the price in local currency of a suitably defined
basket of goods and services. It is then possible to find out how many units of
one currency are needed to purchase the equival ent in goods and services of one
unit of the currency of another country, for exanple, the United States dollar.
The PPP thus obtained is then used to convert into United States dollars al
components of GDP. The result represents an approxi mati on of what would result
if every component of GDP was valued in United States dollar prices.

92. There are many technical difficulties in this procedure. They are being
addressed in the framework of the International Conparison Programre (ICP), in
whi ch the United Nations Statistical Division is a mgjor participant, along with
| M-, the World Bank, the European Union, OECD and others. The progress already
achi eved has been considered sufficient for decisions to be taken at | M~ and

el sewhere henceforth to present international conparisons of GDP in terms of
PPP- based fi gures.

93. In a staff study nade available to the Wrking G oup, the Research
Departnent of | M- neverthel ess recogni zes that "PPPs are not necessarily the

ri ght conversion factors for all purposes". 12/ The United Nations Statistica
Commi ssion, 13/ while considering that "I CP generated a new type of information
whi ch coul d serve many inportant policy and research purposes both at the
national and international |evels", also stated that "I CP results were not
currently suitable for assessing contributions to the United Nations", a
position which it reaffirmed on several occasions. The Wrking Goup wi shes to
associate itself with this position of the Statistical Conm ssion

94. One reason for the unsuitability of PPP-based GDP estimates in determning
the scal e of assessnents is that, as yet, they are available only for alimted
nunber of countries and a limted nunber of years. International price

conpari sons have been applied to detailed data from 16 countries for 1970,

34 countries for 1975, 60 countries for 1980, 64 countries for 1985 and

30 countries for 1990. Projections for other countries and other years have a
consi derable margin of error and inply that the scale of assessnments woul d need
to be reopened for the back years whenever new benchmark infornmati on becane
avail able. Menber States could legitimately claim on the basis of that new
benchmark information, that they had been overassessed.

95. (Oher reasons relate to the concept of PPP itself. |If PPPs were nerely an
approxi mati on of what MER should be if there were no market inperfections, using
PPP- based i nstead of MER-based figures woul d undoubtedly be advi sable as soon as
availability problens were resolved. However, United States dollar price

di sparities between countries, especially between devel oped and devel opi ng
countries, are not only due to possible exchange rate misalignment but, nuch
nore inportantly, to differences in real prices and price structures, which
cannot be ignored when considering resource availability.
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96. Another way to reach the sane conclusion is sinply to note that
transacti ons between econonmic agents or with the outside world, when described
in terms of noney flows, cannot but be expressed by using actual prices and
MERs. This is the reason why | M, while adopting the PPP nethodol ogy for

anal ysi ng macr oeconom ¢ aggregates, still uses MERs as the basis of financial
dealings with its menbers. In line with the recommendation of the Statistica
Commi ssion, the Wrld Bank does the same when considering credit eligibility of
nmenber countries.

97. The G oup discussed the extent to which PPP-based GDP estimates m ght
becone a practical analytical tool if the rather Iinmted data avail abl e were

i mproved. It was suggested that it was unlikely that they woul d be suitable for
direct use in the actual scale calculation, but that they had sone potential as
a useful way of identifying anonmal ous and non-credi bl e exchange rates. There
appeared to be a strong correlation (and a strong rank correl ati on) between per
capita incone figures estimated on the basis of PPP and on the basis of MER

The Working Group thought there would be value in naking efforts to i nprove PPP
data col |l ecti on and met hodol ogy and that further consideration of the theory
shoul d al so be encouraged.

F. The low per capita incone adjustnent

98. The Wrking G oup affirmed the continuing rel evance and i nportance of the
principle of the |ow per capita inconme allowance and endorsed its continued
application as a conponent of the measurenent of capacity to pay. The

al | owance, which is deducted froma Menber State’'s national incone to arrive at
its assessable income, has been a feature of the United Nations scale fromthe
begi nni ng.

99. The structure of the formula used to cal culate the all owance has remai ned

| argel y unchanged. The key parameters are the per capita income limt (the
[imt or threshold) and the gradient (proportion of relief). Countries wth per
capita income belowthe limt are given a reduction equal to the proportion by
which their per capita incone falls below the threshold, multiplied by the
gradient. Currently, the limt is $3,200 and the gradient 85 per cent, so that,
for exanple, a country with a per capita income of $1,600 receives

42.5 per cent, i.e. 85 per cent of 50 per cent.

100. At present the reduction in assessable income resulting fromthe
application of this allowance anpbunts to sone 8.9 per cent, or 890 points.

Prior to 1979, this was absorbed on a pro rata basis by all Menber States. The
adjustnents were, in effect, spread over the whol e nenbership, as indicated by
the line "pre-79 LPCIA" in figure 1, which shows the per capita contribution at
different levels of per capita incone. Figure 2 expresses the same information
interms of contribution rates, i.e., a Menber State's contribution as a
proportion of its incone.

101. Since 1979, the cost of the allowance has been redistributed only anbng the
Menber States with per capita incones above the limt, with the result that

t hose Menber States bear a uniform surcharge of about 20 per cent. The effect
of this is shown in the charts by the dotted line "Post 79 LPCIA". This also

l...
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produces a "junmp" or discontinuity (equivalent to sonme 6 cents per head) when a
country’s per capita incone goes above the limt. For conparison, the solid
lines in the two charts show contributions per capita and contribution rates
before the application of the | ow per capita incone adjustnent.

102. In relation to capacity to pay, the Wrking G oup considered that the | ow
per capita incone allowance has a twofold rationale. First, the allowance could
be thought of either as a starting point or as a general adjustnent to take
account of the various considerations, such as sustainabl e devel opnment,
soci o- econom ¢ devel opnent indicators, debt anortization, etc., which are not
enbodi ed in the basic incone neasure. Second, it reflects the principle of
progressivity. As is seen in domestic tax systenms, the smaller a person’s

i ncome, the greater the proportion of it that is required to provide for basic
needs such as food, clothing and shelter. For this reason, that person's
capacity to pay taxes can be said to be proportionately |lower than that of a
person with a higher income. |In nost tax systens there is therefore a
presunption that tax rates should be Iower at the |ower end of the incone scale;
hence the concept of the allowance for countries with | ow per capita incone.

103. While the Wirking Group endorsed the continued application of the | ow per
capita incone all owance, the problemrenmained of howto arrive at specific
paraneters. The G oup was not able to agree on specific principles to be used
for that purpose. Sone nenbers suggested that, in addition to the genera
principle of equity set out in paragraph 30 above, the principle of
progressivity required that no country’'s per capita contribution should be
greater than that of another country with a higher per capita income. O her
menbers of the Goup felt unable to support those proposals since the

i mplications of the application of such principles were far fromcl ear

104. Wth respect to the existing all owance system the Goup noted the

di scontinuity described in paragraph 101 above. Although the amounts invol ved
were not | arge (about 6 cents a head for a country at the limt), sonme nmenbers
considered that this should be elimnated by reverting to the pre-1979 net hod,
whi ch was | ess sensitive to data error

105. Another consideration relevant to setting the paraneters is the bal ance
between the total cost of the allowance and the burden of financing it. The
nore countries that benefit fromthe all owance, the smaller the base to which it
can be redistributed. At present there are about 105 countries with per capita
i ncones below the limt, accounting for roughly 85 per cent of the world

popul ation. Whatever the paraneters, a clear criterion is needed for updating
the income limt, which has already been updated fromtinme to time inline with
the growth of the weighted world average income in United States dollars. |If
all incomes grew at the sane rate, the percentage all owances woul d remain
unchanged, which would be acceptable if the object were to provide relief in
accordance with rel ative incomes.
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106. Alternatively, if the logic of the allowance forrmula were to provide relief
inrelation to some absolute |evel of incone, it would follow that the limt
shoul d be increased only in line with price changes. This was, indeed, the
intention in the earlier years of the system but the price index used - United
States inflation - was unsuitable for the purpose. Sone nenbers suggested that
a nore appropriate price index mght be derived by dividing the growth in world
nom nal incone by the growth in real world income as neasured in terns of PPPs.

107. Sone nenbers considered the current per capita incone limt to be too high,
and suggested alternative criteria: the Wrld Bank's limt for Internationa
Devel opnent Association (I DA) financing, the world nmedian per capita incone
(i.e., that of half the world’s popul ation) and the upper quartile (i.e., that

of the top quarter). Oher nenbers contended that none of those criteria was
superior to the one being used and hence there was no justification for naking a
change.

108. The G oup noted that the gradient had been raised a nunber of tinmes to its
present |evel of 85 per cent, after many years at 50 per cent. Sone menbers
felt that that was also too high, while others felt that the present gradient
was appropriate and had been approved by the General Assenbly by consensus.

G. Technical considerations

1. Rounding

109. The issue of rounding pertains only to the nunber of decimal places in

whi ch the scal e of assessments is expressed and not to the nunber of decinma
places with which it is calculated. 1In effect, ever since the scal e has been
cal cul ated on a conmputer spreadsheet, calculations are automatically carried out
to about 20 decimal places; the scale is rounded to 2 decinmal places only at the
| ast stage, for inplenentation purposes.

110. A scal e expressed in percentages with 2 decimal places has 10, 000 points
and the mnimumincrease or decrease between 2 successive assessnents is one
point. For a Menber State with an assessnent of 500 points, a shift of one
point represents two tenths of 1 per cent of its assessnment. For a Menber State
with an assessnment of 50 points, the sane one-point shift represents 2 per cent.
But for a Menber State with an assessnent of two points, the sanme shift
translates either into a 50 per cent increase or a 50 per cent decrease. And
the m ni mum by which the share of a Menber State assessed one point can go up is
100 per cent.

111. If the United Nations had only 10 Menbers, the issue of rounding woul d not
even arise. But the Oganization has 185 nenbers, 127 of which have an

assessnent of 10 points or less. It would seemfair to express the scale of
assessnents with a sufficient nunber of decinal places to avoid such |arge
shifts in assessnents at the bottomend of the scale. The easiest way to

achieve this is sinply to assign 100,000 points to the scale or, in other words,
to express it in percentages with 3 decinmal places. A Menber State assessed 10
poi nts woul d now have 100 points, etc. The mninumshift would still be one
point, but this shift would now be 10 tines snmaller. On the basis of the
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regul ar budget for 1995, about $1.2 billion, a point would no | onger correspond
to $120, 000, but to $12, 000.

112. This can be achi eved without nodifying the floor. The floor woul d be set
at 10 points (0.010 per cent) instead of one point (0.01 per cent).

113. Alternatively, one could argue in favour of 4 decimal places, with

i ncrements of $1,200 instead of $12,000. One could also argue that there is no
need even to express the scale with 3 decinmal places, and that taking the
results automatically cal cul ated by the conputer spreadsheet package (inplicitly
at 20 decimal places or so) would be perfectly adequate. However sinple this
nmay be to inplenent, it has the drawback of giving the erroneous inpression that
all the statistics entering the calculation of the scale are accurate to the
twentieth decinmal. But, by the sane token, there is a nargin of error inherent
in all statistics and there is rounding. An equitable assessnent scal e shoul d
attenpt to guard agai nst excesses resulting fromeither one. |In the present
scal e, a Menber State can get a "windfall gain" or suffer a "windfall |oss" of
$120,000 sinply as a result of rounding, which seems excessive with over 100
Menber States assessed at 0.10 per cent or |ess.

114. Wiile there was sone concern that adding one decimal place to the scale

m ght make the work of the Committee on Contributions even nore difficult, on
bal ance the Group felt that it could actually nmake it easier, because the
smal | er suns involved would give | ess reason for Menber States to conplai n about
excessive variations. The Wrking Goup reconmends that the scal e of
assessnents be expressed in percentages with 3 decinal places (i.e., 100,000

poi nts).

2. Popul ation data

115. In the present scal e nmet hodol ogy, the national income figures are averaged
to yield the base period national incone (see para. 25, step 2). The base

peri od per capita income, on the other hand, is obtained by dividing this base
peri od national inconme by the population figure of the m d-point of the period
(see para. 25, step 4). Population figures are available for all years and are
the nost reliable elenment of the present nethodol ogy (see annex |11, para. 6).
For accuracy and consi stency, the Wrking G oup reconmends that per capita

i ncomre be cal cul ated annual |y and averaged over the base period.

3. National accounts data

116. The definitions of incone and expenditure are broader in the 1993 SNAs than
under present conventions, and hence this will result in higher measures of GDP
GNP and national income for all countries. As Menber States will inplement the
1993 SNA at different dates (sone in 1997, sonme in 1998 and sone only after the
year 2000) and revise their estimates for varying periods (sone back to 1995,
others to 1990, etc.), this will result in lower international conparability of
nati onal incone data during a transition period that could easily overlap with
up to three triennial scales of assessnments. The Wbrking G oup reconends t hat
the Conmttee on Contributions address this issue before the devel opment of the

l...
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next scal e of assessnents to ensure that international conparability of basic
i ncome figures is maintained.

117. The Working Group notes that the absence of conplete up-to-date and

conpar abl e national accounts data for several Menber States obliges the
Committee on Contributions to request fromthe Statistical Division a |arge
nunber of estimates, which may be |l ess satisfactory than the ones Menber States
coul d have supplied thensel ves. The Goup thus encourages Menber States to
produce nore tinely and nore conpl ete national accounts.

H Gher matters

118. In its deliberations, the Wrking Goup focused its attention on those
aspects of the current nethodol ogy which it understood to be technical and on
which its expert views had therefore been sought. In that context, the G oup
noted that decisions to establish a ceiling and a floor as an el ement of the
met hodol ogy for the determination of the scale had been taken by the General
Assenbly on non-technical grounds. Simlarly, it noted the Assenbly's decision
to introduce, and, subsequently, to phase out a scheme of limts. The Wrking
G oup was persuaded that, because of the nature of the above-nentioned
decisions, it was not called upon to pronounce itself on them

Not es

1/ In the context of the present report, the expression "world incone"
refers to the total income of the States Menmbers of the Organization.

2/ The base period national income and base period per capita incone are
hereafter referred to sinply as national incone and per capita income.

3/ Oficial Records of the General Assenbly, Forty-ninth Session,
Suppl erent No. 11 (A/49/11), para. 12 (b).

4/ Addi tional adjustments are required to inplenent the partial phase-out
of this schene of Iimts called for in General Assenbly resolution 48/ 223 B, but
their description is unnecessary here.

5/ In the SNA, the concepts of "resident” and "non-resident” are not
defined in terms of citizenship, but rather according to country of normnal
resi dence.

6/ Tabl e prepared on the basis of two docunments: for GDP and Nati onal
Income, A/CN.2/R 578, the principal statistical document used by the Conmmittee
on Contributions in the fornulation of the 1995-1997 scal e of assessnents; and
for NNDI, a conference room paper prepared for the Wrking G oup.

7/ Oficial Records of the General Assenbly, Forty-eighth Session,
Suppl emrent No. 11 (A/48/11), para. 34.
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8/ Human Devel opnent Report, Oxford University Press, New York, 1994,
chap. 5, p. 91, box 5.1.

9/ Oficial Records of the General Assenbly, Forty-eighth Session,
Suppl erent No. 11 (A/48/11), para. 35.

10/ The application of PARE rates to deal with the problens identified in
par agraphs 84 and 85 currently affects sone 20 countri es.

11/ Indices of PPPs are anal ogous to the nore famliar price indexes, but
purport to conpare the evolution of prices in space, i.e. anmong countries,
rather than over time. The expression "in real ternms" in opposition to "in
nom nal terns" in the context of the PPPs thus refers to neasures in which the
PPP vari ati ons anmong countries have been renoved and not to neasures in which
the variations in prices over tine (i.e. inflation) have been renoved.

12/ | MF, Washington, D.C., Decenber 1993.

13/ E/CN.3/1987/26, para. 84.
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Annex 11

LI ST OF DOCUMENTS

Report of the Committee on Contributions (Oficial Records of the General
Assenbly, Forty-eighth Session, Supplenent No. 11 (A/48/11))

Ceneral Assenbly resolution 48/ 223 of 23 Decenber 1993 on the scal e of
assessnents

Report of the Committee on Contributions (Oficial Records of the General
Assenbly, Forty-ninth Session, Supplenent No. 11 (A/49/11))

Ceneral Assenbly resolutions 49/19 A and B of 29 Novenber and
23 Decenber 1994, respectively, on the scale of assessnents

Provi si onal agenda for the organi zati onal and preparatory session
(A AC. 245/ R 1)

Li st of nenbers (A/ AC. 245/ R. 2)
Li st of information papers (A/AC. 245/R 3 and Add.1 and 2)

Evol ution of the methodol ogy for the scale of assessnents and its current
application (A/CN 2/R 532 and update)

Revi ew of the | ow per capita income allowance formula (A/CN 2/ R 534)

Furt her devel opnment of alternative inconme neasures for use by the Comittee
on Contributions (A CN 2/ R 544)

Progress report on the further devel opnent of price-adjusted rates of
exchange (A/CN. 2/ R 563)

Al ternative nethodol ogi es for assessment (A/CN. 2/ R 485 and Corr.1 (English
only))

Excerpts from Wrld Econom c and Social Survey 1994 ( ST/ ESA/ 240-E/ 1994/ 65).

Condi tions or circunstances which adversely affect the capacity to pay of
Menber States: econonmic and social indicators of capacity to pay and
ability of Menmber States to secure foreign currency (A CN 2/ R 423)

Possi bl e incorporation of selected economc and social indicators in the
determ nati on of the scales of assessments (A/CN. 2/R 441 and Corr. 1)

| M-, World Economic Qutlook, Spring 1993, annex |V

Excerpt from Wrld Econonic and Financial Surveys, "Staff Studies for the
Worl d Economic Qutl ook™, by the Research Departnment of | M
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18. Excerpt from The Economi st - A Survey of the d obal Econony, "War of the
Wr | ds”

19. System of National Accounts, 1993 ( ST/ ESA/ STAT/ SER F/ 2/ Rev. 4, chap. XVI,
sect. f, International price and volune indices) regarding international
conpari sons of prices and volunes, with the System of National
Accounts - 1993

20. Statistical Comm ssion resolutions with regard to the use of purchasing
power parity

21. Excerpt fromThe Tineliness of Quarterly Inconme and Expenditure Accounts:
An International Conparison, table 2, national inconme and expenditure
accounts rel ease |l ags for 1992 by country

22. A description of the conpilation and estinmation of national income data
used by the Commttee on Contributions (A CN 2/ R 448)

23. Aternative nethods to assess the relative capacity to pay,

A/ CN. 2/ 457/ Rev. 1, paras. 29-32, part |1l A Tax progression built into the
present assessment et hodol ogy

24. Redistribution of the burden of relief (A CN 2/R 490)

25. Alternative incone concepts to nmeasure the capacity to pay (A/ CN. 2/R 533)

26. National incone data and related statistics (A/CN 2/ R 578 and Add. 1)

27. Sanple of the national accounts questionnaire
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Annex 11
DATA SOURCES
1. There are three types of statistical data required for the formul ati on of

the scal e of assessnents, namely: national accounts estimates, exchange rates
and popul ation esti mates.

A. National accounts

2. The basic source of data is the annual United Nations National Accounts
Questionnaire, which is sent to all national statistical offices about nine
months after the end of the reference year, but only two to three nonths after
the first conpilation of annual national accounts for that year. Replies come
in during the fall and winter and are processed. Data gaps are filled by the
Statistical D vision during the spring of the next year, in time for the
Conmittee on Contributions session in May or June. At the 1994 session of the
Committee on Contributions during which it established the 1995-1997 scale, the
Conmittee thus had at its disposal national accounts data up to 1992, already
two years behind the reference period.

3. The quality of the extracted data is mixed in terms of tineliness and
coverage, although a degree of conparability is nmaintained owing to standardized
concepts and definitions. Two types of adjustment are applied to basic data:
one is to overcone inconparability arising fromdifferent concepts and

net hodol ogi es, such as the conversion fromthe Material Product System (MPS) to
the SNA, which is no |longer necessary with the adoption of the 1993 SNA by
former centrally planned economi es; the other is to ensure uniformty of
coverage by converting to a cal endar-year basis the estinates originally
conpiled on a fiscal-year basis.

4. Where data are unavailable, use is first nade of estinmates prepared by, in
order of priority, the United Nations regi onal conm ssions because of their
proximty to, and know edge of, countries' econom c performance; internationa
organi zations such as the Wrld Bank and | M, specialized institutions such as
the Organi zation of Petrol eum Exporting Countries (OPEC) for oil-exporting
countries and the Commonweal th of |ndependent States (CIS) for countries in
transition fornerly part of the Soviet Union; and finally, econom c and
financial publications such as the Economist's Economc Intelligence Unit, Bank
of International Settlenents reports, etc. The Statistical Division then makes
estimates in the case of countries and/or years for which no data are avail abl e
fromthe other sources nmentioned above, on the basis of the follow ng

gui del i nes:

(a) Were the components that nust be deducted from other incomne
aggregates to arrive at national inconme (depreciation, factor incones, etc.),
are not available, use is made of proportions or percentages reflecting a prior
year(s)' relationship between aggregates;
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(b) \Were absolute levels of national product are not avail abl e but
di stributive shares of the primary, secondary and tertiary sectors of the
econony can be established for any year with sufficient reliability, the
sectoral elenments are wei ghted and extrapol ated by rel evant production
i ndicators and price indices.

On average, approximately 70 per cent of Menber States provide CDP estimates up
to the nost recent year of the statistical base period. The nunber of replies
containing figures for GNP and national incone is snaller. However, given all
the other avail abl e sources, the national accounts data are still considered
very reliable as illustrated in table 1 and di scussed in paragraph 47 of the
mai n body of the report.

B. Conversion rates

5. For nmost countries, the conversion rate is the average annual exchange rate
published in the IMF International Financial Statistics or obtained on the basis
of technical advice fromIM-. The rates used to convert national incone
expressed in national currency into a cormon unit (United States dollars) are
general ly the average market exchange rates published in I M- Internationa
Financial Statistics or provided directly by IM~. For countries not menbers of

I M=, use is made of the United Nations operational rates of exchange, which were
est abl i shed for accounting purposes and applied to all official transactions
with these countries. |In exceptional cases, as decided by the Commttee on
Contributions, price-adjusted rates of exchange are enpl oyed.

C. Population estinmates

6. The popul ation figures serving to derive per capita incone |evels are

of ficial data provided by national statistical offices inreply to a United

Nati ons questionnaire. 1In the absence of such figures, estinmates are made by
the United Nations Popul ation Division on the basis of well-established
procedures. 1t should be enphasized that of the three types of statistical data

used, popul ation figures could be considered the nost reliable, as they are
based on census information and survey results.



