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Statement by the Staff Representative in Response to 
. .' 

Questions Raised by Executive Directors, . ,' ' 
Committee of the Whole on Membership for 

of the-Former U.S.S.R. 
the,Republics 

Committee of the Whole Meeting 92/5 '.I 
March 26. 1992 

At the'meeting of the Committee of the Whole on Friday, March.20, 1992, 
Directors .requested the staff (i) to provide further calculations showing 
the effects of the use of exchange rates that were depreciated from the 
exchange rate used by the staff in EB/CW/QMethodology/92/1; (ii) to provide 
further information on the depreciation component in the data for GDP used, ., 
for making quota calculations for the former U.S.S.R. and for.the individual 
republics; (iii) to take direct account of interrepublican trade in.the :: 
quota calculations; and (iv) to examine the methodology in developing . 
statistical relationships with regard to other variables in the Bretton _, 
Woods formula. '. : 

1. I Effects of Usine: Depreciated ExchanPe Rates - The ,staff were.requested. 
to make two illustrative quota calculations. using (i) an exchange rate that 
was 20 percent lower in value. than that used by the staff, and (ii.) also to, 
make quota calculations on'an exchange rate that was equal to the average.of 
the cross-commercial rates for four other CMEA countries (Bulgaria, 
Czechoslovakia, Hungary, and Poland). The use of an exchange rate *that is 
equal to the average of the former CMEA countries results in a rate that is 
12.4 percent depreciated from that used by the staff. 

Illustrative quota calculations*hased on the two exchange rate assump- 
tions indicated by those Directors mentioned above are presented in the 
attached Tables 1 and 2 using Method II. These calculations show that if. 
the ex.change rate used by the staff was depreciated by 20 percent or by 12.4 
percent, then.the calculated quota for the former U.S.S.R., under Method II 
would fall'by 12.4 percent or by 7.7 percent, respectively. When. the calcu- 
lated quotas are converted into hypothetical quotas for the individual 
republics, the 20 percent depreciated rate reduces the aggregate share of 
the 15 republics in the total of Fund quotas by about 0.5 percentage point; 
a rate that was depreciated by 12.4 percent would, reduce this aggregate 
quota share by about 0.3 percentage point. The illustrative quota ranges 
expressed in absolute amounts of SDRs for each of the republics would also 
fall by 12.4 percent and 7.7 percent, respectively, from the ranges shown in 
the table attached to Buff 92/46.(March 19, 1992). 

2. Depreciation Component in GDP - Two Executive Directors requested 
.further information on the depreciation component of GDP that,was used in 
making quota calculations for the former U.S'.S.R. and, in particular, to 
explain more fully the reasons why the ratio of depreciation.to .GDP in the 
former U.S.S.R. was considerably higher than comparable ratios of other 
centrally planned economies in Europe. 
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The issue of estimating and interpreting the underlying data regarding 
depreciation in the national income accounts of the former U.S.S.R. was 
extensively discussed in the Joint Study of the Soviet Economy. 1;/ The 
issues discussed in the Joint Study related to the inclusion of capital 
repair in the depreciation figures as well as issues relating to valuation 
and measurement. The main conclusion of the Joint Study in this regard was 
that there did not seem to be a basis to make any adjustments to the 
officially reported-data for the former U.S.S'.R. 2/ 

.The issue of depreciation was extensively discussed between the Fund 
staff and U.S.S.R. Goskomstat officials in late 1991 and early 1992. In the 
former U.S.S.R., depreciation data included two components--a straight-line 
depreciation figure, which was very low by international standards at an 
es'timated depreciation rate of 5 percent or less, implying a useful life for 
equipment of 20 years or more, and, thus underestimated depreciation in the 
national accounts. The second component was the amount of capital repair 
that was needed to extend the expected useful life of capital equipment. In 
practice,' capital repair was correctly treated as part of investment in the 
expenditure' side of the national income accounts and depreciation was 
included as an intermediate cost of production. Consequently, to the extent 
that capital repair was included as part of depreciation and excluded from 
the net material product, the NMP might have been underestimated, but in the 
conversion to GDP, in which depreciation is added, the overall total for GDP 
would not thereby have been affected. However, given the fairly general 
practice in the former Soviet Union of adding equipment to the capital stock 
in order to ensure produqtion capacity, reported depreciation could be 
expected to be relatively high in terms of GDP. 

In the light of the above, it is likely that a considerable proportion 
of capital repair was essentially'new investment rather than depreciation in 
the normal sense of the word. The staff understands that expenditures for 
capital repair were not recorded as a major item in the national accounts of 
the other former CMEA countries (except perhaps Mongolia, which also showed 
high ratios of depreciation to GDP) and would have been treated correctly as 
net new investment. The difference in treatment of capital repair also 
explains the difference between data used by the staff in making quota 
calculations (and the results of the Joint Study), and those calculated by 

1/ See in particular Volume I, p. 138-142. 
Z!/ The Joint Study concluded that "It is possible that the upward bias 

(in GDP statistics) imposed by valuation problems and inclusion of capital 
repairs is roughly compensated by the downward bias introduced through the 
use of relatively low depreciation rates. This would yield reported 
depreciation figures that are close to their true values, though further 
study would be necessary to draw firm conclusions." The Study also noted 
that undocumented value-added could imply that official GDP statistics were 
understated by 4-8 percent (p. 138-139). 
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Mr. Marer who's&ply excluded capital repair from depreciation altogether, 
thus imparting a downward bias in the GDP estimates. 0 

3. Interrepublican Trade - As regards an Executive Director's request to 
include interrepublican trade in the quota calculations, the staff has noted 
that, conceptual issues apart, the extreme paucity and irregularity of data 
on interrepublican trade for most of the republics make it difficult to 
incorporate systematically the available figures in the data needed to make 
quota calculations. At the request of an Executive Director, the staff has 
again examined these data, but has not been able to recalculate the illus- 
trative quotas presented in EB/CW/QMethodology/92/1, Sup. 1. However, given 
the large size of interrepublican trade of each republic in relation to its 
net material product,- the inclusion of any significant part of interrepubli- 

'. can trade in the quota calculations would increase to a considerable extent 
the illustrative calculated quotas for the individual republics. It is 
difficult at this stage to quantify the effects of including interrepublican 
trade, but some estimates of its relative significance can be gauged by 
using the data for interrepublican trade for 1987, which is the only set of 
data which is complete for each republic. If these data were used to adjust 
the openness ratio upward and on the basis of the statistical relationship 
described in EB/CW/QMethodology/92/2 for the entire membership, then illus- 
trative quotas are increased on average by 36 percent--i.e., the aggregate 
illustrative quotas for the republics would increase by 1.3 percentage 
points of total Eighth Review quotas. It must be stressed that such calcu- 
lations have been based on interrepublican trade data valued at domestic. 
prices for 1987 only. 

4. Statistical Methodolozv - Two Executive Directors raised issues regard- 
ing the methodology followed by the staff in developing the statistical 
relationships in EB/CW/QMethodology/92/2. In particular, these Directors 
requested the staff to test whether the ratio of actual to calculated quotas 
was also sensitive to other variables in the Bretton Woods formula in addi- 
tion to the openness ratio. The staff has made the calculations requested 
with the following results: the coefficient for GDP is significantly posi- 
tive, the coefficient for reserves is significantly negative, and the 
coefficient for variability is not significantly different from zero. 
In addition, when these other variables are included together with the 
openness ratio, the estimated coefficient for the openness variable is 
essentially unchanged from that used in EB/CW/QMethodology/92/2. The 

I/ Mr. Marer estimated a GDP figure for 1980 of rub 589.5 billion 
compared with rub 619.4 billion used by the staff in making quota calcula- 
tions. The main reason for this difference is the exclusion by Mr. Marer of 
the data for capital repair. It may also be noted that while the method- 
ology of computing NMP applies generally to the CMEA countries, the practice 
in individual countries also frequently departed from the general method- 
ology. Differences in treatment are known to have also existed for passen- 
ger transport, communications, margins or "earnings" from foreign trade, and 
housing services. See Paul Marer, Dollar GNPs of the U.S.S.R. and Eastern 
Europe, World Bank, 1985, pp. 17-24. 
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results suggest that there is no bias in the estimation procedures arising 
from the omission of other variables. 

Attachments' 
., * 
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Table 1. Repdks of th& Former U.S.S.R. - Illustrative @iota Calculations 
Basedona'20'PercentDepreciatxdEkchan& Rate u. 

(EighthReview, MethodII) 

calculated qusxs Illustrative quota ranges 
Using Range of 

using th? Hi$lest ad ZdrRSt 
: Ratio of of Other Ratios 

. 
s "sr Sinple Determined by Caqarator for Cmparator 
Fonda Variant Average Cols. (l)-(3) cumtries y ~~J/ 

(1) (2) (3) (4) (5) (6) 

RUSSia 4,418 
tlkmdN2 1,179 
Belaxus 298 
Uzbekistan 236 
-tan 278 

Georgia 117 
Azewjan 118 
Litfiuania 102 
tbl&YVZi 93 
lat3i.a 82 

0.03 
0.03 
0.03 
0.02 
0.02 

Total 3.27 

Total(idwling 
SwitzerlarKl) 

68 
59 
62 
50 

45 

7,204 

2.01 
0.54 
0.14 
0.11 
0.13 

0.05 
0.05 
0.05 
0.04 
0.04 

3.23 

(In millions of SiXs) 

4,783 4,664 4,418-4,783 1,885-2,009 1,767-2,487 
l,@Jo 1,112 1,080-1,179 475-519 464-684 

268 277 268-298 lx-149 115-173 
186 203 186-236 95-120 80-120 
236 250 236-278 .118-139 101-139 

95 102 95-117 52-64 41-64 
100 106 100-118 56-66 43-66 

87 92 87-102 .50-58 38-58 
72 79 72-93 43-56 31-56 
74 77 74-82 44-48 32-48 

48 55 48-68 31-43 21-43 
46 50 46-59 ’ 29-37 20-37 
51 55 51-62 32-39 22-39 
38 42 38-50 23-30 16-U) 

39 bl 39-45 23-26 17-26 

7,204 7,2W 1,Ofs3,404 2,808-4,071 

(PercentaPesharesin~totalofcalailatedoractualquotas)4/ 

2.17 2.12 2.01-2.17 i:97-2.13 1.88-2.64 
0.49 0.51 0.49-0.54 0.50-0.55 0.49-o. 73 
0.12 0.13 0.12-0.14 0.14-0.16 0.12-0.18 
0.08 0.09 0.08-0.11 0.10-0.13 0.09-0.13 
0.11 0.11 0.11-0.13 0;13-0.15 0.11-0.15 

O.p4 0.05 0.04-0.05 ‘0.06-0.07 0.W0.07 
0.05 0.05 0.05-0.05 0.06-0.07 0.05-0.07 
0.05 0.04 , 0.04-0.05 0.05-0.06 0.04-0.06 
0.03’ 0.04 0.03-0.04 ‘. 0.05-0.06 0.03-0.06 
0.03 0.03 0.03-0.04 0.05-0.05 0.03-0.05 

0.02 0.02 0.02-0.03 0.03-0.05 0.02-0.05 
0.02 0.02 0.02-0.03 0.03-0.a 0.02-0.04 
0.02 0.02 0.02-0.03 .0.03-o.c4 0.02-0.04 
0.02 0.02 0.02-0.02 0.02-0.03 0.02-0.03 
0.02 0.02 0.02-0.02 0.02-0.03 0.02-0.03 

3.27 3.27 3.25-3.61 2.98-4.32 

I_ 
3.23 3.23 3.19-3.55 2.93-4.24. 

1/ SeeTable4, EB/CW/$letk&logjr/s2/1. Ihe staffwed a "b1eykW rate df kb 0:89 per U.S. dollar, kich, 
when&preciatedby2Openxnt,bexms rubl.llpekU.S. dollar. Tlxuse of the 2Opercentde+d.atxxie~&mge 
rate red& in a QIP for 1990 for the fonux U.S.S.R. of SLX 426,200 million, cmparedwiti SCR 532,800 million 
used in5/w/Qmhodo10gyy92fl. 

2/ SeeTablelO, EB/U+Q~~thxk~loey/s2fl. 
2 ~calcuLationsarebasedonratioso~r~thatusedincol. (5);~~~wereshcwnin.~ables~.2A- 

H.X in EB/~/Q4e&odology/'92~, sip,. 1, pp. 22-28. 
&/ Irdding tile calculated or illustrative actd. qmtas for the formx U.S.S.R. republics as shmn in this 

table,butexcldingSwitzerlaml. 
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Table 2. Republics of the,Formr U,.S.S.R. - Illustrati~ C@ta C+ulations 
pasedonthe,Average Edange Rate ~f~theOtherCP!Z.s~ 

($glth RJzview,.Methqd II)' 

_ -. ,. 

Calculatedquotas Illustrative qwta ranges 
using Range of 

using the Hi-t ad Iowest 
Debt Brettm +x9= Ratio of,, I of Other Ratios 

shark WolxIs Sinple Ddmmild by ,,. Ccnparator for Cmparatm 
Fomula Variant Average G&.(1)-(3) Ccu+riesM Grarps Y 

(1) (2) (3) (4) , (5)' (6) 

RUSSia 4,655 
ukrh 1,243 
Bel.anls 313 
Uzbekistan 248 
lzazabstan 293 

Georgia 
Azerbaijan 
Li- 
MolckJva 
Iatvia 

I.23 
I.24 
107 

98 
87 

72 
62 
65 
53 

47 

Total 7,591, 

RUSSia 
IJlaxh? 
Belarus 
Uzbekistan 
i(azahim 

Georgia 
Aze~jan 
Lithuania 
Moldova 
Iatvia 

Tkl&mdstan 
Estonia 

Total 

Toti(includiq 
Switzerland) 

2.11 
0.56 
0.14 
0.11 
O.l.3 

0.06 
0.06 
0.05 
0.04 
0.04 

0.03 
0.03 
0.03 
0.02 
0.02 

3.44 

3.39 

‘,I 
(In millions of SE7.s) 

5,040 4,914, 4,655-5,04O 1,955-2,11? 
: ~501-547 

1,862-2,621 
1,138 1,172 1,138-1,243 489-721 
'- 282 291 282-313 i41-157, l21-18i 

1% 214 196-248 . 100-127. 841127 
I 248 264 248-293 124-146 107-146 

100 108 ~ loo-I.23 55-68 43-68 
105 112 105-124 ., ; 59-70 -45-JO 
92 97 ’ 92-107 53-61 40-61 
76 83 76-98. 46-59. 33-59 
78 81 78-87 ; 46-51 34-51 

51 57 51-72 32-45 22-45 
48 53 48-62 9. 30-39 21-39 
5% 58 , :, X-65 34-41.. 23-4i 
40 45 40-53 24-32 17-32 

41 43 ‘.41-47 24-27 18-27 

7,591 7,591 3,224-3,586 2,959-4,289 

(Percentaeesharesin~totalofcalculatedorac~ouotas)W 

2.29 
0.52 
o.i3 
0.09 
0.11 

0.05 
0.05 
0.U 
0.03 
0.W 

9.02 
0.02 
0.02 
0.02 
0.02 

3.44 

3.39 

2.23 2.11-2.29 
0.53 0:52-O.% 
0.13 0.13-0.14 
0.10 0.09-0.11 ., 
0.12 ., 0.11-0.13 

0.05 0.05-o.o6 
0.05 I'. 4.05-0.06 
0.a o'.w-0.05 
0.04 0.03-0.04 : 
O.W.4 0.w0.04 

0.03 
,: 

0.02-0.03 
0.02 O.O?-0.03 
0.03 0.02-0.03 
0.02 .( o.oq-0.02 
0.02 o:o2-0.02 ,." 

0.03-0.05 0.02-0.05 
0.03-0.04 0.02-o.c4 
o.q4-0.04 0.02-o.o4 
0.03-0.03 0.02-0.03 
0.03-0.03 0.02-0.03 

3.44 3.42-3.80 3.14-4.54 

3.39 

2.07-2.24 1.97-2.78 
0.53-0.58 0.52-o. 76 
b.SO.lJ. 0.13-0.19 
0.11-0.13 0.09-0.13 
0113-0.16 0.11-0.16 

t&06-0.07, 0.05-0.07 
Q.O6-0.07 0.05-0.07 
0.06-0.06. 0.04-0.06 
0.05-0.06’ / 0.03-0.06 
0.05-0.05. 0.04-0.05 

3.36-3.73 3.08-4.46 

IJ See Table 4; EB/U+Q4ethxblo~/'92/l. .Ih? staff useda "blenrled" rate of nb 0.89 perU.S. dollartich 
cmprised the average of th cross mmm-cid rates for four CYEA ccktries bf & 1.02 per U.S. dollar. The use of 
this average only for converting tfre QIP results in a GDP for 1980 for,& former U.S.S.R. of SW 466,900 million 
caqaredwith SIX532,8OOmilliunused in5/a+QWhohlogy/92/l.' . 

2/ SeeTablelO, EB/a+Qkthddogy/YJ2/l. 
2/ These cakdatiom arebased,onratios other t+ that wed in Cd: (Sj,,&kb+khwere sbm &Tables H:2A- 

H.2G in EB/CW/t$Whab10,9y92/1, Sup. 1, pi: 22-28. 
W Irrldng thz calculated OF illustrative actllal qmtas for & fowr U.F.S.R. republics as shwn in this 

table,butexldingSwitzerlad 


