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The retes in the market now vary on & day-to-day basis ac-
cording to supply and demand, but the Banco do Brasil, transacting
more exchange businoess than all other banks combined, is in a position
to influence quotations groatly. .As of July 2, commercial banks were
operating in the exchango market &t retes different from those fixed
by the Benco do Brasil. The rates as of this dete were as follows:

Selling rate Buying rate Spread

Benco do Brasil 19.53 18.74 <79
A1l other commercicl benks 19.45 18.62 .83

The differential is probably explained by an increase in the supply
of cxchange to banks other then the Banco do Brasil. Since tho Banco
do Brasil kept its buying rate at 18.7L while the commorcial banks
werc buying at 18.62, there was a switch of foreign exchange sales to
the Banco do Brasil. The Banco do Brasil had plentiful oxchange but
tuyers were ablc to purchase forelgn cxchange through the commercial
btanks &t e more advantegeous rate.

On July 26, 1946, Decree law No. 9522 eliminated the 3 per
cent tex on exchunge sales establishod by article 1l of Decreo lew
No. 9025 of February 27, 19L46. As a result, the selling rste of the
Banco do Brasil was changed from 19.53 to 18.96. On August 19, the
selling rate agein changod to 18,72 and the buying rato to 18.50.
Docent fluctuations in exchange rates ere shown in the following teble:

Banco do Brasil Commercial Banks

Selling Buying Spread Selling  Buying
Before July 22 20.10 19,30 .80 n.a.

July 22 19,53 18.74 .79 19.45 18.62
July 30 18096 18-71.}, 22 Nellw
August 19 18,72 18.50 22 Nebo

The not result of theo changes which have taken plece since
the abolition of the officiel merket is & 6.9 per cont appreciation
of the cruzeiro &s compared with ths former 20.10 selling rate, and
tbout a L per cent appreciation in terms of the former buying rate
of 19.20. A decrease in the spread between buying and sclling rates
from 80 centavos to 22 centavos hus been offected, largoly as & result
of removal of the tax.

Consequences of the New Developments. The July 22 buying
rate of 18.7L gevo oxporters the seme numbor of oruzeiros for their
dollars, since the former average was 18.74. The change in the buying
rete as of August 19 to 18.50 gives tho exporters 1.3 por cent fower
cruzciros por dollar. Thd amount of coffee offered for export is not
Likely to be affccted by the latest exchange quotation since the loss
of 2} centavos per dollar on exchunge seles by exporters is more than
"compensated for by the recent OPA prico increase of 8,32 cents (U.s.)
per pound paid to the Brozilian cxporter. The movement of the Brazilien
buying rate from 18.74 t> 18.50 is belioved to have resultoed from the
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current situation in tho exchenge market end mot from a deliberate
move on the part of the Brazilian Govermnment. In an agreement with
the United States, the Brakilian Govermmont hes pledgod itself not
to manipulate its exchange rates so as to nffoet adversely offorings
of Brazilian goods for the United Staetes merket.

New cepitel coming into Brezil will be unfavorebly affected
in that each dollar will secure only 18.50 cruzeiros instead of 18.74
or 19.30 &s before. Tourists going to Brazil will receive fewer
cruzoiros for their dollors.

The ncw solling ratecs for dollars allow the Brazilien im-
 porter to buy dollers ebout 6.9 por cont more cheaply than beforo and
will tend to encourage imports. Tho recent changes will also raise
somowhet the realized earnings of foroeign concerns in Brazil becauso
intercst end dividends may be transferred moro adventageously.

Brozilians hope that the choangoes which huve beon ceffeeted
in exchengo rateos will help to combat inflatinn, but it is doubted if
they will be of matorial aid since they arc not of significant
proportions.

Dovaluation of the Turkish Lira Ali Re. Bengur

On September 7, 1946, the Turkish Govermment announced its
decision to raise the official doller buying rete, effoective September 9,
from cpproximutely &T 1.29 (77.51 United Stotes cents per pound) to
T 2.80 (35.71 United Stutos conts per pound), «nd to abolish promiums
on ell forecign exchange transactions. The retes for other currencies
wore readjusted at the seme time on the basis of the now dollar rate.
Compearison of the old «nd now offieciel rutes shows & fall in the valuse
of the lira (as the Turkish pound is cu«lled dumestically) of about 53
per cent. Such & comperison, however, is misleading. At the time of
tho change, the official rate wes not the represcntative rete in Turkey
and its use was restricted to certain types of govermmont trensuctions.
By for the grocter proportion of trunsactions in foreign exchange weas
carried out &t whet mey properly be called the premium rete. This
rate wes derived by adding to the official buying end selling rates
emounts equel to 4O and L8 per cent of thosc rates respectively. The
middlo premium rate was approximately 53.27 United States conts per
lira when thce new rate was ennounced. A comperison of the premium
rate with the now offiecial rate shows that the decline in the lira's
value was in fact no more then %% per cent.

The reocont devaluation was not an unexpected development,
It was a known fact both insido end outside the govornmont thet the
lire, even at the promium rate, wus considerebly overvelucd in terms
of tho United States dollar and other so-called hard currencies, and
that some adjustment would heve to be made either through develuation
or internal defletion if Turkey were to maintain e competitive position
for its products in world merkots. Defletion, although much desired by
peoplc with fixed incomes, was not generally considered to be a feusible
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solution. It was believed that under the present state of govermment
finances it would be slow, costly, eand painful. The budget was not

in balence, and the prectice of finencing the budget deficit by means
of advences from the Central Bank had not been altogether abandoned.
Improvement in this situation depended primarily upon elimination or
substantial reduction of the extraordinary defense expenditures
required for the maintenance of & large mobilized army. No one

could foresee when Turkey's internationel position might bc so stable
es to permit a generel demobilization, thereby relieving the strain

on govermment finances. It is epparent that under such conditions
doflation could not be underteken immediately, and that even if it
were initiated, it would teke & long timo to bring about the necessery
decline in the domestie prico level. Such a course would not be in
koeping with cxisting conditions of world trade. Turkey was under
pressure to effect en immediate ndjustment botween its prices end
world prices. Othor countries producing compotitive products hed
partially rocovered from the reveges of war, and were gredually be-
ginning to regain their former trading positions in the world. The
loss of the groater purt of the Central European market made it all
the more necessery and urgent for Turkey to consolidate end expend its
hold in the remaining world markets., The reesons for e spoedy readjust-
ment of Turkey's internationel economic position werethercfore compelling,
and the course lay in devaluation. )

The timing of the devaluation and the oxtont to which the
value of the lira should bc lowored wero mujor subsidiery probloms.
The most important simgle factor influencing the govermmont to devalue
et this timo may have been its anticipation of membership in the Inter-
national Monetary Fund. Turkey applied to the Fund for membership about
six months ego and oxpects its application to come up for considereation
ot the mseting of the Fund's governors scheduled for the end of Sep-
tember. That this was en importeant factor is confirmed by the phrase-
clogy of the govermment's devaluetion snnouncement, which emphasizes
the country's adherence in its gencral foreign trade policy to the
Frinciples promulgeted in the Bretton Woods Agrocments. The approach
cf the Turkish export season may have becn enother consideration in
the timing of devaluution. It is reported thet Turkey has o bumper
erop this year, and by moking the terms more attractive to foreign
purchasers, it is hopod that the entire exportuble surplus may be dis-
rosed of. In fact, the govermment expects o rise in foreign exchenge
returns «s a result of higher exports mede possible by the new rete.

There is no information ¢s yet, offieial or otherwise, upon
which one muy buse o considered judgment as to the reasonableness of
the new dollar rate. It is difficult, with information available here,
to enswer satisfocctorily the question whether the lira is still over-
valued at the new rcte and, if so, by how much. The new rate, for
exemple, compares closcly with the Istanbul black market rate for
telegrephic transfers on New York, which wes about 37 United Stotes
cents per lire in Junec 1946, and is roported to have remeined steady
gince the beginning of the yonr. But such a comparison could not in
itself lezd to any significant conclusion. Other factors such «s the
volume of transasctions made at the black market rate, and the risk premium
involved in black market deelings would have to be known in order to de-
termine how representutive the bluck market rete wus or how useful it
night be &«s o basis for comparison with the newly cstablished rata.
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Comparisons based on purchesing power rates computoed from
aveilable dete are no more satisfactory. In addition to tho diffi-
cultios connected with solection of the proper index for this purpose,
there is the equally difficult task of determining the perity reate
between the lira and the doller in the base year. If 1938, for ox-
emple, werce the selected bese yoer, it would be observed from a study
of premiums paid by Turkish importers on certain foreign currencies
thet the lira wes overvelucd in thet year. The premiums on pound
sterling and Swiss fruncs wore as high es L5 por cent of the Turkish
official selling rates for those currcncies. But the use of premiums
in the pre-war poriod was not goneoral. It was rustricted meinly to
compenseation transcctions with certain countries, The United States
dollar, for instance, wos not on the list of currencies for which
premium quotations were given in 1938, according to the bulletin of
the Contrel Bank of Turkey. Notwithstanding lack of premium quotections
on the United Stetes doller, it might still be assumed thet the lirae
wes overvelucd in terms of the doller in 1938; but there ere no figures
to indicate the degree of overveluation. Because of this inebility to
errive at an accoptable parity rete between the lira and the United
Statos dollar in the base year, and thc unsatisfeactory state of the
retail price index in Turkey, it has not been possible to produce a
representative purchasing power rete with which the now doller rete
might bo advantageously compured.

However, meveral computations of purchasing power rate have
been made. A computation bused on comparison of reteil price indoxes
of the Unitod States and Turkey at the official parity rate in 1938
- has yielded the most conservative result and indicates en overvaluation
of only one per cent for the now dollar rate in terms of the computed
rate, This is lergely boceuse the Turkish reteil price index used
meosures price changes in only one clity, namely Ankaro, end has been
computed on the basis of controlled prices (including rents) which
would not be ropresentetive for the rest of the country. The wholesale
price index, on the other hand, is more representative of price changes
in tho country at lerge, and should therofore be preferred to the retail
price index for the purposc of purchuasing power rate computations. Two
seperate computations were made on the besis of wholosule price index
comperisons. In one casoe the lira wnd the dollar wero assumed to be
at parity in 1938 at the official rate, and in the othor at a rate
computed on the besis of tho premium peid on pound sterling, namely
L5 per cent of the officicl selling rete. The latter computation
neturelly indicated the highest deogree of overvelustion for the new
doller rate in terms of any of the computed rates. But the result of
the former computation, indicating o current ovorveluation to the extent
of one-third of the computed rate, is no less noteworthy.

In spite of the divergeneies wmong computed rotes, depending
upon the price indexes usod and assumptions made with rospect to perity
in the base yeer, all the computations support the conclusion thet the
lira is still overvelued ot the new rete. It is probeble that tho
Turkish Government has taken this step intentionally, counting on
enticipated price decreascs in Turkey and probeble pricc increases
in the United States to eliminete any existing deferontial,
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Price Parity Bxchange Rotes Florence Jaffy

Tho tebles given below extend and bring up to date, with
scme changes, the matorial compiled last May under the title "Pur-
chasing Power Parity Calculations for Selcected Countries."

The basis for the celouletions, as previously stated, is
the assumption that price levels and exchenge rates wore in equi-
librium in some base period. Price indexes are computed relating
current prices in each country to thosc of the same basec poriod.
The exchange rate which prevailed for each country during the base
period is then multiplied by the curront ratio of the United States
price index to that country's price index. Tho rasulting price perity
rote cannot be taken litorelly es the "true value™ of the given
currency, for rensons oxplained in the previcus memor.ndum, but it
is of interest as an indicator of an important factor affecting the
"true" currcncy value.

The 1928 base period used in the former calculation is
dropped from the present papor; calculations here are made on & base
of October 1936 to Juneo 1937. This more recent base period erllows
less opportunity for changes in other cconomic forces which affect
the velue of & currency.

Seven countries, which, unlike the rest, are not members
of the Internationul Monetary Fund, have been added to the list.
Thoy ere Argentina, Austrclia, New Zoeland, Spain, Sweden, Switzer-
land, and Turkey.

It will be noted that, of the two countries which havel/
recontly eppreciated their currencies, Canada appears justified,=
since its price parity values of 97.99 and 105.3%0 arc closer to the
new value of the Canadian dollar than they aro to the old. The Swedish
krona, however, on the basis of our caleculatisns, eppeared overvealued
even before the appreciation. Turkey, which recently develued its
cwrrency, appears clearly justified, the new value of the Turkish lirs
being much closer than the old to the two price parity rates, though
nos so low as either. The Swiss currency, much talked of in regard
to appreoiation, is alrcady overveluod cccording to our figures,

The only clear cascs of undervaluation with respect to
pr.ce parity are Austrulia and Uruguay, though the Union of South
Africa and the United Kingdom would also appear undervalued if only
tho cost of living perity were tuken into wccount. Subsidies un-
doubtedly explain the low cost of living figures responsible for this
result in the case of the United Kingdom.

Whore compearisons can be made between the parity cclecu-
lations of the carlier paper (most of which werc carried to around
January 1946) and those of the prosent paper (cerried to around Mey
19L6), it appears that tho price paritics have in most cases gone

1/ In the sense of an approsch ©o price parity. Nowhoro do we moean
to imply thet price parity rates ere necesswurily true equilibrium
rotes,
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down in this four-month intervel--i.c¢., pricc advinces in most
foreign countries during this porlod were greeter than in the United
Stetes. However, since no forecign price figures were avtilable for
months later than June, Unitod States price index numbers used for
comparisons were elso n> lator then June, and consequently thc present
calculetions do not teke ccecount of price developments in the United
Stetes since that month.

Countrics whose price paritics have risen since the last
celeuletion include Costa Rice, Demmark, thoe Netherlends, Norwey,
the United Kingdom, and South Africa (the latter on a wholesalo price
busis),

Tho paritics for Cuba enl Egypt are not strictly comperesble
with those calculated earlior, due to veriutions in procedure,
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Table I

with

1/

(In cents per unit of foreign currency)

CONFIDENT LAL

Parity Rates Actual Retes
In Base Period
Country Wholesale PricejCost of Living In August
Parity Parity 194,68/ 032;26‘{9;32? -

Argentina 5/L6 20.33{1/L6 30.42 29.77 32.72
Australia 2/L6 3Ll .71110-12/45 382.99 321,41 391.08
Belgium 1/L6 1.8, - 2.28 3.37
Brazil - |66 3.65 5.37 6.13
Ceneds 5/L6 97.99|5/L6 105.30 100.00 100.0L
Chile L/L6 3.02{L/M6 2.4, 6/L6 3,23 5.17
Coste Rioo 6/L6 11.4316/L46 11.50|3/L6 17.79 16,065/
Cuba ' - |66 68.38 100.00 99.922/
Czechoslovckia~  |5/46 1.57/6/146 1.35 2.01 3.51
Dermark 6/L6 16.10|3/L6 17.47 20.88 21.91
E,ypt 12/45 208.26{12/1,5 229.70 h13.70 503%.23
Frunce 6/L6 0.63|6/1i6 0.66 0.8l L.50%/
Greece - 1616 0.01{5/L6 0.02 .90
India L/Lé 15.37/L/0L6 20.06 30.18 37.07
Iren 12/L5 1.12 - 3,076 6.07
Mexico 6/L6 13.86|5/L6 11.42 20.59 27.75
Netherlands L/L6 29.73| 3/L46 L,0-.00 37.79 54,55
New Zoelend L/L6 309.20 - 322,70 394.01
Norwey 6/146 18.66] 616 19.32 20.16 2l,.66
Poru 5/L6 13.65{5/L6 16.16|8/L6 15.38 25.07%/
Polend - |12/l5 0.26 /1.00 18.90
Spein 12/L5 2.86 - /9.3 6.86
Sweden 5/L6 20.13|6/146 22.02|5-6/L16 g;.gg 25.30
Switzerland 6/L6 15.4616/L6 19.58 23.36] . 22.90
Turkey 5/L6 25.52 5?1;6 31.57 16 55.55 80.118/
' 9 35.71

Union of So.Africel|3/L46 391.01{3/L6 Lh3.02 1400.50 14,85.70
United Kingdom 6/46 286.45|6/L6 L79.16 1,03.36 1490.81 /
Uruguey - |LAs 67.85 56.27 79. 178
1/ Sources of price indexes cro givoen in Teble II in the Appendix. Exchango

ratos from the Federal Reservo Bulletin end from Foreign Commorce Weekly.
&/ Unlcss othorwise indicated,

5/
o,

lation.

Averagoe rate for 193%6; uscd as base for Costa Ricen calculation.
/ Averago rate for July 1937 to Decocmber 1937; used as base for Cuban calcu-

g/ Used only for wholesale parity. Cost-of-living parity was bascd upon an

average rate of

2.88 for 1938.

g/.Avorage for 1936 and 1937; uscd os basc for both Poru cnd Uruguay.
£/ Beginning August 25, 1946, o proferential ratc of 6.09 conts/pescta for
tourist cxpendituros end femily romittances supplcements the gbove.

g/

Averago rate for 1938; uscd as bese for Turkish celculation.
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Teble II

Price Indexes Used in Price Farity Calcul ations*

CONFIDENTIAL

(30.s0 Period October Y936 to June 1937 unless othorwise indicatod)

Wholesuale Price Indox

Cost of Living Index

Country Date for Volue of Dete for Valuo of
which computed Index which computcd Indox
Argoentine May 1946 208.1 Junuary 1946 138.1
Australia Fobruary 1946 141.7 Oct.-Doc. 1945 130.6
Belgium January 1946 256.8 -
Brazil - June 1946 221.0
Canade. May 1946 1%2.0 Mey 1946 123.6
Chile April 1946 218.6 Lpril 1946 274.5
Costa Rica June 1946 197.92/ June 1946 190.15/
Cuba - June 1946 201.2Y,
Czochoslovakia May 1946 288.8 June 1946 33,1
Denmerk Juno 1946 178.4 March 1946 161.4
Ezypt Docember 1945 301.8 December 1945 281.3
Frence June 1946 72,.8 June 1946 577.02/
Grrneco - June 1946 10,760.4
Indin April 1946 307.8 Lpril 1946 2%9.0
Iran Docember 1945 Sy -
Mexico June 1946 262.5 Mey 1946 316.2
Notherlands April 1946 23L.1 Merch 1946 175.5
New Zealand Lpril 1946 162.6 -
Norway June 1946 173.% Juno 1946 168.1
Peru My 1946 237.5 May 1946 201.8
Poland - December 1945 9,272.0
Spain December 1945 300.00 -
Swaden Mey 1946 162.5 June 1946 151.3
Switzeriand June 1946 194.2 June 1946 154.0
Turkey - Mey 1946 uuz.;&/ May 1946 331.72/
Union o So.4frica|March 1946 158.5 March 1946 141.1
United Kingdom June 1946 166.5 June 1946 134.9
United States December 1945 124,9 Decamber 1945 128.4
Jemaary 1946 1244.9 Jenuery 1946 128.4
February 1946 124.9 February 1946 127.9
March 1946 127.6 March 1946 128.7
April 1946 127.6 Lpril 1946 129.3
May 1946 129.3% Mey 1946 1%0.1
» June 1946 131.1 June 1946 131.7
Uruguay - April 1946 150.52/

* Sourcos: Leaguo of Nations Statisticel Yearbooks and Monthly Bulletins,
govermment publications of Frunce, Cuba, Poland, Consular reports.
For U.S., Bureau of Labor Stetistics index, as given in Federal
Reserve Bulletin and Leaguc of Nations monthly bulletins,

E/ 1936 base period.
2/ 1938 base period.

E/ July-December 1937 base period.
4/ 1936-37 basc period.

Food prices only.

Cost of living figurcs for recent months for Poland, Greece, and the Nether-
lands, &and a recent wholesale price figure for Belgium were obtained from con-
suler reports or govermmont publications, and converted to the 1936-37 bease

period by the use of earlier indexes &s given by the League of Nations.

Spanish

and New Zealend figures for 1936 and 1937 were gdjusted so as to be comparable

with the recent figure used,
available.

In all otheor cases, continuous sories were





