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taat the Roich papor has bocn called "valueless" mony times, the clains
seinst the Reich basoed on Roich Zebt holdings have not boon ronounced
officielly by the Russian cdninistration. Comscquently, tho Reich dobt
>ldings in the Russien zone and in Berlin rust be romurded, st lowst

A pert, os e possible futurc Russian clein ogeinst Gornany.

H' =3 o s‘,”

(5) The Westorn Zones of Qccupation. Direct holdings of
Roieh poper in the Westorn Zoncs ~f Occupation iy bo ustinctod at
Rir 75-80 billion. The valuc »f claims tgeinst the crodit institutions,
howover, covorod in o dircet »r indircct way by Reich pepor, is much
lirger, boctuse niny banks, cspociclly sevings benks, hold lurgo
bilenecs in Berlin contral institutions ithich in turn invested in
Reich yponor,

The present situction rolating to the Germen Reich dobt may
bo surmerized os follows:

(a) 01d yro-Nozi foroign debts cnd noew internal
“obts substitutol to cover old foreign dobts amount
to shout Rm 2 billiong

(b) Cluims of ncutrel countrics and formor
Gornmun sctollites covered Ly internal Reich dobts,
snd Roich debt holdings of fustric ond reoccupied
Polish territorios--omounting togethor to ahout
B 15 billion--heve not yet bccn scttled by
roperation corocments;

(c¢) Tho bulk of the Gormen Peich neper is
oithor o part of the asscts of benkrupt and closed
Gornen binks (including «ll importunt contral eorcdit
institutions of Berlin) or has boen tulzen over by
the Russian or the Polish oceunctionel govermionts;

L

(d) Loss then 20 per cont (R 75-80 billion)
of the debte of the Third Reich cro actually held
by functioning Gornon crcdit institutions, o1l
situstoed in the Westcern Zones of Ocecupution,

When the Inter-Mliced Commission, working in ceeardenco
with the Potsdim Declarution, cgroed upon German roperwtions, it wus
undorstood thot, oxeluling ropuretions, the burden o5f foruizn debt
uzon the now Gorrany should not excoed o fow billion Reichsnmorks, In
viow of the actuel listribution of Reich debts, howevor, wn? in vicw
of' the c(bsence of clowr policy stuterients from Polund wnd Russia, it
ie possiblo thet eny ceknowlelgmont of those cleins nisht crcate «o
lerge foreign indebtodnoss which woul . projudice the entire reperction
orogran.  To avoild tho denger of developing un unbeurablo forcizn debt,
the following stors should bo teken: 211 foreign elaims bescd on Roich
dcbts end all foreisn holdings o»f Roich “ebts shula bo scttled by
egrecncnt in o mennecr similcr to thuot in which Reich dobt hCl»leS nf
Westorn Buropean countrios huve been hunidled by tho Inter-zllicd
Repearetion Agrocnont.,
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In addition, the distribution of the internal Reich debt
saould be adjusted to the actual political situation in the following
way: Reich debt holdings of the closed banks in the Russien zone and
ia Berlin should be trunsferred to the new banking institutions to-
g3ther with the lisbilities formerly covered by the Reich debts. The
holdings of closed central bunking institutions should be transferred
to existing institutions formerly connected with the closed agoncies
in amounts corresponding to their cleims egainst the centrel insti-
tutions. After these sdjustments, the Reich debt held by Germen credit
institutions, corporctions, and privute persons inside of the present
German torritory can be acknowledged but should be reduced. Tho amount
ecknowl edged for oech credit institution should be cdjusted to the
aniount nccessary to covor its newly determined end reduced liabilities.
These licbilities should be‘determined and reduced uccording to sccial
and. cconomic criteria to meet the minimum nceds of the ercditors. The
dobt holdings of corporations and privete persons should be handled
in a corresponding feashion.

An eitornutive, and porhaps simpler, method for accomplishing
the semo results would involve cuncelation of the entire internsl Reich
dobt cnd the substitution therofor of new German troasury cortificutos
in all cases whero economic or social roeasons dictato the partial
presorvetion of tho formoer cleims,
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Purchasing Power Pority Colculations
for Scloctod Countries

Floronce Jaffy

Beforo beginning orcrctions, the Intornationcl lonetary
Furd must wsk cech momber country to communiceate tho par veluc for
its currency, based on oxchenge ratos prevailing on Qectober 27, 1945,
sixty days bofore the Brotton lioods Agroemonts ontcered into forcc.
The Fund @nd ecch country has et lewst ninoty days, and morce tine in
spocicl casos, after this communicution in which to object to the
comnunicated rate as the agreed per veluc., Tho Fund will thercfore
be fuced with the problon of making doeisinns as to suiteblce cxchango
retos for cach momber country. It is importent thit un cppropricte
rete bo egrocd upon at tho ontsot, ono which is consistont with oventucl
rolaxction of controls, and which cun bo maintuined ovor & poriod of
timc. Othcrwiso rote changes will be necussary later on, or oxchungo
controls will becomu progressively more cntrenchod us o munns of rain-
taining en wrtificiel rote,

Such decisions ccll for determinction in somc woy of what
retes cre likely to be "equilibrium rates” of cxchenge, howover that
torn may bo definod. It is not the purpsse horo to discuss the
definition of oquilibrium retos, or to fully describe a mothod for
erriving ot thom. It is roalizoed that eny mothod, t5 be wlid, nust
invalve numorous stops cnd nust toke asccount of & varioty of factors.,
Onc such factor, however, is undsubtedly ths reletive movament of
gencrel priev or cost lovels in the varisus countrics. In o period of
scvere inflution, curriod to vurying points in cuch eountry, such os
the recont war periad, it msy oven be the most inportunt, though
decidedly not the only important foetor.

The cilculution of hypotheticel post-war dsller exchange
re.tes by applying t2 pre-war foroign curroney wulucs the ratio of
United Stutes to forcign cost or price-level chunges nay thoerefore
bo of intercst, if tho limitations of tho results wre kopt elcarly in
nind. If o pro-war porisd could be sclected in which prices and ox-
changc retes could be assumed to bo in cquilibrium, ond if we could
abstract from wll changes in real wcononic factors sinee thon, assuning
that only o sovero nmonctory chenge hus boun operating, then we right
cxooet a rough eorruspondonce betweon roeletive chenges in pricc levels
end chinges in exchcnge rutes wmong the veriosus countrics. As will be
nointed out leter, thosc assuiptions wro unrowlistic; aceordingly,
culeuletions of the kind to be rnudo hore cun only yiold theoreoticul
ratos which rofluct relative prieo moverents clone, and cannot yicld
"oquilibriun retcs.”

It wwuld be rost desireble to compare costs of production
in the various countrics, sinee costs wre more busic to o country's
conpetitive position then prices and would be more relovant to the
concept of an " equilibriun rate. However, cost comparissns erc diffi-
cu.t to make becuusc >f the .bscnce of wdoquate indexes., Wego indcxcs
might be used in thoir rluce, but ovon this informetiosn is not available
in the desirod form for moro thon &, few countrics. It has thorofore beeon
nocessery tu full buck on wholestle-~price and cost-of-living indoxos,
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The latter should at least indicate the direction of movement of wages
and perhaps even give some idea of the order of magnitude of such
movement. Wholesale prices are ordinarily, of course, not good indie
cators of costs. But in a disturbed period when interferences with
international trade weaken the competitive price adjustments of inter-
nationally treded goods and when at the same time monetary chunges are
viry lurge, it mey be less objsctioneble to use wholescle prices os
rough indicators of the chenge in roney costs.

Wholesale-price and cost-of-living figures huve been collected
for os meny ws possible of the countrivs belonging to the Fund. The
most recent figures aveilcble were in some cases no later thun Scptember
or October of 1945, and in the cusc of Belgium, July 1945. Whilc en ettompt
was mede to use the same index throughout for cach country, this rule
hid to be cbundoned in somc instoences. For exemple, in tho case of
tho Nethorlands cost-of-living figure, « rocent "unofficicl cstimete"
wis used in conjunction with the offieciul figures for earlior yoeors.

For Belgium, o retuil-priec index wis uscd for lock of &« cost-of-living
indox. In the Polish dote, o rocont cost-of-living figure wos cssumed
to huve beon bersed on the officicl index for oarlier ycars as given by
the Leaguce of Notions. A similcr assumption underlies the Grock figures.
In the cuseo of Fronce, two indoxes worce splicoed togothor in order to
providc tn up-to-date figurc. It should also be pointced out that the
cost-of-living index for Cub:a covors food only; wnd that for cortain
ocher countrics, cost—bf—living dete cover only.a singlc city or o
snnell soction of the country. It is probuble thut most indexcs refloct
o’ficiul prices, but the Belgicn indox is known to include black merkot
priccs.

In order to compare pricc chenges in the vurious countrics
with those in tho United Stctes, «ll index figurcs wure converted to
ench of two common buse periods. Those wore sclectud as being poeriods
o rouletive stubility, when it might be scfo to cssume thet priccs and
axchoenge rates in most countrics were in tho neighborhood of cquilibrium.
The yeoer 1928 ond a nine-month pcoriod oxtending from October 1936 to
Junc 1937 werc choscn. The latter poried was seloectcd beciusc it pro-
cuded the rccession of latc 1937, wnd was subsequent to the doveluation
c7ele of the early 1930's. Tthile usc of the lator period offcers tho
adventage thut the "othor vericbles" which must be ebstracted from huve
13ss timc in which to opercte, the carlior busce (1928) mey hovo repre-
sentcd o truer cquilibrium period. Bocwuso of luck of date or incompo-
rability of dete, conversions to the sclocted busoes worc not clways
possiblo. In thoso ccses basc periods closc to the first choiccs were
usod, such s 1929 in place of 1928, or 1937 in plucc of the ninc-
month periosd in 1936 wnd 1937.

The compurison betwoon price changes in the United Stotes
and each foreign country vas mede on the busis of identiewrl bese
poriods wnd dete for the some rceent month, For oxemplo, if thu bose
poriod for o forecign country hed to be 1929 instuoed of 1928, wnd if tho
myst rocont price data roforred to Jenu.ry 1946, the United States price
indox compured with it was & Jenuury 1946 figure on o 1929 besc. Tho
samé principleo was followed in apnlying thc ratio of pricc chunges to
the base noriod exchunge rote. For instince, in the sbove example,
the ratio of price chungc in the United Stetes wund in tho forcign country
would be applied to tho oxchonge vilus of the foreign currcneyin 1929.
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Table I lists,for ench country for which date cmuld be
obtained, a series of actual exchange rates and a series of calculated
retes, Actual rates are given for the periods used as bases for the
celculations., Also listed are estimetes of the actual rates which
will be comrunicated to the Fund when it begins operations. Finzally,
& recent rate is given for each country; in riost cases this is o May
1946 rete. Actucl rates for the months for which the hypotheticsl
retes are culeuluted (which wre generclly four to six months ecrlior
than May 1946) were found to differ only slightly from the latest rates
erd so were not included in the table, cxcept in the Greck cese where
thc corlier rate is given in brackets. At the right of the teble wre
stown thc culeuleuted rateos, listed wecording to the baso period and
type of prico index used in thelr culculction.,

Teble IT lists the 1945 price indoxcs for cuch country
wrich wore usod in ecleculctbing the rutes given in Teble I.

As hus «lready been suggested, thero is no rouson to baelieve
that cither the hypothoticel or the wctucl rates of cxchonge shown arc
"equilibrium rates.” Thorefore tho degreo of consistency or incon-
sistency betwecn celculated ratus and wetuel ratos connot be tokon as
ar. indication of how closc cetucl rates wro to the "oquilibrium rote.”
Hevertheless, it may be instruvetive to compurc the wvarious hypothetiesl
roctcs with the actunl preveiling rotes, always romembering that the
ctlculcted retes arc based cntircly on'the single fuector of rclative
pricc movaments.

Therc is ¢ murked tondeney for ccleulated roatos to full below
cetual curront retes. This is cspociclly noteble in the cuascs of Egypt,
Irdic, Czochoslovikin, end Bolgium. The outstunding cxcoptions to. this
tendency erce C.nada, South Africa, and Uruguay, where «ll or most of
thc ccleulated retes wre highor thon prowveiling rates. Caleculatod
retes «lso arc gonerelly well bolow cetucl exchunge rates in tho base
periods, which indicctes thaet infletionury developments sbroad huve
boen growter then in the Unitoed States.,

There is « slight tendency for rates cclculcted from whole-
scloe pricc movouments to full below thosc derived from cost of living
mcvements. This miy be cexpleained by thoe fuct thit moany govirmmonts
heve amployed subsidias ond other controls to hold cost-of-living
pricos rclutively stublo. This tondeney is cspeciclly noticcecble in
thc United Kingdom dite, where beth rates caleulated from wholcesalo
pricos frll below the current rote, whilc rutes culculctcd on cost-of-
living pricas arc above thc oectucl rute. Othor countrics showing
similer dovelopments erc South Africu, tho Notherlunds, Conade, ¢nd
Denmork. Howover, the rov.rsc is truc for Czcochoslovekic ond Koexico.

There is some tondoncy clso for rutes calculated from price
irdexcs besed on 1928 to fall below those caleulited from indoxoes based
or. 1936-37. This is noticocblc in tho dat. for Belgium, Nctherlends,
Pcru, Urugusy, Fronce, Czochoslovikia, and the United Kingdom. However,
th.rc erc cxcoptions, such ws Moxico ond Brazil; in othor cascs no con-
sistont pottorn wppears, the reloative position of ratss culculated from
the seme basc yoar deponding on whethor wholeselo or cost-of-living
prices were usoed.
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The figurcs for Norway cro striking in that ell four ccleu-
leted retos wre very closo togothor wnd rether eloss to the provailing
rite.  Porcontugo-wisc the South African celculeted roteos wro also
near the prevailing rete.  Tho Fronch rute, calculuted on the basis
of March 1946 wholesele prices on a 1928 buse, is vury closc to the
now frence velue. The coleulatod rato for the Greck drachma is much
below the rote erxisting in Docembor 1945, the month for which prico
figurcs were used, but is closcr to, though still below, the now setual
retc. For Poland, the caleculected rotos fell considurebly boulow tho now
officiul zloty rute, but ure within the runge of open markot quotations
for the dollur in Worsew.

Somc of the major qualifications which mekc it impossible to
irtcrpret the caleulated ratos hore prosented as "equilibrium rotos”
tre listed below.

Changos in real ceonomic forcss affecting the bolanco of
peymonts, such os shifts in rociprocel demends, chengos in supply and
productivity functions, in invostment propensitics, and in trude end
oxchenge controls must, of course, be allowed for.

It is unlikely thet for cvery country (if for cny; prices
ord cxchenge retos were in wun cxact equilibrium relutionship in cither
bese period used. Currcneics mey heve been over- or under-wvelued in
verying degrocs.

Th¢ permunency of current cost and price lovels is highly
quostioneble. This is notubly truc for countrics in the midst of scverc
infletion, such ws Grecce, but in all countries thore is likcly to bo
some adjustmont os price controls arce roloxed. Furthermorc, the data
uscd hers wre on the averege four or five ronths old, and meny erc older.

Even if «ll real factors rumcined constant wnd if basc year
cnd current your price lovels proscnted no problams, still no exact
corrospondonce cin be set up botween the movaments of an cquilibrium
cxchange rote end any perticular price averuge, since a monotery change
affects not only the generdl lovel of any particuler group of priccs,
but thc relative position of cach individuel pricc, and clso the
rclative position of onc scctioncl prico level with respoct to others.

To rofine the process of estimetion »f cquilibrium oxchango
retes, it would be necesscry to corruet for over- or under-viluction
in the baso yerr, to allow for oxpoctod chunges in prico lovels, and
to take account of chungos (uxpoected chunges) sinco the basc period
in roal cconomic factors. It would also boe necossery to tost results
for mutual consistoney, sincc onc of the most important goals to bo
echicved by internctionel cction is the attaiment of o nmultileateral
vettern of oxchonge rutes.



Table T

Actual and Calculated Exchange Rates for Selected Countries

Actual Exchange Rates Calculated Exchange Rates for Indicated Months ,
(In cents per unit of foreign currency) | Assuming change since 19281/ in |Assuming chenge since 1986-570/in
Estimated roportion to relative change in: {proportion to relative change in:
Country wmmmW\ ood..mmw\ communi- Current rate mwomommwm prices| Cost of Hw<wdm Mwommmmwo prices| Cost of Hmdwbm
(Annual (June'37Y | o teq way 8, '461/ | in U.S. and in U.S. and in U.S. and in U.S. and
average) | (Average) | rqte2/ foreign country [foreign country [foreign country | foreign country
Belgium | 2.79 3.37 2.29 2,28 - (7/45) .89 - (7/45) 1.14%/
Bre ‘1 11.97 6.13 5.18 5.19 - (9/45) 5.3 - (9/45) 3.9
Cax .a 99.91 [100.04 90.69 90.71 (12/45) 103.0 |(12/45)106.3 (12/45) 9.3 (12/45)107.4
Chile 12.15 5.17 3.22 [(3/46) 3.23 (12/45) 2.8 |[(12/45) 3.1 (12/45) 3.1 AHW\WmV 2.5_,
CostaRicd - 16.26%/ | 17.79 (1/46) 17.51 - - (1/a6)" 11.25/ (1/46) 11.5%/
Cuba - 99.926/ | 100.00 100.00 - - - (12/45) 64.57/
Czecho-
slovalial 2.96 3.51 2.00 2.01 AHW\va 1.4 [(2/46) 1.0 AHW\wmv 1.5 (2/46) 1.3
Denmark | 26.74 21.91 20,79 20.88 (1/45) 15.9 |(12/45) 17.1 (1/46) 15.4 (12/45) 17.3
Egypt 499.02 |503.23 413,13 | (3/46) 413.00 (9/45) 225.9 A@\mwv 214.2 (9/45) 185.9 A@\MWV 221.6 ,
France 3.92 4.59 2.02 .84 (3/46) .82 - (3/46) .9 -
Greece 1.30 .90 .20 vm\va .02 - - - (12/45)  .012
12/45 .20 7
India 36.47 37.07 30.12 | 30.18"  |(i2/45) 20.7 - (12/45) 16.1 (12/45) 20.4
Iran - 6.07 1.75 {(11/45) 1.59 - - (10/25) 1.3 -
Mexico 48.188/| 27.75 20.58 20.58 (2/46) 19.8 - (2/46) 14.2 (12/45) 12.4
Nether- .
lands 40,22 54,55 37.93 37.79 (2/46) 25.8 [(2/46) 29,39/ (2/46) 28,5 (2/46) 38.49/
No y 26 .69 24,66 20.17 20.20 (2/46) 18.1 [(2/46) 18.1 (2/46) 18.0 (2/46) 18.9
Peru - 25.0710/| 15.38 |(12/45) 15.38 . - - (1/46)  13.91Y/|(1/26) 16.41Y/
Poland 11.21 | 18.90 12/ 1.0013/ - (10/45) .23 - (10/45) .29
Union of T «
So.Africs|484.20 [485.70 400.50 400,50 (11/45) 403.3 |(11/45)413.3 (11/45) 380.3 (11/45)446.9
United | T _
Kingdom|486.62 1490.81 | 403.38 403,34 (2/46) 369.1 |(1/46) 421.1 _, |(2/46) 374.5 (1/46) 470.6_
79.471%/ | 56.29 56.29 - _AHN\@mV 62.111/ _ - _AHN\@mV 69,71/

Uruguay &wom.mm

|

(Sce following page for footnotes and sources.)



1/ Except as othorwisc indicated.
E/ Soc Roview of Foreign Dovelopments for Decamber 3, 1945, for
cxplanetion of estimatos. Actual communicoted rates will be
based on those prevailing on October 27, 1945, rather than
Novembor 1, 1945, os assumod in Roview estinateos, but the
differcnces would be slight. -
3/ Bascd on Belgion reteil price index, not cost of living. Include
~  black merket rricos. ’
L/ 1936 annual uverage.
5/ 1936 base period.
&/ July-Docomber 1937 nvorcge.
7/ July-December 1937 busc period.
g/ 1929 cnnual average.
9/ The month givon is only aporoxinmate. Figures refer to ecrly part
of 19L46.
10,/ Two-your averuge, 1936-37.
T1,/ Two-yoar basc perind, 1936-37.
iiz/ No official rate was in existonco., Cross-rates on tho ruble rato
osteblishod for transoactions with Russia give 18.87 cents = 1 zloty,
but heve little moaning. Thero erc roports thet the 100 zloty/dollar
rcte was in use as carly as October 10, 1945, :
1 / Now official rate. Opon morket retes for dollar in Worscw in March
range from 0.238 to.213conts = 1 zloty. Earlior quotatizns rango
from 0.37 in Octobor t- 0.17 in Junuwry.

Sources: Prico indexes: Givon in Teble II.

- Exchange rcotes: Foderezl Roserve Bulletin, Cormcrco Reports,
Foroign Commerce Wockly, and "Cormunicention of Por Veluos
to the Fund,” Review of Foreign Developments, Decarber 3,

1945.




Toable IT
Wholesale Price and Cost-of-Living Indexes

Wholoselc Prico Indox Cost-of-Living Index

19282,  Qct.'26~ 1928z,  Oct.'36=

Country IOQL/ June '37 1OQL/ June '37
— =10/ " _= 1001/
Bel gium - - - 328.92/ 378.32/
Brezil - - - Nov.tL5: 239.4 201.5
Cenade Dec.',5: 107.3 125.8 Dec. 'S5t 99.5 119.6
Chils Dec.'L5: L7..6 210.1 Dec.'h5: 115.0 265.8
Costen Rica Jen. L6 - 191.61/ Jen. L6 - 185.8&/
Cube - - - Dec.'1}5: - 19&.&4/
Czccho-

slorekic Dec.'}5: 229.8 298.1 Feb.'46: 221./, 2.2
Denm:.rk Jen.'héy 185.6 177.5 Dec.'}5: 165.6 162.0
Zoypt Sept.'s5s 240.8 35%,3 Sept.'t45: 20,9 289.%
Frince Uer. 46 529.7 5.0 - - -
Greccoe - - - Dec. '}5: - 9,558.1
India Dec.'L5: 195.1 287.7 Dec.'L5: - 232.0
iren . Oct.'L5; - -, 590.9 - - - ¢
Mexico , v Fep L6 275.&/ 2h3.6 Dce. t}5: - 28l;. 5—/
Nethorlands Feb.'h6: 172.2 2%9.3 Doc.'L5: 122.9 154.2
Norwwy Fob,tLj6: 162.9 171.53 Feb. 1i6: 155.8 167.0
Poru . Jon. thés  235.1 226.0 Jen, thés 179.8 196.8
Polond . ™ - - - Oct.'45:5,070.0 §,225.0
Union oﬂu %3 ,

So.Africat Nov.'45: 132.8 159.5 Nov.'L5: 123.6 128.9
United :

Kingdem _.¢%b.h6: 145.8 163.7 Jan. L6y 122,32 133.9
Urugucy e o - - Dec,'}5: 175.1 1L5. 3=

1/ Brcept ts otherwisc indiceted.

2/ Rotoil price index, includes black market pricos.

3/ 14% = 100.

I,/ July-December 1937 = 100.
5/ 1929 = 100.

&/ Avorige of two-ycar period 1936-37 = 100.

Food prices only.

Current price indoxes: Leaguc of Nutions, Statistical Bullotin,
Merceh 1946, supplomcnted by consular ruports, official publi-
cations of cortuin countries, cote,

Eerlicr price indexcs: Looaguo of Nutions, Statisticel Tearbooks.

Woge data: Intornationel Lebor Roviow, plus information supplied
by Burccu of Lubor Stutistices.,

Sourccs:

———






