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INTRODUCTION

The pattern of prices vary betwsen countries for a variety of
reasons - notably the differences in national resources, in the
availability and efficiency of labour, the extent to which capital is
utilised, the size of the market, the tastes of preferences of the
consumer, the influence of freight costs, the incidence of taxatlon,
the extent of-governmental contral - ard so on, The present study has
been designed to throw some light on price structures within Latin America
ard provide a means for measuring the level in one country relative to
another, It aims at the same time to evaluate the purchasing power of
each Latin American currency and to determine the rates of exchange which
would equalize purchasing power throughout the regior, What the study
does not do is measure the purchasing power of the currerncy or the parity
rate of exchunge in terms of any non-Latin American currency f{such as the
dollar or the pound); ahd while this may be considered later, it has not
been one of the present objectives,

The work has been divided intc three stages and in this document
only the results of the first stage are presented. The calculations so
far made relate to the principal cities in ten selected countries for
which price information on more than five hundred iters were collected
by ECLA during the period April--December 1967, The prices enrcearned
were combined in such a way as to give an apprepriate iwrtitinze to each
item and thus obtain a series of results for main types o) expsrditure
in each count:y and for the overall price level,

The methodology used has baeon Zeternined mainly by the objeciives
of the investigation and tne statsotical material which was available.
The resulls shown in Chepbten o sie i many respects 201 rrelivdnary
ard should be treated as such uvutild Lre wsrk has besn woupleted for

other parts of Latin dmerica.

,Thae inttial
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The initial caleulat.ons would however indicate thut the greatest
degree of undervaluation of the naticral currency was evident in the
case of Uruguay, followed closely by Argentina, and Brazil, and then
Paraguay. At the other extreme were Chile and Panama - the remaining
countries (Peru, Colombia, Mexico and Ecuudor) being at an intermediate
level, If Mexico is considered as a base, the price levels for the ten
countries, in accordance with the preﬁailing free market rates are
expressed by the following indexes:

Relative Price levels (at free merket exchange rates)
(Indexes : Mexico = 100)

Argentina 1 84 Chile @ 131 Paraguay : 87
Brazil : 85 Ecuador : 103 Peru : 92
Colombia :r 99 Pangma : 153 Urugnay : 81

Since price levels afford a means of evaluating the pucshasing
power of currencies, the same data can be arranged in recioe.cal form

to give the following indicators:

Purchasing Power of Currencies (at free market ratss 27 oz gﬁggu)
(indexia : Mexico = 100)
‘Argentina : 118 Chile : 78 Paraguey : 114
Brazil s 117 Ecuador : 97 Poru : 109
Colombia ¢ 1Cl Panama @ 6% Uruguny 2 124

This signified that, at prevailing exchange rates. tac puasznasing
power of ths currency was for Uragusy, 24 per ceni more than in Mexico;
for Argentina it wes 18 per cernt meore (again compared with lisxies) and
in Brazil, Paraguay, Peru and Colemhiz 17, 14, @ and 1 psr cent more,
On the other hand for Ecuvador, Jnile and bunama 3% weg verpsctively 3,
24 and 34 per cent lese,

Other calcuisticns with alizrawtive enuniries uscd as the point
of reference can be found in Thepter 5 and in the tables of the
Statistical Annex, A set of ;arity ratas of exchange ¢ ulgo snown,
the following table (again based on Mexico) giving an zrCicstion of
the results:

/Parity Exchange
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Parity Fxchange rates

(Units of national currency equivalent to one Mexican peso)

Argentima : 5.59 pesos (Arg.) Panama : 0.12 balboas
Brazil + 12,7 cruzeiros Paraguay : &.42 guaranis
Colombia : 0,564 pesos (Col.) Peru : 1.97 soles

Chile ¢ 0.110 escudos Uruguay ¢ 04739 pesos (Urug.)
Ecuudor :  Ll.46 sucres

It must be stressed that these figures are in many respects tentative,
Data for Panama in particular should be treated with caution as the
price meterial for that country was not collected directly by members
of ECLA's staff; and prices for some items may not be comparable with
those of other countriss. With regard to the remeining countries,
certain information - for example costs of investment - still has to
be elaborated in firal form anmd the attention of thz reader is therefore
drawn to any qualifying statements which are made in the w.oicus chapters
of the study.

JUhzpter 1.
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Chapter 1

THE NATURE OF THE PROCLEM
1, General

The establishment in Latin America of a Free Trade Zore and the
progress towards a common regional market has focussed attention on three
independent problems which have to some extent been a limiting factor
in certain aspects of ECLAts work: the weasurement of the real "worth"
or the purchasing power of each Latin American currency; the measurement
of relative price levels for the various countries; and the conversion
inte a single currency of prices or values which are initially expressed
in different nationmal currency units.

While to a large extent index numbers have furnished a means of
establishing relative levels, and national currency figures have sufficed
for measuring abaolute levels or prieces within a country, in the case
of inter-country ccmparisons, neither index numbers, percanrage figures
nor even national values calculated at prevailing rates of muchinge have
provided indicators sufficiently reliable or meaningful lor meny
analytical purposes. In post-var years a growing emipoas's hay been
placed on macro-eccnomic aggrepetes ard interest in comparable national
income statistics for imdividual countriss or for the region as a whole
has increased suhstantially. The lack of sdeqgiie measurzz flor translating
national data exprressed in varying currency irde weliashle regional
aggregates with a common monetary denomirator has coushisuted an obstacle
which usual statistical procesures have been wieble to sclve. In a
similar wey, in ihz formation of plara cr preposals for ecanomic
integration - whether of the #yn2 enrizaged for the Uantral Amcrican
courvries or thal conciderad oy ths oav Solomon T oatin, o leok
of information regarding relatae price levels bas hiwvisvad the worke
Finally as menticned above, tie creation of a rrea Toads %o aliady
covering the zreater part of the Latin American popul.tion and production
has brought into the cpen the nead For adegnate measucss of the real
"value" of each currency, thc comparative cost structure, the relative
price levels and the relutionship between domestic prices ard those
applicable to intermationally traded gocds.

| /2., The inadequacy
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2, The inadequacy of prevailing exchange rates

The traditiomal msthod adopted for cenverting prices (or values)
for one country into prices (or values) of another has been to apply
the rates of exchange currently in use for intermational transactions.
The complexity of the exchange rate systems for many lLatin American
countries in post-wur years would in itself suggest the danger of
adopting such a procedure. One would be left with the cheoice between
free market rates, official rates, preferential and non-preferential
rates, often fluctuating violently from ore month to the next and
certainly vclatile over the course of years,

Even when a single rate is applisd, exchange rates could only with
difficulty be thought of as adequately reflecting the true value' or
purchasing power of domestic currencies, A glance at the nrice situation
in Chile should suffice to mske the poink, In February'l959‘the exchange
rate for both trade ard non-trade transactions was pegzed 2% ths level
of 1,050 pesos to the dollar, If at that time it corisctly riflected
the "worth" of the pesc, it could hardly do so in Fehrus=yy 1%5% when,
with no alteration in the exchenge rate, domestic prices hrve meantime
risen 33 per cent (as in fuct they have done). A gimiiar situvation is
encountered in other countries e,g. Argertina and Urugusy where the
exchange rate has Lezen maintainad at &0 =yoilfrary lsvel, irrcispective
of the movemen: of intermnal pricesz,

That ervchangz rates fail to measure aldequately the veleitive domestic
price levels is of course logical, They anply basically to those items,
reg b trapzactiomns of an dnteripticnal

mture - the export ang imrcpr of gouvis o

L

+

s

2 {aclucine shipping

TG

I

and Irsurance), the cimendiiuvse ¢f tonrisws, the renm itance of interest
and profits, the donations Lrom rasidents of oo covrisy w2 auwother,
the flow of short-term capital and louns of a longer raivura. The exchange
rate or the sysvem of exchangze raves in that whieb m=i ralas in equilibrium
the inflow and outflow of funis iwlating to such transactions, Governmental
action in controlling outflows is, however, often a deminant factor in
equalizing both sides of the national balance of payments, and as a result
it can be said for only a few Latin American couritries that the inflows

/and outflows
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and outflows are truly in equilibrium or that the current rates of
exchange could conceivubly measure the comparative values of currencies

-~ even considering only those transactias which figure directly in the
inter-country relationships e.g. the import or export of gocds, flow

of capital, etc,

When other transactions not figuring in the inter-country relation-

ships are taken into account, the use of prevailing exchange rates for

a measurement of purchasiﬁg power is even less appropriate. The bulk

of final goods and services consumed or used in a country is not
internationally traded; and while the role of trade in determining the
level of national income cannot be over-emphazised, it must be observed
that the value of imported goods is low compared with national production.
If services are added, practically all of which ars produced domestically
(intervational transportation, communications, tourism, cer*ain aspects
~of banking, together with consular services being umongst the fow
exceptions) it will be appreciated that an exchange rite detevinined

by internstional transactions would be scarcely appropricte o valuing

the totality of a country's producticn, incoms or expeoaiturs,

3. The scope of the engquiry

As Profescor Kravig pute it, in the clasaical cost-ol-lilving problem
the question to be asked is: "What expendiiove in situsticin & 1s necessary

"Well-being®

I
S

to yield an eguivalent level of well~beirny in eibuniicn B
has of cource *o be defined, Sheould it, fcr instance, include access to

culture, arts, recreation facilities, availakility and efficiency of

public or parsoml seriices; o showdd 3R ba Tivited Lo those abttributes

which command a wonstary valve Zun the scvnbrizg conce-ns2d? Sheuld a
person with an i :ome which erriies him to buy presizely the came goods

and services in Venensuela &s o Solivia be treated oo suloying a similar

1/ The Scope of Heonomic Actixity in Intermatiorsl Troome Comverisons,
Notiorsl Bureau of Econonie Hrseorch, “Studies in income arg Wealth,
Volune Twenty, page 351,

[level of
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level of ﬁell-being? On the one hand he might consider his well-being
affected by the altitude, in the other case by the climate. The extent
to which health factors, working conditions, housing availabilities,
personal satisfaction or preferences have to be considered is an open
one, the accepted practice being to take into acecount only those elements
which have a monetary value.

In this study only final products which can be bought and sold will
be covered, including capital goods and durable consumer goods.2 This
means that we must include current soods and services purchased by the
government as well as governmental investment, seeing that, in maintaining
a health service or providing protection, education, edministrative
services, roads, bridges, public buildings etec,, the goverrmment is
acting on behalf of the irdividual inhabitant, financing the cost out
of funds provided directly or indirectly by the people.

The field of the enguiry covers the following items cof national
experditure:

(a) Goods and services purchased by imdividusls fcr finsl consumption.

(b) Goods ard services purchased by governments to provide collective
services to the inhabitants.

(¢) Fixed investment of individusls,

(d) Fixed invesimert of the governosnt.

Changes in irwentories ars not included, hecause they ¢ not reflect

monetary transactions actually taking place,

ha  The ohjopiires defirved

—— s B Wl T o

Given thz scope of the strdy, it »eunins “o defioe in morzs precise
terms the thres objectives whien, il oasible, are to br achisvsd. These
may now be stated more definiicly as:

(1) To measuvrz the relutive price levels betwsen the various Latin
American countries, based on &1l expernditure transaci_:.vs (whether by
individuals or by govermments) which relate to final comsurption or to

investment .

2/ It may be observed that in accordance with accepted national accounting
practices, fimal products must include goods consumed by the producer
e.g. food on farms; also the imputed rent for owner-occupied houses.

/(2) To determine
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(2) To determinc the purchasing power of each currency, in terms
of the compaurative quantities of final products which can be bought.

(3) To determine the parity exchange rates which will equate the
price levels applicable to fimal products in total for each of the
countries concerned, ,

The way in which overall price levels can be "equated” is un aspect
yet to be discussed., As with other types of price comparisons, some
criterion of "equivalence" for the fﬁrious situations must be introduced.
This "eqguivalence" in most cases is considered to be an "equivalence
in well~being" or an ""equivalence in the satisfactions of wants or
needs", UYEquivalence in the satisfaction of wants" has however various
interpretations, In accordance with one approach, a global concept is
adopted, without considering each component item or service separately,
That is to say, a collection or '"basket" of goods and services is
considered which gives in total the same satisfaction in one country

Sy

.

that another "basket" of goods and services providzs in anct
- irrespective of the composition of the "basket®. Th2 more vesuul
approach is however to consider a "basket" which has an idzsntica
composition in botn places = the assumption being that the came item
affords the samec amount of satisfaction in two places and thut in total
the items give a basket&which {theoretically at least) 2Ffizr?s the same
level of well-being in the tws siluetions. Waeoongh o 0X the bagket din
the two places would, it is contended, then measurs the ralative level
of prices in the two places,

If the latter epproach is zdepted, the parily escranse rate may
be definud as thy rate which squates the weat of & representative basket
of googﬁ and scricer irn ore country vith the cout of a sindliar basket
in another, (If, for instanze, 1,000 pesos in country A Lays a representative
basket which in turn costs 1,500 nacionzles in country B and 50,000 centavos
in country C, the parity rates of exchengs would be a: follows:

1 peso = 1,5 nanionales ¥ 50 centavos).

Conversely, prices are ir parity for two countries when, with a

given rate of exchange, a unit of currency in country A buys the same
quantity of goods and services that an equivalent number of currency units
will in country B (the rate of exchange determining the equivalence in
terms of currency units).

/Likewise, the
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Likewise, the purchasing power of one country's currency compared

with another!s can be described as the relative amount of goods and
services which can be purchised for a unit of currency in each of
the countries concerned.,

Finally, the purchasing Dower equivalent of two currerncies is the

mmber of units of the one currency whicn need to be paid in order to
obtain the same cquantity of goods and services purchasable for ons

unit of the other currency. It should be noted that the "parity
exchange rate" concept relates to the éggregate of all gocds and services
which are classified as final products - not to a particular type of
transaction or a particular group of commodities., There 1s, for
instance, no "parity exchange rate" for food alone, nor for investment
alone - since this would pre-suppose that the only transactions in the
countries concerned were for food, or for investment. Ou the other hand,
there is a "purchusing power equivalent! for each type of tiwmsaction,
or each group of tramsacilions, since the number of currency uni®s which
are needed to purchase a particular item or group o itims cun be
considered independent of other items or other groups. The iotad

of the purchasing power equivalents for all items, when combined in
appropriate propertions, gives the overall purchasing powsr for the
currency of the couniry relative to aroiher, ard ir thic sy become

a measure of the "purity exchange rate’.

As an alterrative, purchasing power spudivaloents -wula be calculated
for an incory of a particular magnitude fin which case they would refer
to the relative gquantity of gonds ~ad soiwieczs cohtalneile 1o that income
in each country ', In this syurs, she oahinstisn of the egvivzlents for
all income levels once again gives thy overall gurchacing pover of the
currency of each couabtry, aw’ hesnce an iidicaition of Lo~ pority exchange

rate,

=i

/Chartzr I
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Chapter 11
BASIC CONSIDERATIONS

1, Differences in incomg levels and expenclture patterns

Before deciding on a method which can be adopted for a study of this
kind, a number of theoretical and practical points have to be taken into
consideration, One of the main difficulties is the variation in income
levels which exists between countries, and between population groups

within the same country, Mich truth lies in Keymes! statement that:

¥ilo con give no meaning to ¢ numerical, cemparison between the purchasing
power of a money to a poor man and its purchasing power to a rich man, the twe
things being, so to speak, in different dimensions™ &, There are

amongst Latin American countries fundamental differencss in levels of
income, in degrees of industrialization, in the skill, inteilijence and
productivity of the people, in the use of éapital, in consumer preferences,
and so forth, Tc compare, to ogsrcgate or to average stetistical material
relating to widely divergent economics raises innumerable questions of
validity, justiiication, compabtibility, homogeneity end identity, all

of which need to be taken into account in deciling on the wry price
relatives or purchasing power cguivalents ars to be Leiculoted and the
manner in which they should be interpreted,

The differcice in expenditure pstterns iz particularly important since
in efch conntry it is a resuitant ~f the -welous factorn releting to hasic
needs, disposable income, gvnilalility ol goody and services, consumer
prefercinees and the notional or' ce shrusture,

For each sitastion, the cxpenditnr: prtiern is adjusted accordiné
to the level of prices in such a woy 25 to maxdimise invidosl setisfactions
-~ more of those commodities being purchased which arc ealatively cheap,
and less of those whith arc expansivcag/ The inter-rolaticaship of prices,
incomes and expenditure patterns creates special difficulties when the

AUV N W i e —

1/ A Treatise on Money, Londen, (1930) Vol, I, p. 98.

g/ This generzlisation tacitly sssumes other things e.g. tastes or customs,
are equal, It also assumes perfect competition os well as the ability
of the individual to spend in the way most advantegcous to hinm,

/assignment of
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assignment of appropriatec weighting is considered; and has been the
main rcason why most intere-country orice compariscns have been restricted
to a series of binary relationships.,

While the same commodities may to all intents and purposes be
availeble for sale in all or many of the cowntries, closer examination
will show that there is rarely a complete identity in the commodities
consumed, Food may be more nutritious in onc country, textiles nore
durable, clothing less subject to shrinkage, doctors better gqualificd,
machinery better meivntained, and so on, Only in isolated instances €.8.p
where a particular medel of a Swiss watch is obteined from the same source,
are commodities identical in an absolutec scnse; yet cven in the instance
guoted, the investigator may find that the watech is fitted with one kind
of a watcheband in one country and a differcent kind in another -
alternatively, that the dealer gives a longer, or 2 nmove cffective,
guarantee in one of the two countries,

In some cascs, the quality difference may be ill-defined., The price
cof a cinema performence may for instance relate to an jdentical film in
two places, but differcnces moy exist in the type or lenghih of supporting
prograrmes, the confort of the cinemn or the quality of the sound
reproduction. For transportation and for perscnal or proferontinl services,
similar gunlity diifferences may, and ususlly do, epriy,. Io the case of
public utilities, newspapers, cven shop scrvizce {(inculing Qa:k&ging),
certain elements of gquality difference axist that moy be aperecicted by
the inhebitorts tut are difficull Lo define in monelary LoriiS,.

To what ocxtent, and in witab wav thay are teo be ftoken into account
in an inter-spatial price comporiscn in one of the rony problems
which have to be resolved in practical forn before mieruhusing power
equivelents, pricc rclatives or similar statistical morsures can be
calculated,

3. Problems

L= WS
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3. Problems of quaptification

The difficulty of comparing the purchasing power of money for
individuals in different income situations has already been referred to,

4 sinmilar problem is thc extent to which.needs and satisfactions or
well=being can be expressed in meaningful quantity terms capable of
comparison between countries., A corollary to this is the wvalidity of

an average or an index number to express in singular form a whole array
of data subject to wide divergencies or variations as between countrics

in component clements, Opinion on this point is divided; and while recent
schools of thought have inclined to the view that indexes cannot
'mcaningfull& be ﬁsed as indicators for compariswns of satisfaction,
well-being, utility, ete,, the question is a debatable oae which is
outside the immediante scope of this investigation,

The attitude adopted by the writers of this study i1s thot, for those
who consider indexes or averages as usable  indicaters in relation to
expenditure patterns, price levels ond purchasing power eguivalants, the
calculations made for Latin American cowntries may provide ccixe useful and

informative date not availablsz frem other sources,

la Availability of information

It is obvious that, unless the bosic material is available or ds
potentially aveileble, no methed or apvroach o be consideroed satisfactery,
irrespective of its justificetion on theorelbical grovnds, In Letin America,
all countrics collect matcrial of some kined in zommexira « th their wholesals
and consumer price indexes. 4 certain amount cf addltionsl luformation is
avallable from marketing statir~i~z, from trade repocis, from national accounte
aend frem infermaticn collect:d by waricue goverrmental or commercial organiza-
tions. On closer examinaticr. it will 2o found that 1itile of this material is
satisfactory for cirect use iv place-to-rlace comporizors,

For retail price indexez, only a 'imited nurber of itens is, for
instance, covercd (usually £U to 100); ond lorge blocks of erpenditure
.. education or the purchr~o of furniture is omitted cavirely. Furthermore,

no price dota of any kind is generally available on prices of Investiment

/ gocds, other
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goods, other than a smell arount of usable informntion on building
materials colleeted for the wholesale price index, The price enqguiries
furthernore relate in mostcases to the capital cities or federal districts
only; while the ocutlets fron which prices are obtained are those
patronised by selected classes = generally at the lower income levels,

The items covered by the price collections differ as between comtries; and
only a few basic items - mainly foodstuffs - can be considered corparable
intra-regionally, In the majority of cases a technical specification
is missing = or if it exists, is in such illdefined terms that adjusbments
to take account of quality diffcrences between countries is impossible.

Information on patterns of consumption and investment is very neagre
and is as a rule inadequote for cstablisking the relative importance of the
corponent jtems within each country, Few comprechensive and reliable
consumer expenditure surveys have been conducted {(Colombia bLeing an
outstanding exception); and weights assigned to cach iten of the
cost=of=living indexcs are often obtained from cbsolete survesys covering
a few families within a particular income group in the capital city only,
(In the worst of cases, weights 5ppear to have no sound basis ot all), IFf
national acoviis data are relied on for determining the pattern of
consumption and investment; the position is improved to only a small degree;
for while investment figures are availabie in total and by broad groups,
no information is usually available for the more dewailed component iltems;

in addition, when compiling netional accounte,

3

consumpnion is frequently
obtained as & residual and no detail is given by group cf commedities or of
services,

It will thus be appreciatfad tnab 4T o study of comparative prices
is to be based cnly on data civromtly available in ench couvityy, and if
unduc attention is paid to ths importoncs of a precisciy- zoicuwlated
pattern of expenditure and investiment, the project rush be abandoned as
inpossible, The problem is then to daevise some methed which will utilise

to the maxdmun the little data in Latin dmerice appropriztc for our purposcs,

/ to supplenent
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to supplenent this by material obtained specially for this ecnguiry, and to
combine the whole in some way which will produce meaningful price
rclationships as between countries, taking duly into zccount the differcnces
in quality of goods or services aveilable, in levels of income, and in

the pattern of consunption and investment within the area,

(Lest it will be inferred that the situation in Latin America is worse
than in other regions, let it be said that, excluding a few statistically
advanced countries in Europe and North imerica, a study of
comparative price levels elsewhere would be no easicr and in many cases

more difficult),

/Chazter IIT
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Chapter III
METHODCLCCY

1, Practical aspects

For any statistical study, the methodology adopted must depend
specifically on the objectives to be achieved and the extent to which
available data can be utilized in order to achieve those objectives.
Above all, a method is required which is precise, simple to compute,
comprehensive in coverage, readily understood and capable of yielding
results which are readily interpreted and are at the same time compatible
with the framework of the study. An aporoach which might have sound
justification theoretically might thus have to be rejzcted if it was
difficult to put into practice - alternatively if the results were
difficult to interpret or were not in keeping with the basic design
of investigation., For similar reasons, what might be appropriate for
one study might have to be discarded as a possible approach for cthers.

For the present investigation, ECLA's choice of a moblicd wag guided
by the desire to cbiuin metuelily-compatible results for alli covitries
within the regionz, rather than a series of independently--calculated
results each of which was applicable to a restricted rwmher of the
countries conceruzd (as in the cese of bipary comparison a)e In the same
way, methods which were over-elshorate or werz too diffl.ul* to put into
practice witih the resources ana information available wite considered

unsuitable for the investigation and were rejetied accoriivgly,

2a  Tho_cencept,
R T S

In virtuslly all time ov vlace comperisons ¢t prizes, the approach
to the problem ihwns rested oi bl foniamentel conezpt of ecviselznce in
two or more situations, This eyzivalence may refer to: {2 a collection
of items each of which is considered to satisfy "wanis” or Ynseds" in
the sume or an equivalent way in the various situations; or (t) a collection
Jof itzms
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of items which in total provide the sume or an eguivalent amount of
satisfuction {or well-being) in each of the situstions concerned

-~ even though individually the items may provide differing amounts
of satisfaction.l

The latter approach has been supported by many writers on the
grourds that it avoids the difficulties attributable to the interdependence
existing between the price of an item and the quantity consumed. In the
same way, its use would circumvent the problems which are due to differing
availabilities in different countries and to factors such as the climate
which although influencing consumer costs, have in themselves no monetary
value capable of adequate measurement, for price or cost comparison.
Unfortunately, the approach has a number of disadvantages. It is for
instance difficult to demonstrate that a given coilection of goods and
services actually provides a specific amount of well-being or that the
satisfsction of wants or the levels of well-being are precinely equated
in the various sitﬁations. The use of indifference curves ami income
elasticities of demand to indicate equivalence has been advocited; bub
at the present stage of statistical development, this glokal approach
cannot be considered as one likely to provide practical results except
in a very restricted number of cases,

The first approach was to select a hasket of goods ard services
which are individuslly assumed to provide tha same or equivelent
satisfaction in two or more situaticns « the iw~liciit aszonption being
that the aggrepate of the itews will vrovide an equivalerce In total
satisfaction or teooal well-beivg in the countries bteing compare’y and that
the cost ¢ the busket in the vori s sihustions will irdlcate the

comparative lewel of pricszo, tho comoziutive parchasing

1
-t

nowzr and the

exchange rate. Tnw method hen o musber of limitation: ¢nd Jdicadvantages

1/ A more direct but conceptually less sound techniy:: coften adopted for
comparing price levels veiwzen couibries is that o7 "=djustcd' exchange
rates ~ the "adjustment' i.eing a prica index applizd to a rate selected
from somz so-celled Ynormal' year Lo such a way that pericds when the
rate was at an unrealistic level are avoided. However, 2: exchange
rates in the best of cases provide a measure of eguivalence restricted
to internationally-transacted ltema, and in no event take into
account the relative price levels for goods and services which are
domestically-produced or consumed, the approach cannot be considered
in any manner to be reliable.

/not encountered
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not encountered in the global aporoach. It demands precise identification
of each irdividual item in each situation; it assumes that the same item
meets tiie same needs and performs the same function, no matter which
country is concernzd; it requires the combination of items in such a way
as to reflect their relative importance within the total on a comparative
basis; it assumes a homogeneity, both of income and of experditure (as
well as of prices) within a country which may not, and usually is not,
true; it demands a mass of precisely~-calculated statisticel material
relating to prices, quantities, values, incomes etc. which is not readily
available; ard its results may be restricted in application by the limited
coverage of the study and the methodology employed. |

On the other hand, the approach has the ovar-rldlng adva,ntage that
it is mathemutically precise, it is Iree from,ambiguities in interpretation,
and it does not rest on the subjectivé judgement of the statistician
engaged in the investigation., In addiiion, its appiication can be extended
through all sectors of expenditure, whereas the global approach advbcated
by Staehle, Frigeh and others has so far been applied experimgnzally to
only a restricted part of corsumer expsnditure, and to particuler levels
of income,

It was accordingly decided to adopt this approach in the ECLA study.

3. Ihe provlem of welahls

For mo:t stucies where the "market baskeh! appoeach h2e besn adopted,
some prevailing exchange rate h:s been usza in order to sowsert prices
for all countricos to a common monetary denomiiator; price relatives
have then Bren caiculated; aivd the welglhtiag pattern of first one country
and then the cthzsp has besn ves) in crdow o combine the inlividual price
relatives {the indoxes which sserze providing in thacry szt least, measure-
ments of the price relationshiip of the two countries, tliz purchasing power
parities of the two countries and correction factors which, when applied
to the offiecial exchange, would irdicate the parity ex-hinge rate applicable
to the currencies of the two zountries). Since however, a weighting
pattern representative of zll the countries concerned has not been used,
the results inﬂpfacticéliy all cases have been confined to a series of
binary comparisons which serve a limited purpose. |

/For the



B/CN.12/589
Page 20

For the ECLA study, it was considered important that the results be
obtained in such a manner that they would be mutually valid as between
all countries in the region., This signified the adoption of a common
weighting system which, because of the rature of the study, had of
necessity to be based on the average consumption pattern for the region
- that is to say, the pattern with the greatest similarity to (or the
least veriation from) each of the patterns for individual countries. The
consumption pattern could be expressed either as valuss spent (in which
case they would be used to weight price relatives) or quantities consumed
(which could be applied to weight prices directly). The averaging of
values pre-supposed the existence of satisfactory exchange rates with
which data expressed in national currencies can be cenverted and
aggregated for averaging purposes. Since the study is designed precisely
to measure such an exchange rate, this assumption could not be sustained.
In addition, the use of price relatives imwvolves the selection of a base
country with which prices in other countries can be compaved; and unless
weights are chosen in accordance with the consumption pritern of the
buse country (which would be undesirable for an intra-rsgionsl comparison),
the results are affected by the price level in the base country whenever
two other countrizs are being comparedgg/ Where comor cuantity weights
are employed, 2uy country witnin the group msy however serve as the
reference point (or base) for the price comgarisoss. This is therefore,
the system of weighting which has been chcsen,

Two qualifying statements need to be mzde regurding the computation
of weights, fiyuts the main cliactive of the stuly is to compare one
country with arotler sountz;s +. ~r  ihun to compibe price levels or
purchasing pewer equivalents fzr Iatin Ameriez as a wasla, The countries
are of equal importance for th: investigetion; znd arny zystem of weighting
which would give greater proportion to those with the zreatest number of
inhabitants has accordingly to bz rejected (in this way avoiding the

danger that the largest countries in the region e.g. Brazil so dominate

g/ The same defect applies whenever value weights and prices have not
been obtained in a consistent manner, e.g. values from one year, ard
prices from another.

/the weighting
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the weighting structure that the results resemble a fixed weight index
with the total quantities consumed in the largest country as'weights

- a clearly undesirable effect if the same weighting structure is to

be employed in comparing the smaller countries e.g. Haiti and Paraguay).é/
Secondly: quantities consumed per inhabitant depend on the purchasing
power available which in turn is a function of the per capita income.

The market basket has accordingly been based on the urmeighted average

of per cepita quuntities consumed in each of the countries concerned,

Le The approzch defined

The approach which ECLA decided to use is based, then, on a basket
of goods armd services, the items of which are representative of average
consumption patterns for all countries within the region. The per capita
quantities consumed in each country provide the necesséry weights = allowing
however, a certain amount of substitution where different items are used
in the different situations (e.g. potatoes and mandioc; light-weight
or heavy-weight clothing; trains or buses ete.). Prices citaired for
each item in each country are then applied to the quanbtity weiihis in
order to yield & total cost for the basket in each country. The
comparison of the costs in the various countries provides a measure of
comparative prices (both for tohals awl for ermponent groups), an estimate
of the purchasiug power equivalent is each currency, and an evaluation of
the parity exchange rate,

The foraula used to express the relationship of prices fcr two countries
K and O within the reglon is axplained more preciseiy ia tine Technical Notes

but it may be noted hzre as:

3/ For a comparison with ancther region, however, thz vasket would need
to be ralculated in accorcance with the importance of all individuals
within the region and the averags would be a weighted orne .- with
grester importance to those countries with the greatest total purchasing
power, N

/where Pko
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% _ 2 dio.pik (k =a,b,c .... m countries;
Pko = -
‘3 dic.pio i =1,2,3 .... n items)

where Eko is the price ratio of country K relative to country .
0 (0 being any other country within the group of countries)
qio is the average per capita consumption of item i in all the countries
concerned
pik is the price of item i in country K; and
pio is the price of the same item in anj country C. _
The purchasing power equivalent (Rko) of an item in country K relative to

country O is equal to the reciprocal of the price ratio.

ie. Rko. = P

ko
or (for all items)&/:

1

R
° ko.
Reversing the purchasing power relationships we get
Box = Pko
or Rkn = Pok

then the calculation extends over all items of expenditure, the
purchasing power relationships of two currencies is by definition equal

to the parity exchuenge rate (E) for those currencies.

- 3
'4

ie . E“k. - EQk = Pko = e e e
P k
o ° © P

Since the sime weights cre anoiial Lo the prices in each country, the
results are mutuzlly convertiitle ard sny country may be used as a reference
point., In practice this signii-es that the relabticnship of prices between
say Argentina and Mexico, Mexico and Chile, Chile and Br2zil will provide
equally valid price relationships for Argentina - Chile, Argentina - Brazil,

Mexico -~ Brazil, and so on for all twenty Latin American courtries. What it

1/ The sign " - " above a symbol signifies an average for all the commodities
(or countries) concerned.

Swill rot
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will not do is to provide a price relutionship for one of the Latin
American countries vis-a-vis United States or Eurcope; nor a parity rate

of exchange expressed in dollars, france or any non-Latin American currency.
For such relationships, the work would nesd to be extended to introduce

the weighting pattern ard the price structure of the extra-rsgional

territories.

Jaepter IV
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Chapter 1V
PRACTICAL ASPECTS

l. The general nlan

Because ol the difficulty of covering all countries completely at one
and the same time, the present investigation was divided into various stages:

The first phase, now completed, applied only to main cities in selected
countries -~ especially those where inflationary price movements could
invalidate the results if the period in which prices were collected was
too distant from that used for weighting purposes. In the secord stage,
(which has yet to be commenced) plans are to cover major cities in the
remaining countries so as to give a first approximztion to the price
relationships and purchasing power equivalents which would apply to all
countries in the region., The third stage would see the amplification
of the study to include such other cities or zones within a country where
different price patterns might apply. The combination of the three steps
would then give representative results for all countries throughwout the
region and a means for calcul:ting sub-regional and regional toals,

During 1920, prices were collected for nine countries; while in the
case of one‘counhvy, Ecuader, data were collected in tne two principal
cities of Quitc anrd Guayaquil so as to deleriine the influence which
price variations might have in a country possessing two or more zones
of differing econ<mic characteristics (such as incom:, ~vcupation, housing,
clothing, elc.). Since data of a reasonzbly comparable rwture had
previously Lecn coilected for a tenth country, Tansme, for the year 1958,
(price chengss mesatime beirz —=egliniliz), it vas decided to include this

country within the irvitial csloialalicuc,

2. The collsciicn of price meiarial

Two conflicting factors deternined the lines whirk price collection
took: (a) the need for local Y¥nowledge of shops, servives, consumer
preferences, marketing conditions, etc., (b) the need for ernsuring
comparability betwsen all countries and the reluted problem of assessing
ad justments which might have to be made to the prices of sach item so as
to take account of differences in tastes, customs, marketing conditions, etc,

/Pricing agents
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Pricing agents familiar with local conditions were therefore, appointed
to collect prices in a specified month of the year for each of the cities
concerned, Precise specifications were drawn up for some 453 goods and
services important in consumer experditure and 87 investment items in such
a way that identification of the item could be made in all countries.
Instructions were formulated regarding the way in which data were to be
obtained, the type of shop or outlet to be covered, the quantity of the.
item to be priced, and the variations in specifications which might be
permissible to meet local conditions.l/ The collection of prices was
followed up by a visit to the country by a member of ECLA Statistical
Section who was familiar with the work done elsewhere and could make
on-the-spot decisions regarding problems which might have arisen. This
procedure was deemed essential in order to cope with ths many price~
influencing differences which arose because of local condilions, many
of them being difficult to express in monetary terms, Certain items,
such as housing, transportation and services could not for instunce be
specified with sufficient procision to ensure strict econmarchility as
between countries; and an elenent of sihjsctive judgemernt hacd therefore
to be introduced in order to ensure that similar gocds or services
were being priced. In some cases technical advice was sought either in
the country conczrned or upon veturn te ECLA headjquariers wirzu a careful
appraisal of the meterial obtalned for all countilss couldl provide a basis

for assessirg pricz differences which were due té guarity seriation.

3. Adjustment for guality differcnces

3

Three classes of items comud he dlstirguished in the pirice material
gathered in tkhe warious CCuntTiesaf;
(2) Identical items

These confoimed precisely to the vequired specification in all countries,
They referred for the most part to well.known brands o rarticular models
of merchandise which conformed to memufacturer's speciticition e.g. "Kolynos

toothpaste", "Kellog's corn fiskes"; or a "Clintm 3.5 H.DP. moiter!; etec. In

1/ e.g. the substitution of one type of furniture for another (price
ad justments being later mide to cover the quality differences),

2/ Adopting the terminolo;y'and the concepts referred to by Gilbert and
Kravig in Empirical Problems in International Comparisons of National
Product, International Association for Research in Incoms and Wealth:
Income and Wealth, Series IV, pages 108-9,

Jother cases,
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other cases, the identification was a comventiomal one since no qualitative
or quantitive tests were practicuble within the framework of this study
e.g. electricity, fuel oil, postal, telegraph and most other services
(including doctors, dentists, domsstic servants, hairdressers, ete.)e
Within this class were a large number of other items - particularly
food - which although not precisely identical in 21l countries, differed
in a very minor degree or in some intangible aspect (e.g. flavour) so
that adjustment for price difference was impossible or unnecessary, 1n
the same way, no account could be taken of variation in conditions under
which goods were sold: €.ge the cleanliness of warkets, even though
considerable differences existed as bestween countries.
(b) Common items

wWhile these items varied in some respects betwezn countries, price
ad justments could be made to take account of the points of difference.
Comparability was thus obtainable indirectly throughout ths r=gion. This
applied particularlly to durable goods, machinery and ecuipm=xt whare
the makes or models differed somewhat as between counbrizs, bul not in
a way which prevented an evalvation of the price element involved. (It
might again be obhserved that if the difference for items in two countries
was not measurzhle in monetary terms e.g. ilavour, or if tke vuriations
involved no cosht eisment -~ e.g. the cost =¥ nroiueing en “artistice" or
an "unartistiz" picce of furniiure - the items were trealoed us identical).
(c) Unique jtromg

These evisted in only one cr in orly a small numb=y of Lhe countries
concernad. Haauples were corroa in the inrestmet grogp, since many items
e.g- parer maline machinerr coula Le Iocutad oty in the more industrialiged
countries., In soms cazes, tiv nham was one produced io satisly local

T

tastes or prefersnces - notably "meiz tupi" amd fharing ds mandioca"

in Pargguay, "tortillas" in ¥exico., In other cases its ciistence was
determined, or iniliuenced, by climatic conditions e,.g. m=agces, papaya

and pacage ia tropical countries; apricots, nectarines ani chestauts in

the more temperate zones - similarly heavy-weight (or light weight) clothing

/plus heating
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plus heating (or air conditioning) for houses in the respective areas.
Other examples could be found in the services groups - notably in the case
of transporation where underground railways existed in one country,
sub-urban trains, trolleys or boat-services in others.

~ In practice, it was found that virtuvally no items of importance
in any one country were "unique" in an absolute sense. Most of the items
in question were "unique" only if groups of countries were compared
e.g. tropical and temperate zones., However, in most cases some country
could be fourd where equivalent items suitable for substitution purposes
in the different groups of countries existed e.g. in Peru where both
‘tropical and temperate zones foodstuffs were availzble. Even in the case
of machinery where an item was availeble for sale in some countries only,
a theoretical price could be built up with exactitude for remaining
countries on the basis of information relating to the original cost,
freight, insurance, taxes, handling charges and distributor's profité.
Unique items which had no counterpurt in any other country - e.g. the
underground railway (metro)} in Buenos Aires - were not of fundemental
importence since they could be assimiluted to items perflcrming a similar
function (e.g. trains or buses in the instance quoted). The problems
involved in dealing with unique products were therefore found in practice
to be exaggerated out of all proporticn by theorists whe lmve writien
on this subject.

So far as cowmon items and identical items are conce.n2d, it was
found that much depended on the degree of detail ineciuded is the specification
and the faithfalness with whioh price enursrators had foliowed instructions.
Where the itzns were adsquately delinud, idznvification wes as a rule
simplified and virs necessity fer pice odinstments wee 2limiratad, This
was particalariy true for thowe items where price was e’ prorortional
to size, and each size had to he trasiszsd as a separac: varlety or quality
of the same item, In other crses, much depended on tlvr interpretation of
quality adopted by the enumersiora (since that consicered “good" in one
country would sometimes be clessed as "inferior' or "average® din another),
However, the. verification of price data by ECLA-staff menbers familiar with

the data in other countries reduced the number of common products substantially

/and left



¢

L/ ,12/589
Page 29

and left fewer adjustments to be made in order to obtain precise comparability.
Only in the case of house rentals, furniture, certzin machinery items amd

the labour costs involved in construction did any serious doubts remain,

. once adjustments had been made for quality variations; and these doubts

will, it is hoped, be corrected at a later stage of the stﬁdy when additional

information has been obtained,

4. The calculation of weights

In accordance withrthe approach adopted, the use of a regional busket
~of goods ard services involved a weighting system which evaluated correctly
the relutive importance of each item. When value weighting is used - as

in time-to-time indexes of prices within a couatry - the problem is

simplified since the ﬁércentage of total experditure zilocated to each

item furnished an acceptable estimate of its relative importance, For the

quantity weighting chosen in this study, the situation was complicuted by

the fact that data were often expressed in different units o’ wzagurement;
and even if the same unit was used, conversion cculd nct be m-de direcily
from one item into ecuivalents of anctler (e.g. kilos oi pears into kilos

of apples)., Ccnceptually, howsver, the principle of weighting proportional

to the importancs of items within the szxperditure patiern still holds true;

and the practical work resolved itself into an evaliwoion 1. quantity terms
of each item consured by the typical irdivicunl or fonril;,

For the pressnt investigation, the esbimeticn of quartity weights was
accordingly carricd out in thres stages:

I. An evalustion of the perscral or govermmenisl experdiin-~z for each item
in each cowrry was wade on ble hazis of neitiongl sceounts data, family
living swdiza, lmport or product lem statistics and goverrmental budgets.

II. The prices airsady collsciad il asch country wer: divilded into the
corresponding value expenditure aata in order oo provids quantity
figures for euch itém in each couatyry,

III. The cuantity figures for each item were summated regicrally in order
to provide averages of the quantities consumed in the region.

/Thne following
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The following points may be noted:

(a) For no country was it possible to obtain vaiuves of personal
expenditure broken down in the detail required for a study of this kind,
Natiomal accounts statistics provided the basic figurss for kroad groups
e.g, food, clothing, industrial machinery and equipment construction,
governmental eXpenditure etc., A sub-division of the values concerned had
in the case of consumer non-durable goods to be made on the basis of family
living enguiries where these existed; and for the consumer durable goods,
vehicles and machinery on the basis of trade or production data. For
private construction, information was obtained from architects ard builders
regarding the relative importance of the component materials; while govern-
ment accounts were used for the govermment sector. When national statistics
were not sufficiently detailed to provide such fine discrimination as wus
required for this study, the sub-division wus based on the experditure
pattern of a similar country.

(b) If a price was not available or was considerad defschive, a price
based on that of some similocr commodity was used. Ina Limite! number of
cases, the relationship of prises for two commodities in a siailar country
was used to muke a price estimate, Where no suitable rethod of estimation
was avallable, the value of the item was imputed to & nimilar item in
order to maintzin the correct importance of the zrain or avhe.group., In
no case werz items omitted entirely from the weisniuing gevbtern 1L they
were consumed in the country concerred,

(¢) The i imputation implieit in the seleciion and evaluvation of
representative items signified o cesteln omound of uvarzeliby in the quantity
weights, A comsuapiieon figure «f 20 Litos a lumh may for instance represent
9 kilos of lamb scbually ceonsumed ool 1 kilo to cover. kv inputation, the
consumption of goat meat for which ne worice is separacvziy ccllected.
Imputation of quantities is, however, essential in the weighting structure
if the price of one item is to be gonsidered representative of similar
items - which is the method uwniverszlly adopted in the corstruction of
price indexes,

/(d) Since the
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(d) Since the value of consumption for each item related to per
gapita expenditure, the guantity figures were likewise on a per capnita
basis. The summation and averaging of the quantities therefore provided
data which represent the average of the amount consumed per person in
each of the countries covered by the enguiry.

(e) Since price figures have not yet been collected in all parts
of the region, the weights refer meantime to ten countries only, and are
subject to modification once the survey has been completed for the whole

area,

5. Calculation of the results

The formula chosen involves the application of prices in each country
to a common busket of goods ard services. Applying this approach, the
ECLA calculations provided for each item in each country a valuation
expressed in the currency of the country covered., Svmmating items in
each country, totals for groups and sub-groups of expeuditure were oblained.
When each of these was related to a corresponding grouvp or stl~-group in
another country, a purchasing power equivalent was derived for thalt group
or sub-group (thiz "purchusing powsr equivalent" showing the number of units
of currency in cach country which buy the same amount of the commodities
in question). The aggregate of 21l groups provided the osvsrall purchasing

Ky .

power equivalent. for each country's currensy wig.~.wla bhat of another,

This by definitlon equals the parity exchanps r=te aprlicaltie to the
currencies of the countries concerned.,

Alterwative calculaticns were also made in ordsr to provide results
in conformity with the prevailii-ig erchange ratas, This in theory involved
the application of the exchanzz rato Lo Lividual pricss lfor each country
in order to place sll data on a ~owor wonstary dencmivator. In practice,
however, this was unnecessary since the same resulte could be obtained
more simply by applying the srchengs rabes to the totals or sub-totals
which had been determined in sccordance with the proceciing paragraph.

In this way, a series of prisze relatives expressed in accordance with
prevailing exchange rates were obtained.

/The expression
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The expression of price relatives signified the wdoption of some
country‘or countriecs as a reference poiat. Because of the methodology
used, any country within the group could cerve as such a point. Nevertheless
for reasons of space, tabulations could not be presented according to all
the elternatives (except for the busic table relating to overall totals).
For the remaining tables, since Mexico appeared to be at a level inbermedisz’e
between countries with high and those with low prices {considered in
accordance with prevailing exchange rates), it was the country chosen as
a point of reference. The adoption of a particular ccuntry as the
reference point has,of course, the disadvantage that, not only is its
general price level placed at 100 but so is the level for each individual
product~class or group. It is thus not possible to judge the level of
prices for a group of items in that country vis-a-vis other groups for
the same country. In the same way, if prices in the reference country
for the items concerned are low, the price relatives for other countries
appear relatively high (and vice versa). To avoid thesee zhovh:omings,
an acditional set of price relatives were calculated wish ine nveragé for
all ten countries placed at 100. In this way, not only could an indication
be obtained for each country's prices,ziﬁgézgig other ccuntries but also
a valuation of price levels feor each group.of jtems o arcduct.élass

'S ~ . ' r
vis—a-vis other geoups and product-classes for the civubwyr of reference,

/C u;{?; v
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Chapter V
THE RESULTS OF THE INVESTIGATION

L, The general price level

(a) Parity exchange rates

The parity exchange rate is by definition that which equates the overall
price levels for the countries concerned - alternatively, the rate which,
applied to the currencies of thé'various'ceuntries, equates the overall
purchasing power of those currencies. In accordance with the methodology
adopted by ECLA,this has been arrlvad at by comparing the cost of a given
basket of goods armd services in each country ~ the comparison of the cost
in one country relative to ancther prov1d1ng the desired parity rate. A4s
ten countries are involved in the'pompafison, nine mutually - convertible -
rates emerge - the currenéy of the tenth country serving as the point of
reference, Since any one of the countries may be the reference peint, a
net-work of eighty-one inter-related exchange rates can be obtained, These
are shown in Table 1 - the currency for each country heing erpressed in
terms of the remyining nine, It will for instance be seen that in the case
of Argentina, one peso equals 2,27 cruzeiros , +»101 Colombian pesos, 261
sucres, 1,51 guaranis and so forth, Similarly;‘fcr hile oune escuds eduals
in purchasing pouwer 50.63 Argentine pescs, 9,00 Maxican reg-s, 17.84 soles
or 6.69 Uruguayan pesos. Thesz are then the rotes wiish wwild equate tetal
purchasing power, or the general level of prices in th: selected countfies.l

Since the wvariation between the parity and the prevailing rates of
exchange is of interest, fres markst roteeg are also shewn. It will be ob-
gerved that.for irgertina, Brarii, Paraguey aie Urug:may the two sets of rates
are not very divergent, Similerly, For Colombra, Ecusdnr and México, the
rates are somewhat similar. However, for countiies in one group as compared
with countries in the other group — likewlse for Peru {intermediate

between the groups) and for @Unile and Panama which arc at still different

to apply. According to the free market rate, one Argentine peso equalled,
for instance, ,0855 Colembian peses or ,0l27 escudes. The parity exchange
rates calculated by ECLA would indicate however that one srgentine pese

1/ Pendlng correction for price disparities within a country, the level of
prices in the cities covered by the enquiry have been considered
representative of the whole country, /Table 1
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Table 1
PARITY EXCHANGE RATES IN CCMPARISOUN WITH FRED MARKET RATES
(Units of other currencles equivelent %o ene unit of the national surrency )
Currency  Paso Peso Pesc
Py (Argqﬂ Cruzeire (Colom Escudo Sucre Paso Balhoa Guarani Sol (Urue
ste tina)  (Brastl) 3T (chile) (Ecuador) (Mexlco) (Perams) (Paraguay) (Peru) . o0
n R Argenting
Units equivalent to one Peso
Parity rate x 2,27 »101 L0197 «261 179 L0228 1,51 0352 «132
Free market rate x 2,25 L0858 L0127 +214 ,151 L0121 1.46 o324 138
Brazil
Units equ1VaE;;;_;B one Cruzelro .
Parity rats LAl x 20l 00870 «115 .0780 +00961 S£6L »155 20582
Froe market rate  .4U3 X 0381 L0566 <0953 0571 00537 +648 +1h4 0614
| Colombla
Units equivalent to one Peso
Parity rate 9,91 22.50 % 196 2459 1.77 2216 1h,.93 3.49 131
Fres market rate 11.69 26428 -4 .149 2,50 1.96 Jdul 17,02 3.79 1.61
Chile
Units equivalent 1o one Escudo
Parity rate 50,63 114,95 5.11 X 13,22 9.06 1.105 T 17.84 6469
Free merket rate 78.65 17574 673 x 16.84 11,88 I I U 25.50 10.85
Esuador
_ Unite eguivalent to ome 3Sucre
Parity rate 3.83 8.€9 385 L0756 x 505 0836 5.77 1.35 506
Free market rate U,67 10.49 «399 058 x 70k L0563 £.80 1.51 LGl
Unita ewivalent to ons Paso
Parity rate 5459 17.63 564 .1104 1.46 x P4 8.z 1,97 739
Free market rate £.63 14,9 LHEY L0843 142 X 030 c.65 2.15 2915
Panang
Units acuivalent o ons Ealboa
Parity rate 45,82 104,02 L g2 A U05 3107 8.0 b £9.02 16,15 6,06
Fpoe market rats 82,858  1Bs.25 7.09 1.re? 17.%5 12.50 % 120.53 26.88 1144
Larasiay
Units szmuivelernt to ene Guarari
Parity rate €U 1.51 <0670 L0131 A7 119 L0145 X .23k .0878
Free market rate  .687 1.54% +0588 o087 b7 .204 Sude x «223 +O948
Peru
Unlts equivalcnt to cne Sol
Parity rate 2.84 6.4 «286 .C560 i ! 508 D619 L2y x 375
Free market rate 3,08 6.93 «264 .0392 660 RITS L0372 LAg % U426
i Uruguay
. Units equivalent to one Peso
Parity rate 7456 17.17 763 49 1,98 135 65 11439 2467 %
Fres market rate 7.25 16,28 4620 .092 1.55 1,09 2,35 - x

L0874

/had the
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had the same purchasing power as .101 Colombian pesos or .0197 escudos. That
is to saﬁ; relative'to'the Argén@iné peso, theAColombian peso ard the Chilean
escudo were over-valued to the extent indicated by the rates qﬁoted. In the
‘same way, for Peru, the free market rates gave, the sol as equivalent ts

. 6,93 cruzeiros, .660 sucres; Lo49 guaranis or ,0372 balboas, The parity
exchange rates would indicate however the equivalence of Galh ppuzeiros,
o741 sucres, 4.27 guaranis or ,0619 balboas.

The curroncies of Panama and Chile were then fourd to be over-valued
in reletion to any other currency (since more balboas or more escudes
were necessary to buy a given quantity of geods and services than the free
market rates implied). The currencies of Ecuador, Mexico and Colombia
were equitably related By the free market rates, inter se,but were over-
valued in comparison with the currencies of either Peru or the Paraguay-
Brazil-Argentina~Uruguay group where the greatest degree of under-valuation
was apparent. ‘ .

Because of the way in which they were calculated, the parity exchange
‘rates in this study do not permit an evaluatien ef Latin Awerican currencies
in terms of any other currency - e.g. the pound sterling, the French franc
or the U,S, dollar. To obtain. such a relationship, the prices and the
consumﬁtion pattarn of the non-Latin american ceuntrizs wiuld also have to
be taken irto account se as to equate latin iAmcvican aid uwon~-Latin American
price levels - and, while it is hoped at a future siarce of the work such
a measuremert can be made, it is outside the scope of the present investi-
gation, The parity exchange rates are accordingly measured only in terms
of the currencies of the ten countries concerned.

This has, of cwurse, thz disadwinbtage that anyone unfamiliar with the
places concerned might have diillculties in apprecizting the purchasing
power eof the various currencies, To afford a rough illustration of the value
of currencies at a level somzwhat equivalent te a doliar, a tabulation has
been made showing the number of units of eother currencizss which would
correspond to a dollar spent in a given Latin America country (the dollar
being converted at the free market rate of exchange). The relatienships
which result are expressed in Table 2.

/Table 2
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Table 2
COMPARATIVE PURCHASING POUER OF ONE DOLLAR SPENT IN EACH COUNTRY g./

Natural Number of curreney units with equivalent purchasing power
Base : surrency Pesos Pesos fruzel- Guara~ Soles Pesos  Pesos  Sucres Eseus  Bal~
sountry aqual to ros nles dos boas

one dollaer (Uru=  (Argen= (Bra~ (Pava= (Pern) (Colom~ (lioxi~ {Ecua= (Chi~ (Pana~-

guay)  tira) zil1) guay ) bia) co) dor) lg) ma)

Uruguay 11,4 peses n.h B6.2 196 130 30.4 8.70 154 22,6 170 1.68
Argentina 8245 pesos 10.9 82.5 187 125 29,0 8.33 14,8 21,5 1.63 1.8
Brazil 186 oruzeiros 10.8 82,0 186 124 28.8 8,26 14,7 214 1.62 1,79
Paraguay 120 guarnnieslr 10.5 7947 18 120 28,1 8.0k 14,3 20,8 1.57 1.9k
Peru 26,9 soles 10,1 76.4 173 115 26.9 7.69  13.7 19.9 1.51 1.67
Colombin 7.08 pesos 9.3 20.2 159 106 24,7 7.08  12.6 183 - 1.33  1.53
Fexico 12.5 pesos %2  63.9 158 105 24.6 7,05 12,5 18,2 1.38 1.2
Ecuador 17.7 sucres 9,0 67.8 154 102 23.9 £, 121 17,7 1.34 1,48
Chile 1.05 escudos 7.0 53,2 121 a1 18.7 537 9.5 13.9 1.05  1.16
Panama 1.0 balboas 6.1 45,8 104 69 16.2 4,62 8.2 12.0 +50 1,00

g/ Cornverted into natiorsl cwricncles at free market rates of exchanga,

/Tt must
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It must again be emphasized that the data in no way purport to
measure the purchasing power of a dollar in any of the Latin American
countries, They merely illustrate the relationship which exists between
the individual Latin American countries, for an amount of national
currency which is equivalent to a dollar at the free market rate., A
dollar in Argentina would for instance represent 82,5 pesos when exchanged
for local currency. This amount of currency would in turn have the same
purchasing power as 187 cruzeiros, 8,3 Colombian pesos, l.63 escudos, 21.5
sucres and so on (see first line of Table 2), Alternatively, a dollar in
Mexico would be converted into 12.5 Mexican pesos, This amount of
currency would be worth 70 Argentine pesos or 159 cruzeiros, 7.0
Colombian pesos, l.4 escudos, etc. (See 6th line of the table),

(p) Price relatives (at prevailing exchange rates)

The relationships between the perity exchange rates &nd the free
market rates provide the most direct means of determining the relative
level of prices in the various countries {valued at prevsiling rates
of exchange). These are given in table 3 (the figures *u each horizontal
column, or row, representing an indéx of prices with the couni.ry mentloned
at the left of the table as the base).

&f the ten countries covered by the enquiry, the general. level of
prices, measured in accordance with free murket exchenge rates, was
lowest for Urugusy, At a slightly higher level wers Argentina, Brazil
and Paraguay in that order. As also seen in Tahle Z tiece couniries
formed a block with little variation when one was compzred with the
other. The other group of cow:iries with overall price levels apprac-
imately - equal (formed by Colunbia, Beuvacdeor an Mexicc), was situated some
tweniy per cent above the level for the first group menitioned (with Peru
intermediate between the two groupsy, At an exhreme vere Chile and Panama
where price levels were considerably higher than thoese of other countries.
Compared with Uruguay, for inctance, the Panama price level was 89 per
cent higher, Chile was 62 per cent higher, but Bcuador, Mexico and
Colombia were only 28, 24 and 23 per cent higher respectively, If a
comparison is made with Mexico, Panama was at a point 53 per cent higher,

/Chile 31
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Chile 31 per cent hlghcr, Peru 8 per cert lower, and Paraguay, Brazil,
Argentina and Uruguay 13, 15, 16 and 19 per cent lower respectively.

{e) Comparative purchasing pPower of currencies (at prevailing

exchange rates)

The purchasing power of a currency is directly proportlonal to the
lavel of prices, and the data shown in Table 3 can be used to prov1de a
compdrlson as betweenvcountrles. ~In this case, since purchasing power
is a reciprocal of the price relationship, the figures in the table
~should be compéred vertically rather than horizontally; that is to say,
"each vertical column prbvides an index of comparstive purchasing power,
with the country mentioned at the hezd of the column as base.
It will, for instance, be éeen that in accordance with the free
market rate of exchange, the currency of Panama. had 6513166 per cent
of the purchasing power of the Mexican peso, the Chileen currency 76
per cent and the Ecuadorian purrehcy 97 per cent, On the other hand,
for Paraguay, Brazil, Argentina énd Uruguay, the same amount of currency
would (at the free exchange rate) buy 14, 17,‘18 and 2i per cent more
goods and services than it would in Masxico. In like manuev, one could
obtain 62 per cent more goods in Uruguay, 43 per sent more in Peru and
27 per cent more in Ecuador than one could in Chile. In orly one
country « Pznamz - could more goods and scrvices be o%W.eined than in
Chile for a given expenditure {at prevailing rotes of e:_c_':hange)o

2. Analysis by main expenditure sgrouns

And 4 T na

(a) Purrh?e*ngwﬂowe; aquivalents

In Tablie L. the purity rates of exchange which applied to total
expenditure were given, Thea~, by dafiniticn, equated the overall
purchasing power of the currencics. Purchasing pows™ egunivalents
expressing the number of currency units necessary to buy @ given amount
of goods or services in each country have been calculated for main
expenditure groups. Because of the numbzsr of series involvéd, the
tables are not all reproduced in this chapter but are included in a
Statistical Annex. However, in order to provide @n indication of the
overall pattern, Table 4 gives the purchasing powef equivalents expressed
for each ccountry in terms of the Mexican peso,
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Table 3

PRICE RELATIVES AND THE PURCHASING PCOWER OF CURRENCIES AT FRER
MARKET RATES OF EXCHANGE

(Indexes: base country = 100}

ooungzy Ui g B Fare e, Colom Mex- B g, Ping
ﬁruguay 100 104 105 108 114 123 124 128 162 129
Argentina 96 100 101 103 109 118 118 122 155 18C
Brazil 95 99 100 102 108 116 117‘ 121 154 179
Paraguay 93 97 98 100 105 1, 114 118 150 175
Peru Bé 92 93 95 100 108 109 112 lh3. 166
Colombia 81 85 86 88 92 100 101 104 131 153
Mexico 81 8L 85 87 91 99 100 103 130 152
Ecuador 79 82 83 85 89 o7 o7 100 127 148
Chile 2 6 65 67 76 6 18 10 116
Panama 53 55 56 57 60 65 66 67 86l 100
Note : Horizontal Columms = Indexes of prices

Vertical Cclumns = Indexes of purchasing power

/Table 4
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Table U

PURCHASING POV.ER EQUIVALIRTS FOR MA-IN EAPENDITURE SECTORS

(Units of natfonal curfensy¥ por msxican Peso)

V (] - - P ad P i~ Uru-
of enquery Argen: Brazil Colom~ Chile Eoua Mexdeo B are Pery
and our- tima bia dor ) me, guay . guay
diture ren~  YI-60 Vil-60  KI-60 1-€1 iI1-60  AT-60 1958 V-0 X-"0 -
£roups SO Cr$ $(Cola} _E° S/ $(Mex,)  B/= G/ 5/0 ${ur.)
Froe market rate 6,63 14,9 567 084 1.42 1,00 .08 9.65 2,15 <915
I. Foodé hev?
erages and ‘
tobacco k.us 10.1 +626 .086 1.53 1.00 a5 7.27 1,70 2706
a) Foods 3.97 10.4 601 084 1.la 1.00 .110 7400 1.80 «55%
b) Beverages 6.38 8.8 809 091 2,10 1,00 Cene 8.29 1.43 T.hk5
s) Tobacco 5,0 10,1 .278 .106 1.36 1,00 »093 8.14 78 U460
II, Textiles and
clothing 6.06 13.2 487 2140 1.24 1,00 2038 0.84 2,02 «707
&) Clothing ‘ .
flneluding
meterials) §,05 13,2 W92 o1l4l 1.25 1,00 082 .05 2.03 .703
b) Footwear £.09 12,9 L7 .126 1,20 1.00 .109 8.21 2,00 »722
11I. Housing 6,37 17.2 L8 W159 1,51 1,00 £303 9,65 2.16 2779
&) Rent 5.1 20,3 320 .152 1.28 1.00 083 €453 1.89 R
b) Fuel,
light,eto. 9.87 16.8 574 187 1496 1.00 204 10,73 1,80 1.42
¢) Household
goods é, 12.5 .5089 162 1.95 1,00 L0906 11,32 2.70 1.06
v, Tfansgort and
communieatiors 7,00 23.7 631 106 1.79 1.02 L B S 2454 897
% .
V, Misoellaneous™4,99 b 5l1 2129 1.32 1,00 kA 9.57 2.30 660
&) Health careltsd?7 12,0 679 L168 1.76 1,00 WLl il 4 2.29 .83
b} Porsonal :
care, and
domestlc
servicea 4.59 10,4 o0 111 1.00 1.00 L0308 8.21 2.23 627
o) Bacreation
and en-
tertaine . .
me it 5.82 12,9 681 2120 1.50 1.00 L0735 iD.0Y 2.3 558
I-V, Total econsum~
er goods 5415 12,k 567 L2210 1.47 1.00 128 8.27 1.92 721
VI, Investment  8.87 15.0 o5U5 108 134 1,00 c=a 9.50 2.2 375
a) Mschin;
§§ﬂ1§3ent 6.13 15,7 +561 1N 1,28 1.00 nee 11,5 2.29 <779
b) Vehicles 13.28 22.8 822 W156 1.96 1.00 ese 1475 2.87 1,743
8} Construs~
tisn 10,06 12,9 L7 .093 1.25 1.00 ove 6,54 2,12 «763
Total ex~
penditure b/ 5.59 12.7 564 110 1.4 1,00 Ld22% 842 1.97 +239

af Exeluding private sdueation expenditure.

2/ Exocludirg education and goverrment services,

/Frow this
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From this, it will be observed that one peso spent in Mexico on
Food bought as much as 4.45 mis in Argentina, 10,13 cruzeires in Brazil,
7.27 guaranis in Paraguay or 1.70 soles in Peru {the sém3 relationship
being shown in reciprocal form in the tables of the Annex where it may
be observed that one peso spent on feod in Argentina would buy as much
as ,225 lMexican pesos, 2.275 cruzeiros, 1,633 guaranis, .382 soles and 80
forth), For (lothipg, on the other hand, one Mexican pesc bought as wmuch
as 6,06 Argentine pesos, 13.16 cruzeiros, 8.84 gusranis, 2.02 soles and
»706 Uruguayan pesos. In the case of Housing, one Mexican peso represented
in purchasing power 6.37 Argentine pesos, l?.2h‘cruzeiros, 1.51 sucres and
so forth, | -

The purchasing power equivalents may be related directly to each
other so as to make & comparison of countries independent of lexico.
Thus, 10.13 cruzeiros buys as much food in Brazil as .626 pesos in
Colombia, l.53 sucres in Ecuador, 1,70 soles in Peru or .706 pesos in
Uruguay.,

Purchasing power equivalents have been calculsted for certain sub-
groups additional to those given in Table 4, Although nctu discussed
in detail here, they are included in the Statistical Annex, as they mey
be of interest to economists engaged in a price study of thz ccuntries
concerned,

{(b) Price relatives (at prevailing exchenas rates)

In order tc express data in the form of price re’~tives, the
purchasing powar equivalent for each group has been corpared with the free
market rate, thus providing a set of indexes similar in presentatidh and
in manner of intervretation to thoss shewm for tohal expenditure in
Table 3. The alternative erru:omenis of indsxes fo main groups in
all countries are included in the Statistical Annex. oawever, once
again in order to present a synthesis of the data, Tabic 5 has been
compiled wherein for each main group the prices in.éach COWILTY are
expresség relative to the averoge of prices in all the countr ies concefned.
From this table, it will be:obverved that for Eggggiuffs. BeVeragas'aﬁq —

Tobacco, prices st prevailing exchange rates were lower in Argentina than

inany other couﬁiry ~ Panama being easily the most expensive, followcd

/by Colombia,
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by Colombia, Bcuador and Chile in that aorder, The group is not a
homogeneous one - the price movements for the two smaller sub-groups
(beverages and tebacco) diverging somewhat from the trend of feod prices.
This was to some extent a reflection of the tax systems relating tw
wines, alcohol, cigareties etc., though in the case of beverages, it
alse indicates a wide disparity in the production costs of wines

(these being notably cheap in Chile, Peru and Paraguay as well as in
Argentina), |

For Clething, price levels were lowest in Uruguay, Celombia,
Ecuador and Brazil - the most expensive country being Chile where
prices, at prevailing rates of exchange, were deuble those of the
first mentitned countries, No great disparity existed between the
relative price levels within the group - footwear prices showing the
same tendency, except in Panama where shoes were relatively dear; and
(to a lesser extent) Chile and Paraguay where shoes were cheap relative
te the clothing prices.

For Housing, Chile was again the most expensive couniry, Brazil
alse being at a hish level (relative both to other countries and to
other prices in the same country). The figures are howaver subject
t6 an appreciable margin of error because of the difficzlty of
assessing average rentals, especially in couniriss where reat controls -
were enforced, For component sub-groups, abttention m’chv be drawn to
the high cost of fuel, light etec, in Paraguay; and to the high cost of
household goeds in Chile (all other countries being at approzimately
equal levels),

Iransport and Communicatin~g services were cheapest in Uruguay and

Mexics; dearest in Brazil and Fousna,  The operation ¢f privalely-owned
transport was notably expensive in Ceolombia, Ecuador anu frgentina,
However, in all these countries public transpert was ccmpsratively cheap,
(The reverse relationship applied in Brazil, Panama and Peru vhere the
operation of privately owned transport was cheap, but publiic transport
comparatively expensive).

/Table 5
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PRICE RELATIVES (AT FREE ILLRIGT RATES OF EXCHANGE)

(Indezer: Avornge of the sountrica = 100}

Expenditure group Argen Braw  Colon Chile Ecundor Mexico Paname re Peru ™
tina  zil bia gy guey

I, Foods, bevernges and teobaocco 69 70 1k 106 H-_]; 103 187 il 82 8o
a) Poods 67 79 119 112 112 112 155 82 gl 68

b) Beverages 71 Ly 105 8o 109 7% . 289 63 4y 114

o) Tobreco 107 84 60 155 118 123 1h3 104 Ll 62

II, Poxtiles and clothirg 2 B9 86 267 88 1wt 112 32 95 i
&) Clothing (incl.materials) 92 89 88 172 88 101 10k gk 9l 77

b) Pootwear 02 86 8L 150 8g 101 137 86 gk a4
IIT, Housing 88 106 iy in 4 o) ! 217 ) 2 i
a) Rent 85 1 53 187 al 104 114 7 91 54

b) Puel, light and water 97 vi 65 145 90 65 168 1ko 545 101

o} Houseliwld goads 87 71 88 162 104 8y 101 99 106 98

IV, Transport and_communication 83 125 8 99 99 i) g ad 108 7
Vo Mieoollancous g/ s A/ % 1y 04 11 22 10 108 0x;
a} Health care 63 20 103 - 12 107 86 L. 105 92 %78

b) Personal care and domestie ‘ -

sorvices 7 7 79 1y 79 120 13§ 95 116 Yy

o) Rocreation and entertetument 78 By 118 119 103 ot o 102 11 60
I~V. Total comsumer pocds a/ 7 B2 99 130 03 99 150 85 88 78
V1, Investment L6 35 2 1z 8 % e 2 10 2
a} Mochinery and equipment 88 im 95 130 i a5 ves 118 103 82

b} Vehicles 129 99’ gl 134 89 e cee 99 % 123

a) Construction 159 89 85 113 a1 1032 20 102 g6
Totel expenditires b/ Jik] e 9l 127 e 99 150 = & B! i)

2/ Exoluding private cducation expenditure.

b/ Exeluding Government Expenditures

/Other Consumer
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Qther Consumer Expenditures (mainly Health Services, Personal Care

and Recreation) were cheapest in Uruguay - with Argentina and Brazil

at a very slightly hiﬁhef-level. Chilean prices were the highest,
followed by Panama, Peru- and Paraguay (the latter two countries along
with Colombia, being notably expensive for recreation and entertainment ),

Initotal, Consumer goods were cheapest in Argentina and Uruguay;

they‘we;e abogtr7 per cent more expensive in Brazil, 10 per cent more
in Paraguay, 15 per cent more in Peru, about 30 per cent more in
Colombia, Ecuador and Mexico, 70 per cent more in Chile and 100 per
c¢ent more in Panama,

Investment figures are of a very'preliﬁinary nature and are
subject to modification once additional information on industrial
equipment and labour costs in the.constructign industry hes been
obtained, Cheapest countries were Ecuador, Uruguay, Colembia and
Paraguay - Argeitina, followed by Chiie, being the mest expensive,
This is to a large extent a reflection of the high cost of transport
eqiipment and construction materials in the latter countries.

Vehicles, it may be noted, were very cheap, {comperzslvely speaking)
in Mexico where the cost was only half that for Argentina ani Uruguay.
Other countries with low costs for transport eguipment were Pzru and

f.euador,

Construction ensts were lowsst in Paraguay, with Teuguay, Colombia,
Brazil and Ecuador some twenty five per cent more eixpen-ive. At a
high extreme was Argentina where the cost in Buenss Airss of tvimper,
drainage pipes and to a lesger extent cement together with high labour

1

costs no doubt iniluenced the rz2zults conasideraily,

Pata for Machinery and Eouvinsnt wara not in finsl form at the time

this study was written and prices for a largsr ssctor ol “rdustrial

equipment have yet to be includzad in the enquiry'(the itzms being mainly

equipment with an irregular or a limited demand in the countries, e.8.

weaving looms, printing presses; certain types of metal~worxing machines

etc.}, Initial calculations would suggest that costs were lowest in

Uruguay, Ecuador, Argentina and Colembia (in that order); and highest
/in Chile



EJCN.127589
Pege 45

in Chile and Paraguay (high freisht costs, duties, ianding charges etc,
undoubtedly being of importance for the latter country). At an
intermediate level were the remaining countries - Péru, Brazil and
Mexico, It should however be noted that prices for agricultural
machinery and equipment had a very different pattern from those of
industrial equipment. VWhile Paraguay was expensive for the latter
group, it was relatively cheap for agricultural equipment (different
duties, etc, applying in the latter case}, Argentina on the other
hand was cumparatively expenéive for agricultural machinery - perhaps
due to a difference in costs between natienal production and imported
commodities (agricultural equipment being to an appreciable extent
manufactured within the country whereas the majority of indusfrial
machines were imported). A similar price relationship applied in
the case of Brazil,

Goverqmgnt‘Expenditure data have yet to be elabeorated in a

satisfactory form since work on this subject has only recently bsen

begun and much basic information is so far not available to ECLA,

The results of the preliminary calculations have therefore not been

taken into account when computing overall figures for parily exchange
rates or purchasing power eguivalents, “The preliminzry rasalis have,
however, been included in the tables of the Statisiicel Az o0 as to
afford an illustration of the probable relaticnships vetween countries

- notwithstanding the fact that material for zertain countrieg gave
figures which appeared unrealistic in relation to other data for the same
countries, No comment will be »ffered on the data at this stage,

pending the elaboration of the nsterial in more final form,

3. Compreelive vrice struchures

(a) Relative price levels {at varity exchange rates)

Once parity exchange rates have been established for the various
cauntries, these can be used t«¢ measure in a more saticfactory form: {a) the
dispersion of price levels for different items in a particular country;
and (b) the comparative price structure for items in all the countries

concerned, In order to do this and place prices at levels relative

/to (a)
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to (a)} the average prices of all items in the sume counbry; and (v) the
average of all prices for the same item in other countries, a further
tabulation was made using the parity exchonge rétes to express all
expenditures in a common currency,2 Average expenditure for each
group of items was then calculated and expenditure for given items
or groups of items in the individual countries was expressed relative
to that average so ag to provide a set of price relatives at parity
rates of exchange, It follows that, since a common basket of
commodities was used for all Eqﬁntries {quantities being identical,
and prices being converted in accordance with the parity exchange
rates) the aggregate expenditufé for each country must be the same,
The aggregate expenditure can bé considered és 100 in all countries
so as to express all data in index form, The price relativss then
show, at one and the same time:
(a) The ratio which the price of the item has to the same items in
all other countries; and A -
(b) The deviation of the pfice for the item concerned from the general
price level of the same country. _

These data are given in Table 6 (the weighting pattern in the
table, it may be observed, reflects the share of each giuip in the total
expenditure, valued in accordance with the parity sxchange races, ihile
impliecit in the previous calculations, these weights cculd not be
explicitly quantifi=d in percentage value>terms until the psarity exchange
rates had been determined),

(b) Analysis by country

Examining each country individnally, it will be seen thst in
Argentina the price level was ini .wncssd considerably byr the low cost
of feod (which has a weight of 39 out of 100 in the totu.j. While

2/ Any of the ten currencies would serve for this purpose as the parity
rates are mutually convertible, In practice, the Mexican peso was
used,

3/ By‘definition, the parity rate is that which equates the cost of a
representative basket .of goods and services in each of the countries
concerned,

/Table 6
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Pebie §

COMPRFATVIVVE FRICE STRUCTURES (AT PLRITY RATES OF EXCHANGE)

(Index numberz: avarage of “he gountrics = 300)

Peregnit= Ar- Com Avernge

Broe E Mot~ Pana=- Parae - Urue

age  gen- z:‘; lom~ Chile ;ua" ° 8T O b - 10

velght a/ tina bia or 0 m g BUY  ountrics
Y. Food, bovorages end tobacco W7 B85 85 u8 83 i 205 1 o2 2 12 100
Food 39 80 88 132 By 111 113 112 91 100 105 10O
Tf. Toxtiles and clothing 12 ‘10 105 88 128 86 01 g4 107 o4 @7 100
e) Clothing (including materals) 9 109 106 &8 132 86 101 63 109 104 96 100
b) Pootwear 3 112 o4 86 116 B 102 97 100 1c4 100 100
I1I, Housing ¥ 105 1225 4 132 B 2 28 105 w0 g 1
&)} Rent 8 1oz 68 K 145 9z 105 76 2 101 69 100
b} Pucl, light and water 2 17 8 67 112 B¢ 56 111 W3 60 127 100
o) Household goods 6 103 & {6 1% 101 84 66 113 116 121 100
IV, Trensport and communicction L o8 1y 8B - 9 1 % 108 117 s 100
Ve Mlsegllaroous 8 o o, 8 9 ;o2 M s 9 20
a} Health 2 %7 B3 106 13k 106 88 80 172 103 100 1¢0

b) Personal eare and dom:siic

services . o9 53 fo 114 48 114 21 111 129 97 100
o} Reercation and entertainment 2 102 $§ 118 113 w00 §7 53 117 120 74 100
1.V Consunor exponditure b/ ¥ # » 1w ol 1 0 1% 3 %9 29 100
V1. Investment 13 1% 109 89 g0 84 92 ..~ IOW 206 109 10O
a) Yachinery 5 1oz 1316 9% 94 83 94+ ... 352 0 120 99 100
b} Vehicles 2 W 1z ¢ 86 83 62 ... 109 -90 146 100
o) Construction 6 181 102 8 85 8 100 ... 78 108 104 100
Total 8/ 100 160 3o 100 %0 120 100 100 100 100 100 100

2/ Peroentages are based on per coplta axpenditw: avernge for e ten countries :°7 baced on oggregate expenditure

in the ten countries, different perocntages wouid be wohained},
b/Excluding private education expenditure. o

o/ Exoluding educatlon and government services.

/prices for
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prices for other goods and services differed very little from the
regional average,k/ investment was comparatively expensive -~ due mainly
to high costs of vehicles and construction (théugh not for machinery,
which although expensive rélaﬁive to food, was at about the average
price level for all items in all countries).

For Brazil, foods were also cheap but housing (especially rent)
was expensive - likewise transport and communications where results
have no deubt been influenced by the high level of urban bus fares -
suburban and other forms of transpértation being relatively cheap
but (because of the weighting system adopted) not with much importance
in the overall totals. The cost of infestment, it may be observed,
was higher than the average price level either for the couniry or for
the other countries in thé region,

In Colombia, foods were comparstively expensive, However, almost
all other items (excluding health care and recreation, but including
investment) were some ten per cent or so below the regicnal average.

In Chile, when prices are converted at parity rates rather than
free market rates, a better picture can be drawn of the rsiative price
structure, Foods and investment were, it will be notsd, relatiﬁély
cheap, but clothing, housing and health services unusucily expensive
(being about 30 per cent above the averagg price level:fir “he region).
Highest of 211 was rent where the relative price indeir r~nz2 to 145,

In Ecuador, the situation resembles that in Colombra, fcod being
virtually the only expenditure group (ercept health care and recreation)
where prices were above the repiomnal average,

In Mexico, ﬁrice levels showsd remarkably little disparity - fuels
and vehicles being ﬁhe only sub-_7oups where any marked varistion from
the regional average was apparent (both being relativelr choap at levels

which were 66 and 62 per cent respectively of the regiorzi average).

L/ For reasons of clarity and simplicity, the ten countriss are considered
in this analysis as a complete region and their average price level
is spoken of as '"regional average", This should not be considered
as an average for all Latin America, Nor should it be considered an
"optimum" or a normel level since it is merely a statistically-calculated
reference point based on prices in the ten countries concerned,

/Foed, it
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Fowd, it may be noted, wis somewhat exvensive - being at the same level
as in Ecuador and Colombia, ' -

For Panamg, much of the information is provisional. Nevertheless,
the elimination of distortions introduced by the use of prevailing
exchange rstes in previous tables shows more clearly the price structure
within the country. It will now be cbserved that the relative price
level for food was similar to that for Mexico, Ecuador and Colombia
~ i,e. about 12 per cent zhove the general price level and about 25 per
cent above the level for food prices in Argentina, Brazil and Chile,
Beverages (noﬁ shown separately in this tahle} were on the other hand
exceptionally expensive; clsthing, rent. and household goods were
reasonably cheap; fuel, light and water,expensive. Wo figures have
yet been calculated for investment goods,

Paraguay was outstandingly expensive for the fuel, light group
- also for machinery where prices were 32 per cent sbove the rcgional
average, Construction costs were on the other hand 1qu while prices
for food conformed to the pattern for the countries in the temperate
zone - being @ per cent below the average for the region., Clothing,
househeld goods, transportation, health care, pcrsonal services and
recreation were comparativelj expensive,

In Peru, investment in machinery and ccastiructicn was_s;méwhat
expensive both in comparison with prices elsewhere and wiih other prices
in the same country. Personal cere and recreaiiaawere;hawever, the
groups with the highest relative price levels. .Those comprratively cheap
were fuel, light and water and (t- a lesser extent), the purchase of
vehicles, | _ |

In Uruguay, (where at prevniliﬁg'rates of exchange the general
price level was the lowest of the ten countries considered), the application
of parity rates of exchange rcveal a price pattern with Jew unusual
features other than a very high level for investment in vehicles, a
moderatély high level for fuel, light and household goods, &nd a very lew
level for rent, recreation and entertainment. Other prices were at
approximafely the averége level for the region.

(¢) Coservations
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(¢} Observations for main expenditure seoups

Food: It is interesting to note that among the countries with
relatively low prices, three are in the temperate zone; on the other
hand, the highest level corresponds to countries for which prices

have been collected in the "Altiplano" area, plus Panama.

Clothing and footwear: Among the countries with a low price level,
two - Ecuador and Panama -~ rely heavily on imports for satisfying their
needs, Within the group, a close similarity may be cbserved in the price
levels for clothing and for footwear ~ the exception bpeing Chile where
footwear was cheaper and Paraguay where the reverse applied,

Rent: This group is based on what is probably the weakest data
of the enquiry, and small differences in levels are therefore meaningless,
It can be said however that prices were exceptionally high in Rio de
Janeiro and Santiago. Prices were extremely low in Colombia but this
may reflect the fact that the controlled rents which were retained for
this enquiry could underestimate the true level, '

Fuel, light and water: The availability of lecal services of energy,

particularly petroleum products, has undoubtedly been a big influence
- Peru, Venezuela and Mexico having the lowest price levels.

Household goods: The group combines locally-made gcoods such as

furniture, chinaware etc., with imported goods like refrigerstors. It
is not surprising, therefore, to find that Panama and Lriador are
again on the low side., In Brazil the explanation of the low price
level is probably to be found in the scale of the market,

Transport end Communications: Prices for this group are often

influenced by government polic; -~ fares lagging behind other prices when
inflationary pressures exist. 7This is probably the case for Chile

where public transportatidn was notably inexpensive. The inverse
correlation which exists between the prices of public trensportation

and the operalion of privately-uvined transport has already been referred
to earlier in chis chapter (likewise the high level of prices in Brazil
where insufficient weight may have been given tc sub-urban end inter-city
transport), .

/Health care
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Health care represents both medical or dental attention as well as
drugs and medicines. The price patterns may therelcre differ considerably
for tﬁesevsﬁb-groups. The highest level = for Chile - was obtained in
a country where all sub~-groups were expensive, It is interesting to
note that in the three largest countries - Argentina, Braziiland Mexico -
price levels were on the leow side, ’

Investment: The relative cost of investment is an‘interesting'
indicator in economic anaiysis. Unfortunately, the present enquiry
has not yet reached thefstage where coverage can be considered adequate
and the price data truly representative, The results must therefore be
interpreted with cauticn.

Machinery and eguioment are still mainly of foreign origin in

Latin American countries and the import policy is 2 main determinant
in the relative price level. Preliminary calculations indicate that
the dispersion is not very large for this group, eicept for Paraguay
where the cost of imported equipment is abnormally high, The position
of Brazil reflects the limitation of imports, vhile for Lenador a
reverse situation applies,

Vehicles includes both private cars and commercial vehicles, Once
more results refiect the import policy of the countries cencerned
- notwithstanding the fact that a sizeable part of the grom relates to
planes, ships and railway rolling stock for which duties are as a rule
nil or negligible.

Construction was extremely costly in Argentina (Buenos Aires) due

largely to the transportation cost, since most of the materials have

to be obtained from elsewhere in the country or from abroad,

Le Purther sinck in this field

As emphasized throughout this study, the work sc far done is only
the first part of an investigation designed eventually to cover all
aspects of expenditure in all parts of Latin America. Future work

should, according to present plans, proceed along the following lines:

/(a) The
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(a) The calculation of similar data will be carried out for the
remaining ten countries in Latin America in order to obtain information
for the whole region,

(b) For the ten countries already included in the calculation, an
improvement will be made in basic data relating to, notably, government
services, investment, education and rent, where material so far used is
considered somewhat inadequate,

(¢) The collection of information covering price levels has to be
completed in the smaller cities so as to cbtain results fully representative
of each country, (This, it is hoped, couldrbe done with the cooperation
of national statistical offices since information of this kind wopld
complement material already collected for national price indexes);

(d) Information relating to prices paid by particular sectors
of the population e,g, farmers, would be desirable so as to provide
a basis for comparison with the same sectors in other countries,

At a subsequent stage, it is hoped that ECLA's work for Latin
America can be related to similar studies in other parts of the world
so that, not only will a system of pasrity exchange rates snd purchasing
power eguivalents be available in terms of Latin American currencies,
but each currency can also be expressed in units of other currencies

such as the franc, the mark, the pound or the dollar,

. /Statistical Annex
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Table I

PURCHASING POVER EQUIVALENTS OF MATIOMAL CURKESCIES: BY EXPEWDITURE GROUPS

(Urﬂts of meiienal currancy per mexican qa“e}

Country, currency Arger~ Bpae~  Colomm Chi=  Eouge [exi~ Pana~ Para- b Uru~
and free market tiny 211 bia 1le dap go me, guay T guay
rate MsN Cru$ $ E® Slr- B/— G/ S/o $

pendi- 6.63 14,9 0557 2004 1,42 - 1,00 080 9.65 2.15  L915

0

14 Focd, beverages and

tetacco LM 10.1 L626 088 1,63 1.00 0I5 7:27 170 _‘_29_6.
a) Foods 3.97 10,8  L6OL .o“ElI i.;1 1,00 LLi0 7,00 1,80 #5953
1} Meat and poultry  2.786 7.1 420 L0862 .90 1,00 L08k 2,86  1.75 Wbzl
2) Miik products, : ) ‘
eggs and honey s  10.7 618 070 1,60 1,00 ,133 10,38 2,11 W70
3) Fish 1.92 9.9 o676 G062 L2 1,00 ,028 €.,69 L L1138
L) ¢ 1 d 1 .
) piiﬁiés&“ ceres 45  11.3 o704 L 0%l 1.98 1.00 .161 8,82 1,77 382
5) Fruits 7630 13,5  .526 .13 %5 1.00 128 5.38 2,90 1,365
6; Vegetables O 79 1222 #5931 154 2,69 1,00 .090 16,55 2,58 .24
S nd
7 pﬁiiﬂcis suear 7.92  11.8 797 .5 1.80 1,00 "L,177 10,3 143 .978
8) Fats end oils Y96 20,3 856 ~1Ch 1,68 1.00 ,L09% £.89 1.65 910
9) Other food products 4.92 10,0 SE7 G180 2.49  1.00 0% .65 1,39 1,781
b) Bevereges 6,38 8.8 .80 .00 2,10 1,00 e 8,29  1.43 1,445
1) Non aleoholi
) bggaragzso ¢ 3.95 5.8 220 +096 1,70 1,00 ,202 4, o4 1,30 1.755
2} Llcoholio beversgs 9.72 12.9 1,616 2036 2 .65 1.00 oo 1z.87 1.62 1.021
o) Tobacso 5.7 10,1  ,278  .106 1,36 1,00 ,093 8.14 .78 _.UEo

II, Textiles and olothing 6,06 13.1 487  Liko l.24 1,00 ,0f3 8.8 2,02 ,707
a) Clothing Sincl.

materials 6.05 13 2 .1492 olLl'I'l' 1 .25 1.00 .082 9005 2 l03 0703
b} Footwear 6,09 12,9 RIvs »126 1420 1.00  ,109 8ozl 2,00 722

II1, Housing 637 17,2 8 2289 1.51 1,00 203 987 2186 7
a) Rent 5,4 20,3 o320 152 1,28 100 088 6,53 1,89 B0

b)) Fuel, 11ghtaniwater987 16.8 c57:& »187 1.96 T.60 .20 20,73 1,80 1,42

¢) Furniture,c warh
Sptencel Do 00 M6 W65 4200 189 1,00 090  13.13 3.6 1,220
ﬁ"«urmture and
utensils B.58  1h,5 #6li5 209 1.0 1,00 L6887  12,2¢ 3.2 1,150
2)Equipment and
" applisnces 9.13 15.0 778 2171 2,59 1.00 oru 16,11 2.88 146
d} Non durible eonsum- .
er goods kot 9.2 4G Loy 1,55 1.00 105 8.59 1.99 .O10

IV, Transport and communleatlon 7.00 23.7 o631 106 1,59 1,00 L1499 11,55 2,94 L8
1 Public transport 5.45 29,1 RIS .086 1. 1,00 L1865 1220 3.34 1,080
2 )Operation of prlvate

tranaport 15.38 18.9 1.500  .176 Ju8h  1.00  L077 IE.OG 237 #716

3 )Communications 3.9 5.6 o3 o111 1.30 1,00 155 1,85 L306

Y, Hiscellaneous e/ 499 LB LG Q29 132 1,00 L0986 9,87  2.30 .60
a} Healih care - L.87 12,0 2 ‘{2 163 1.96 1400  GlA1 11,74 _2.29 3835

1 Erdg [0 gied medlcines 9‘4 0, otu) :'13\?; Za 1-00 01'—-1‘§ 1“5‘_)2 . :H;-s-

2) Servizas E.B? 13,1 €46 «197 1.00 1.00 203 7401 1.58 .816

b} Pargoval sare and

demetle sesviess 4,59 20.4 .37 .11 1,00 1,00 048 8.21  2.23  .627

1; Persona.l care 6.30 1H-8 ""J’J n—-62 2.12 1.00 g.“JG 1811 g .aa]_]i

Demestic services}.sé 7.8 .L']S .0d0 33 1.0 .0%8 2422 182 .

il
°) ’Eegrfeatirma'ﬁm— 5.82 12,7 €81 128

i 1,50 1.00 4079 10,07 243 ,558
VI, Imvestmont 8.87 15,0 .34 .108 134 .00 ... 9,50 2027 o875
a) Neshinery and equip~

ment: total 6.13 15.7 .561  L114 .28 1,00 ... 11.83 2,29 77
I fndmiriol uaohinorys T8y 16,8 529 .16 1.26  1.00  ees 11290 2,27 o713

and egulpmond
2) Agriculiural machin
ery and equipment ~ 8,52 22,4  ,795  ,095 1,48 1,00 4. 1234 2,47 1,269

b) Vehicles 13,28 22.8 2822 o156 1,96 1,00 s 1ha76 2,87 1.4

°) Construction 10.06 12-2 .w .9}1 1.25 1,00 see 6@5”’ 2,12 '2.6.2.
1) Bulldings al 11.3 H06 .083 1.35 1.00 vee «93 2,60 -391
2) Other construction 12 1“‘-9 .56'4 .106 1.00 e .67 10’49 .

1,10
VII, Government services b/ 202%  16,6%  lx  26% 1.25%  1.00  Ju7* B.66F 2,44
Health services _ _ 6.52% 1L,0%  ,BE¥ 2% i
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Teble 11
PRICE RILATIVES: AT PREVAILING EXCHAVGE RAATES. .
(Indexes: averaze of the sourirfes = 100}
Ap
Expenditure gon Bra- Colem chile Eowa- o oo Pans Para- Pers  Urugwy
greup . g_a!‘-__ 2Ll bla dor _ guay
I, Foods. beverages and %obascco 69 70 a4 106 111 13 1§y 78 & &
1) Meat end poultry : €3 .72 1z 1y 9% 151 121 L 1230 70
2) Milk products, eggs, honsy 68 73 110 83 14k 10r 168 109 99 77
3) Fish 50 116 208 22 52 ik 61 121 68 23
L) Cereals and cereal produsts 61 76 124 8% 199 100 200 91 B2 L2
5) Frufts 8 & 83 151 60 89 13 50 112 133
6} Vegetables 82 60 119 132 138 73 82 125 10t @&
7) Suzar end sugar products 96 64 - 121 138 102 81 18- 90 5k 86
8) Fats and ofls 70 128 14 116 110 93 111 67 72 93
9) Other food produats 60 s 8L 13 1o 81 9 123 52 158
b) Beveragen L M 05 B0 109 gh 289 63 kg 16
1) Non alecholie beverages . 58 38 8 16 117 38 . 246 50 59 187
. 2) Alocholic beverages 81 48 158 56 103 55 322 74 Lz 62
0} Tabaceo o7 84 6o 155 18 123 v aoh B g2
I1, Textiles and clothing 92 By B 167 8 100 u2 92 B _78
a) Clothing (inoluding materinls) 92 B9 88 172 g8 1m 1of'f b gl 77
b} Pootirear 92 BB 84 150 B5 101 137 86 9 84
I11e Housing. 88 106 2 An 74 a7 A a YA
a} Rent 85 1ul1 58 187 g 104 1th 7 9 5k
b) Fuel, ight and vater 97 74 é6 by 90 55 164 1Lo 55 101
o) Purniture oquipment appliances 97 73 89 176 94 rL I 10 109 99
" 1) Purniture and utensils s 7 87 18 90 76 £z . 56 114 95
. 2) Equipment end sppliances 93 &8 93 % 123 63 ces, 1.3 31 108
4) Non durable consumer goods 65 66 & 133 117 107 ik 9% 99 95
1Ve Transport and carmunicationg 3 ¢ 8 99 99 79 17 st 18 77
a) Publie transport 65  15% €5 82 78 79 163 - 100 123 93
b) Operation of private
tranaport 1l2 23 163 128 157 61 59 9% 68 L8
¢) Comunteutions 70 b4 48 1% 107 17 b2 56 101 39
Ve Miscellansous s/ 5 18 %1% S+ 21 321 100 108 73
a) Heslth care : 63 72 103 172 107 86 120 15 W@ yol
1) Drugs and medicines 65 57 o0 127 13 79" 1.8 138 100 ™
2} Servises 62 84 110 203 ¥ 36 173 69 BU 86
b) Persoral care and domostie
serviges ) z »n 19 i1y Z3. 120 138 95 16 A
1) Persoral care 70 73 9% 1z 110 74 120 139 100 75
2) Domestis services 88 8% 52 156 39 18k 160 38 139 80
o) Recreation ard entortairment 78 . 8: 218 119 103 8 9 1oz m 60
Ve  Total consumer goods g/ 77 h 8 299 130 103 99 . _1_2§_ & 8 . 78

/Table

1T (cont. 2)
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Table I1 (eont'nd 2)

Ar-
Expenditure gen  Bre- ij; Cti  fowas Mee  FPana- Fara- Peruy Uruguay
group Tl 2dl “ le  dor =xico re guay
- bia
nA
VI Investment 126 95 91 12 89 34 con 92 1o 9
&) Machinery and equipment
total 8 11 95 130 & 9% ... 18 103 B2
1) Industrial machinery and :
cquipment 86 98 92 137 88 99 122 105 77
2) Agrioultural machinery .
and equipment 105 122 115 92 85 81 ros 9% 93 13
b) Vehloles 129 39 9% 11y 83 €5 vee 92 6 123
8) Construction 157 83 86 113 91 103 .ee 70 102 886
1) Buildings 129 78 74 1,1 98 103 con 85 125 11l
2) Other construction 156 105 103 136 8r 104 ess 51 72 b3
Total espsnditure b/ - 83 8 98 129 102 99 150 8 a 79

af Exolud;ng'eduua'r:ion. ‘
b/ Excluding education and goverrment sorvisas,

/Table III
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Tobla  IIT
PURCHASING POVER ECUIVALEWTS P02 WAl BAPLE ITURE GROUPS
Un;t Units of other currencies uvhkioch correspond to
Country national ore unit of the ratiomnl currency
currency Argen~ Bra- Colom~ ¢y4y, Eous~ Hexi=  Pana~ Para~ p, Upu~
tina zil bia . dorp co ma guay guay
M4 cr.$ % £e S/~ $ B/~ G/ S/o §
{a) Foods, beverages ard tobacce
Avgentina ) poso x 2.28 .41 0194 L343 ,225  .033 1.63 .38 .159
Brazil 1 cruzeiro Rty X 062 L0085 ,151 099 .01k S22 Li68 .0%0
Colombia 1 peso 7.11 16.2 x 138 2.4 1.60 .23 11.6 2.7 1.13
Chile 1 esscudo 51,6 117.6 7.26 x 17.70 11,59, 1.68 84,3 19.7 8.19
Ecuador 1 sucre 2492 .6k JH10 056 = »655 .095 4,76 1,11 63
Mexico 1 peso 4,45 10,13 626 L0868 1.53 x 145 7427 1.70 706
Panemn 1 balboa 36.7 9.8 L.32 59 10,5 .90 x 50,1 11.7 4.9
Paraguay 1 guarani ol 1.392 .086 +012 «210 .138 020 % 234 «097
Poru 1 sel 2,62 5.96 ,368 .05 «50 589  L08% 4,28 x JU16
Uruguay 1 peso 6,36 W38 887 122 2,16 142 .205 10,30 2,41 =
‘ (b) Clothing and textiles
Argentina 1 peso % 2,17 080 023 L206 165 W015 1.6 334 L1y
Brazil 1 eruzelrs RIS b4 037 011 £084 076 007 67 L154 054
Coleumbin 1 peso 12,4 27.0 x 286 2,55 2,05 183 18.2 4,15 1,45
Chile 1 ascudo b3.3 9.0 349 2 8.8y  7.17 Sl 63.1 14,5 5.07
Ecuador 1 sucrs k.50 10.61 39k Jd13  x .06 o072 7.15 1,64 «572
Mexico 1 peso 6.06 13.16 L87 LA40 0 1,24 x 089 8,84 2,02 707
Parnama 1 balboa £8.1 7.8 s 1,57 13,90 114 = 99,4 22,9 7.94
Paraguay 1 guarani 269 ii9 055 016 140 113 010 x «229 080
Peru 1 8ol 3.00 6.51 241 069 .611 50 LOlh k37 = 349
Uruguey 1 pese 8.57 18.6 685 197 195 1.1 .126 12,50 2.8 x
() Houstrg
Argentine 1 peso % 2.71 L0869 0250 L,237 167 #0165 1,52 .339 2122
Brazil 1 cruzeiro 2369 x #025 L0092 088 #058 LI60 6 125 0L5
Colembia 1 peso 14,5 39,4 x 363 35 2,28 235 22,1 W93 L.78
Chile 1 escudo 40,3 1084 2.5 x 9,50 6,29 448 60,8 13.6 4,50
Eouador 1 suere 4,22 11.42  .290 J05 0 x . 662 2068 640 1,43 S1é
Mexioo 1 peso 6.37 17.2m  h38 153 1.51 x 103 9.67 2.16 779
Panama 1 balbos €1.8 167.4 k.25 154 1466 w2 b4 93.9 21.0 7.56
Paraguey 1 guarani .66 1.7 .0us JOLGY L1556 .103 011 x .223 081
Poru 1 sol 2.95 7.95 203 L 699 W63 048 Lu8 x 361
Uruguay 1 peso 8.18 22,13 562 L20h 1,94 1.28 W32 12,4 2,97 x
(a) Trarsport and cormunisations
Argentina 1 peso « 3.39  .0%C 0151 ,256 W113 021 1,65 420 .128
Brazil 1 cruzeiro «295 x 027 L0045 076 20l2 ,0053 A9 124 038
Colombia 1 peso 11,1 7.6 = 168 2,84 1,58 236 18,3 Hu66 1,42
Chile 1 escudo 6640 223.6 5.9 X 16.89 9.43 k1 10%.0 27.% 8.u6
Ecusder 1 suore 3.91 13.24  .353 059 & <559 .083 645 1.64 .501
Mexico 1 peso 74C0 23,7 4631 J06 1,79 x .49 11,55 2,94 ba7
Panama 1 balboa 47,0 15%.1  4.23 .71 12401 6.71 x 775 19.7 6402
Paragusy 1 guerani 61 2.05  ,055 L0002 L1565 .087 013 x 0255 078
Peru 1 50l 2,38 8.06 .215 «036 609 L340 +051 3.93 % +308
Uruguay 1 peso 7.80 26,4 #7703 J118 2,00 1,11 o166 12.88 3.28 x
/Table IIT (cont. 2)
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Units of other currencles which correspord to

Unit
Couttbry of onoe unil of the moifonal cusrency
natloral Arzar- Bro= Colom= . Eous= lexi-  Pane= Pare~ Uru-
Chize Fora
currency tina z1i1 bie dar co ma gusy guay
Y Cred 8 E¢ 8/ 8 B/~ G/~ . S/o $
(e) Other_ consumer expenditure
Argontina 1 peso x 2,29 ,L108 L0269 L265  .200  LO19 1,92 461 .32
Brezil 1 oruzeiro HM57 0 = LO47 L0113 116 .088 L0084 oS4 20r ,058
Colombis, 1 peso 9,24 2.2 x 239 2,44 - 1.85 178 17,7 L2600 1,22
Chile 1 zseudo 38.7 88,5 h4,19 x 10,23 7.75 oIl Me2 17.8 5,12
Eguador 1 sucre 3,78 8.65 .Lo9 008 x .58 073 7.25 174 50
Mexiso 1 peso L.99 1142 540 L129 1,32 x 096 9.57 £a30 {60
Paname 1 balboa 52,0 119.0 5.63 134 13,75 10.42 x 99,7 24,0 6,88
Paraguay 1 guarani 52 1.19 .05  .0135 ,138  .104  L0l0 x L2H0 069
Peru 1 sol 2,19 4,97  .235 056 W57 L35 <042 4,16 = 287
Urugusy 1 peso 7456 1.3 618 W195 2,00  1.652 1l5 14,50 3.48 =x
' {f) Totel consumar aXpendjtursa
Argemtina 1 peso X 2,40  L110 20215 285 o154 20245 1.6 373 .140
Brazil 1 oruzelro J16 X LOU6 0089 .119 081 ,0202 67 W155 .058
Colombie 1 peso 9,08 21.8 = 195 2,59 1,76 222 146 3.39 1,27
Chile 1 escudo 46,5 11.8 5,12 x 13.28 9.03 1.14 47 1743 6.51
Ecuador 1 sucre 3.50 8.2 386 07 % J£80 086 5.63 1,31 490
Mexico 1 peso 5.1%5 12,38 .567 W11 147 x J126 8.27 1,92 o721
Parnama 1 balboa 40.9 98,2  L.50 .86 11.67 7.94 % 6546 15,2 5.72
Peraguay 1 guarani e62 1.50  L069 D134 G178 121 015 x #232 2087
Peru 1 sol 2,68 G5 4295  LOBB L6 L521 L0466 b,31 % 376
Uruguay 1 peso Tellt 17,2 .786 W54 2,0k 1.39 A95 1147 2,66 =z
{g) Total investmond '
Argentina 1 peso x 1.69 L061 L0122 Li5% W17 ks 1,07 .256 «099
Brazil 1 cruzeiro «590 = 036 L0972 GJOUIY L0RE ces 63 L151 +058
Colombia 1 poso 16,28 27,6 x® 198 2,48 1.8 ees 17,9 417 1.61
Chile 1 escude 82.2 139.3 5,05 = 1282 9.27 .-s  BB3.0 21.0 8.11
Ecuador 1 suora 6.62 "11.22 G407 L0800 = S48 . 7.09 1.69 +653
Mexico 1 peso 8.87 15,03 545 108 1,34 = ass 9.50 2427 875
Panama 1 balboa Y} ane ‘e ee e ere b4 see e Y}
Paraguay 1 guarani «93 1.56 .057 011k Ll .105 can x o239 #092
Peru 1 sol’ 3.91 6.£2 o240 .GhB 550 W4l oo 4,19 x +385
Uruguey 1 peso 10.14 17.22 623 223 153 1.4 vee 1086 2,59  x.
(h) Machincey and sculrment
Argontina 1 peso % 256 W91 T o019 o209 W163 ... 1o93 o374 127
Brazil 1 eruzeiro 0391 x 036 L0073 G082 OB euy 76 JAUE  LO50
Colombia 1 peso 10,93 27.9 % 293 2,28  1.78 . 21,1 4,08 1,39
Chile 1 sscude 539 137.7 4.9 x 11,25 879 ces  10L,0 2041 6Bl
Esuador 1 sucre 4.7 1224 4,38 0,8 = o761 eeo 9e2h 1479 #609
Mexiocd 1 paso 6e13 15,67 5.61 LM 1,28 = soe 11.83 2429 o779
Panama 1 balbos e eoe s YYS YT ase X caw T sse
Paraguay 1 puarani 52 1,32 J047 020 108 +085 ser X 94 #066
Peru 1 sol 2,68 6,84 2,95 o050 G559 437 see 517 x 340
Uruguay 1 peso 287 20.1 «720 S5 1,64 T 1,28 .rs x

15,19 2,94

/Toble III (cont. 3)
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Table III (contnd 3)

Unive of others currencles which correspord to

Unit )

- - one unit of the national currency
Country of

: national Argers Bra= Jolome foua~ Mexle Pans~ Fara~ _ - Uru-

Chile Peru
surrency ting 231 bia dop oo ma gusy guay
M$N ort  § Ee S/= $ B/~ G/ S/° $
(1) Yehtcles
Argartina 1 peso x 1 L062 012 48 095, b 1531 W216 131
Brazil 1 oruzeiro. o582 . x o036 007 G086  LCHL . W65 Q126 B0
Colombia - 1 peso 16,6 298 =z 30 2,38 1,22 sas 18,0 3,48 2,12
Chile "1 escudo 85.0 L6, 5.262 x 12,55 6,40 eon g5 B4 11,15
Ecuador 1 sucre 64,78 11,64 Jil9 L0800 x »510 ses 7.53 1.4 «383
Mextico 1 peso 13,28 ' "'22,82 822,156 1,9% = eee 14,76 2,87 1,74
Parame, 1 balkoa eve ‘eva T esn x Cess  eve wse
Paraguay ) guerant 90 7 1,55 o056  SOL1 133 « 068 avev X o154 0118
Poru 1 sol 1063 7495 «286  L054 #5683 348 ave FISU #607
Uruguay 1 peso 7462 13,1 G472 090 1,13 ST e 8,48 1,65 x
. (§) Construction
Argentina 1 pese % 1,28 . 047 L0092 G124 099 .. 65  W211  L07%
Brazil 1 crugeiro o782 . x W037  &0072 097 W07 eae 51  W165  L059
Colambia 1 pese 21,26 27.2  x  J197 - 2.64 2.1 ves 13.86 4,48 1,61
Chile 1 eccudo - 108.2 138,3 5.09 . x 1344 10,75 .re 7043: 72248 .20
Eeuador 1 suore 8.05 10,29 A8 O x .800 eee 5+23 1.90 610
Mexieco 1 peso 10,06 12,86 M7 W09 225 x vee 6,54 2,12 o783
Ponama 1 btalboa cse ven wes  eme “ee .o X “re  aes e
Puraguay 1 guarani 1,54 1.97 072 L014 191 153 . X Jg24 117
Peru 1 86l b £.0% 223 JOUb #5590 R ase 3,08 x »360
Urugusy 1 peso 13.18 16.9 6520 L3122 1.6 0 1.31 ceev 8.57 2,78 x
(k) Governmert sxpeud Lure
4rgentins 1 peso % 1.04 060 J029 Lk .11 L0652 JU 427 <055
Brazil 1 cruzeiro oSl b4 033  L0i6 »075 2050 2028 A0 L8 .03
Colombia - - 1 peso 16.7 30.7 % A8 231 1.85 .87 12,3 4,52 3B
Chile 1 esoudo 34,7 63.8 2,08 . x L& 3.85 1.8 265.6 9,38 1.9
Eouador 1 sucre 7.22 13.26 M3 W21 x .80 38 5.33 1.55 240
Mexico 1 pzeo 9.02 16.56 S 28 1,25 x L7 6.66 2,44 50
Panama 1 balbos 19,19 35.2% 1.5 .55 2,66 2.13 =z 14,17 5,19 1,086
Paraguay 1 guareni 1.35 2.h9 L0081 039 .15 015 071 % 37 «075
Poru 1 s0l 3.70 - 6eE0 222 L1 o5l R .19 2.73 =% +20
Urugusy 1 peso 13,04 33.2 1.08 52 2,50 2,00 o 13,32 H.88 x
' (1) Total expeniiture (exeluding gevernment) _

Argentina 1 peso X 2,27 W01 L0197 L2611 L179 L0218 1,51 .352  L132
Brazil 1 eruzeiro Ll x W08% L0087 15 079 L0096 L6k 155 ,058
Colambia 1 peso 9,91 22,5 | x J196 2,59 1.7 216 14,9 3,49 1,31
Chile 1 esoude 50.6 115,.0 5.1 X 13.22 9.06 1.1 76.3 17.8 6.69
Ecuador 1 suere 3.8 8.69 . .306 076 x -685  L0B4  5.77 1.35  W506
Mexico 1 peso $e59 12.69 564 G110 1.46 % 0122 Byliz 1,97 739
Panama * 1 balboa 5.8 10,0 " haE2 .90 11,97 8,29 = £9.0 16,2 6,06
Psragusy 1 guaranl 66 1.51 L0687 L0131 173 W19 01k 2 o254 »088
Peru 1 sal 2.8k 6.4 286 L0568 o1 #508 «062 4.27 x Y]
Uruguay 1 peso 756 17,2 2763 W49 1,98 1,35 165 11,39 2,67 X

&/ Expenditure on

Private Eduvation s slso excluded,

/Table IV
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Table IV
INDEXES (F PRICES AND PURMMASING PGUER: 4T
PREVAILIHNG EXCE.IGS RWTTS
{Base country = 100}
Horizontal columns = price indexes
Vertical columns = indexes of puchasing
power equivalents
Country Argen-  Bra- Golen- Chile FEeouader IMexico Farsue 'lj?_r_-a.: . Peru Uruguay
‘tina z1l bia auey

{a} Food, beverages and tobacco
Argenting 100 101 164 1£3 160 149 273 112 118 135
Brazil 99 100 163 150 158 147 261 111 17 11k
Colombia 61 62 100 93 98 91 163 &8 72 70
Chile 66 i 108 100 105 98 177 74 77 75
Ecuador 62 63 103 a5 100 93 169 70 74 72
Mexloo 67 €8 110 102 108 100 181 75 79 77
Paroma 37 37 61 56 59 55 100 b2 nn 43
Pare guey 89 30 146 136 143 133 241 100 105 102
Peru 85 86 139 129 136 127 228 %5 100 38
Uruguay 88 88 143 132 139 130 235 ¢8 103 100

(b) Clothing and textiles
Argentina 100 96 gk 181 95 109 124 100 103 85
Brazil 104 100 97 187 99 113 130 164 107 88
Colombia 107 103 100 192 102 116 129 107 109 90
Chile _ 55 53 52 100 53 60 67 55 57 L7
Ecuador : 105 101 99 190 109 11k 128 105 108 8y -
Mexlco 9 a8 86 166 &7 100 13l 92 gkt 77
Panara 82 79 27 149 23 50 G Bo 85 69
Pareguay _ 100 97 gl 183 5 109 122 100 103 84 -
Feru n 97 gl 91 176 93 108 118 97 100 B2
Uruguay ) 118 114 11 21h 113 130 1k} 118 122 100
(o) Housing

4drgontins 100 120 8o 197 111 1ok 134 104 105 88
Brazi} 83 100 677 163 22 g6 111 87 87 7k
Colembia 124 150 100 24 138 130 167 130 130 111
Chile 51 61 L1 100 56 53 NG} 53 53 k5
Eousdor 90 109 73 177 100 o4 121 gk 95 8o
Mexico 96 116 77 189 1c6 100 179 100 100 85 -
Panama 75 90 60 146 83 78 pre] 78 78 €6
Paraguay 56 116 77 188 106 %9 129 100 100 85
Peru ' 96 115 77 186 106 100 128 100 100 85
Uruguay 113 136 91 221 125 117 151 18 118 100

/Tocie IV (cont. 2)
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Table IV {contind 2)

Country APERR g onit Oolet- (yile  Eowsdor Morfoo Parema Pamguey  Poru  Uruguay
tira big :
{d) Transport and ccmunications
Argentira 100 151 105 119 120 9% 176 113 130 3
Brazil 66 100 70 79 79 63 117 7% 86 63
Colembia 55 13 100 113 114 90 167 108 122 88
Chile 8k 137 8 100 100 80 148 95 109 7
Eouador 8 126 .88 . 100 ... .2000 79 L BN w03 . 78
Mexico 106 159 11 126 . 126 100 186 120 137 9
Farama &7 85 60 68 68 54 100 &4 73 53
Para guay 88 133 93 105 105 83 157 100 114 82 -
Peru i 116 " 81 92 92 3 136 88 100 72
Uruguay 108 162 113 128 129 102 190 122 140 100
{e) Other consumer expenditurs
Argentire 100 102 126 204 2% 132 159 132 1k 9
Brazil 98  -100 124 200 122 131 157 129 1o gl
Colombia 79 ‘80 100 160 58 105 126 10k 112 76
Chile 49 50 62 100 61 65 78 65 70 L7
Eouador 61 82 103 165 g0 108 129 107 115 78
Mexico 75 77 95 153 93 100 120 53 107 72
Panama 63 &4 79 128 77 83 100 33 85 60
Paraguey 76 27 96 154 oy 100 17 170 108 72
Peru 70 72 89 1k3 &7 o4 119 9 100 &7 -
Uruguay 104 106 132 212 129 139 166 137 148 100
(f) Totel coaswier expendituve
Argentina 100 107 129 169 2123 122 202 110 115 101
Brezil 93 100 120 158 1z6 129 a2 a3 108 95
Colanbie 78 83 100 11 194 120 137 &6 B9 79
Chils ' 59 €3 76 100 79 %6 10 €5 68 60
Eaumdor 75 8o 97 127 100 97 152 83 87 76
Mexioo 78 83 100 131 S 1ch 100 158 g6 89 79
Parama ko 53 63 83 - &6 6l , 100 5h 57 50
Paragay 91 97 119 153 121 116 151 109 104 92
Peru 87 93 2 by 15 112 176 %6 100 88
Urugway 98 108 127 0% 112 128 250 109 113 100
{g) Invastment

Argontina 100 75 72 96 71 75 cor 73 79 71
Brazil 133 100 . 95 127 9l 99 s 9B 105 95
Colombia 139 155 100 133 98 104 P 102 130 100
Chile 105 79 75 100 74 78 ws 77 83 75
Eeuador LY 107 1oz 136 100 106 ass o4 112 101
Mex1so 134 102 % 128 9 100 vee 98 166 96
P&m [ XX} ase aee LN 2 [T N 3 L1 ] ) "es LA N ] a0 (21 )
Paraguay 136 103 ) 131 96 101 100 107 97
Peru 127 96 g1 121 89 95 “es 33 100 %0
Urupgoay 1ho 106 140 13'4 99 105 ‘e 103 116 1.9..9.

/Table TV (cont. 3}
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Table 1V (cont'nd 3)
Country Areen- paesr SO chile Dwoder " Parame  Pereguay Peru  Urugey
tira bia xioo
{h) Government expenditure
Argontine, 100 82 vo 228 65 73 “es 51 53 o
Brazil 121 100 86 283 79 8g .re 62 204 !42
Colembia 143 117 100 322 92 105 ver 72 19 56
Chile s 36 31 100 29 32 ces 22 37 18
Ecvador 155 126 108 354 100 114 . 78 129 62
Hexioo 136 111 %5 308 88 100 .o €9 113 55
Pamma [ X N} [ X X [ AT ] san L X L ] [ X X ] sde L2 L LR X ] [ X}
Pareguay 197 162 138 TS 129 1y ave 100 166 79
Peru 120 98 83 281 78 835 oea 61 100 L7
Uruguay 2hg 20k 174 565 161 183 cos 126 208 100
{1) Tetal

Argontina 100 101 118 155 122 118 180 103 109 56
Brazil 99 100 116 151 121 117 179 102 108 9%
Colenbia 85 86 100 131 ok 101 153 88 92 81
Chile 6l 65 76 100 78 76 1146 67 70 62
Ecuador 82 83 97 127 100 97 1146 85 89 79
Mexioo By 85 95 131 103 100 153 brd 92 &1
Parama 58 56 65 86 67 66 100 57 60 53
Paraguay 97 98 11l 150 128 114 175 100 165 93
Peru 92 93 108 143 112 109 165 95 100 58
Urugusy 104 105 123 162 12{3 124 1o 108 114 100

JIECHNICLL KOTAS
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TECHENICGCAL §O0OTES

1, ZEarlier Heszarch

Few studies designed to evaluate th: purchasing power of national curren-
cies and establish relative levels of prices have been attempted; and of these,
most have placed the emphasis on real wages or real income - thst is to say,
on the amount of goods and services which can be purchased, or for a given
level of income. The relationship of wage levels relative to prices in the
various countries has been the main interest; and as in computing the wage
price ratio for any country, the exchange rate automatically drops out
(applying both to the numerator and the denominator of the ratio in guestion),
the problem of determining a purchasing power equivalent for each country has
been aveided. Those calculations which were made along lines designed to
establish purchasing power parities have had a limited scope and as a rule
applied only to a particular type of experditure - as for food or clothing -
where the commodifies purchased are fairly well defined and the differences
in quality amongst countries are (rightly or wrongly) consideved to be of
minor significance,

The main woirk in relating wages or income to prices lies been that carried
out by the International Labour Office; and although not the actual pioneers
in this field, the ILO has undoubtedly dcrne more intenzivs study over a
longer periocd of time than any other organirzaticn, Begirning with the
First International Conference of labour Statistics hzid in Geneva in 1923,
the office has ccllected a valuable set of material relating to the consump-
tion of working class families and the price levels of food, Tuel, electricity
ard (until 1937) rent. In 1931, a special ILO study known as the Ford-Filene
enquiry was conducted with the chjective of determining what wages would have
to be paid to employees of the Ford kicrtor Company so thut their levels of
living in each of the fourteen European countries sheuld be comparable to
that enjoyed by the same class of workers in Detroit, U,S.A.l/; and while the
design of the study - especially its application to ons type of workers
only - limited its usefulness, the enquiry was for some time the only source

of comprehensive intermational statistics available for direct place-to-place

;/ A Contribution to the Study of International Comparisons of Costs of
Living, Studies ard Reports, Series N. N° 17, International Labour
Office (Geneva 1932).

[comparisons., A
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compariscns., 4 further study - limifcd to workers in the cotton and
woollen textile industries in certain countries - was undertaken in
1951 in order to evaluate the food purchasing power of wages.g/ In
addition considerable statistics) information covering prices of
individual commodities within the food, beverage and tobacco groups
has been published regularly in the Yearbook of Labour Statistics -~ the
same‘material being used to calculate a series of indexes relating to
commarative food prices in selected countries, More recently a highly

infbrmative document Intermtional Comnarisons of Real Wages= has discussed

both practical and theoretical problems involved in the measurement and
comparison of worices as well as of wuges.

The predecessor to the ILO studies was one curried out by the United
Kingdom Board of Trade in the early years of the century. &gain, the
main interest was in prices relative to wages, the enquiry reloting to
food and rents (measured in terms of room-mumber, notwithstanding differences
in room size) and covered four countries - Germany, France, Belgium and
the United States - vis-d-vis the United Kingdom.

Another early study (knewn as the "Unilever Enquiry") was conducted
by the Unilever Corporation (Lever Bros. Ltd.) during 1930 in order to
éstablish;the sclaries necessary to give a standard of living equivalent
to that enjoyed by people with incomes va*yiﬁg betweszn £ 500 .- ard
£ 3,000.~ in England,? | |

The outstanding empirical study prior to the 3eccnt Werld War was
that which Colin Clark incorporated in the varioué editions of his
"Conditions of Economic Progress®; amd even thovzh the auvthor is far
from explicit regzarding the rethod and the daisz, the book has been
widely used for the inter-couritry comparisons of incors and prices
which it contains, For his material Clark drew heavili on the

FordeFilene and Unilever enquiries, on prices collected periodically by

g/ Textile wages: An intersational study, Studies and Reports, New Series,
N° 31, International Labtour Ofiice {(leneva 1952),
Internatiomal Labour Offica, Geneva, 1956,

See Official British Publication Cd 3864 (1908); Cd 4032 (1908); -
Cd 4512 (1909); Cd 5065 (191C) and Cd 5609 (1911},

Summarized in The Feonomist (London) November, 1930. ‘
' /by the
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by the IL0O, and on a wveriegated asscubly of netional data. To what
extent his basic data is comparsble baiwsen countries is an open
question, and the statistically-minded reader is left with the
impression that a collection of items often widely divergent in
specification has been used in a manner for which the material was
never designed. The work nevertheless remains an outstanding contribution
in the determination of purchasing power equivalents and the measurement
of real inconme.

In the post-war period, increased attention has focussed on the
problem of comparative nrices and some highly informative studies relating
to prices, wages, income and consunption levels have been carried out,

Chief amongst these are the two OEEC studies: An Intermational Compurison

of National Products and the Purchasing Pswer of Currencies;é/ amd

Comparative National Products ard Price LeveL§.27_ Unlike previous

investigations the main interest in the work of Gilbert, Kravis and

their associates related to the levels of real product. 4 considerable
amouwnt of price information was collected for selected Furepean countries
and the United Ctates - partly from the official records of rabtional
statistical offices, partly by direct erumeration and rartly derived

from available vnlue and quantity data (to this extent representing
average or unit volues rather Llhan pricez in the stwrich serse cf the
word), In that the studies wer: designed primarily it meastre relative
levels of production, the; comparative prices levels wenn not fundamentally
ends in themsalves; and although the authors have cal~uiated an extremely
useful and informative array o price indexes and purchacing power equivalents,
the question might perhaps bs asked if ths ginly would hsve followed the
same lines had the only objeclive bean “bs% of evaluating one currency in

3 . .. .
terms of another.<’ Differerces of opinicn alsc exist =25 to whether the

é/ M, Gilbert and I.B, Kravis: OEEC (Paris) 1954.
7/ M. Gilbert ard Associates: OEEC (Paris)

_§/ The imputation of price or quartity data for items not directly included
in the calculations would possibly have proceeded along different lines;
less reliance would have been placed cn the comparability of prices
obtained from national statistical offices or derived as unit values
from value and guantity statistics; while presumably the treatment of
changes in investories and the balance of trade would not have been the
same

/the weighting
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the weighting pattern of the first study was the most appropriate for
intra~Buropean comparisons since it was influenced to some extent by
the expenditure pattern of the United States., Finally the expression
of results as a series of alternatives can create in the mind of the
reader a number of doubts as to their wusability or their
rellablility, leaving aside, however, points of technical
detail, the two studies represent a meritorious achlevement in the
field of real procduct measurement and the comparison of inter-country
price levels,. This is particularly so since, while preceding work
was limited merely to food ard in certain cases a few selected groups
of consumer expenditure, in the OQEIG  studies the field was extended
to cover not only all aspects of consumer expenditure (whether private
or governmental) but also investment,

Another project of note in the post-war period is the study of
living costs and real wages in selected countries of Nortusrn Europe,
corducted jointly by a committee of statisticians from Denmari, Finland,
Norway and Swedenug’ Prices related to consumer goods ia the cities
of Copenhagen, Helsinski, Oslo and Stockholm {Reyjavik wlso Leing
included for a llorway-Icelard comparison), and were converted into
a common currci.y deneminator in accordance with bank selling rates,
With the adcption of weighting systems bac-d (for three courniries)
on consumer expenditure survers carried ovt in cennexicn with the
construction of the costeof-living index serire and (For Norway) on
a special Oslo tudgst, a sexies of binery compgariscus were made which
llustratsd pailer strikingly 1he diversent reeplis obiainable according
to Lhe welgiiting pattarn uwscen. oven 10 ths ecase »f coursdries with
somewrat similar gconcmic . uoiiins,

Another intsresting study 1s that conductad ip 195 by the High
Authority of the European Coal and Stecl Communityﬂlﬁf Wnile the main

interest was in prices relative to wages - the scops of the study being

9/ leunadskogtsagder och realltner i de_nordiska Lurud=ilderna, Nordisgk
Statistisk Skriftserie §° 1 (Stockholn} 1954,

10/ Infcnnatjons1}tatistidues, High Authority, Buropean Coal and Steel
Community, Vol. 2, N° 5 Aug-Sept 1955 (Luxemburg).

/confined to
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confined to steel workers and coal miners in Belgium, Frarnce, the
Federal Republic of Germany, Italy, Luxembourg, the Netherland and

the Saar, OSpecial wage data were collectsd for the workers in the
countries concerned, while a direct collection of prices was made in

2 000 shops in the principal coal and steel centres of the countries in
working-class households.l;/ The weighting system was determined by
applying the percentage distribution of expenditures for the various
goods and services, as revealed by family living studies, to a special
estimate of earnings for the workers concerned in =sach country, A4s
with the OERQ study, a series of bimary comparisons was made

using the weights first of one country and then of the other in
accordance with the laspeyres and Paasche foruulae.

An entirely different type by comparison was that mace by the U.S.
Bureau of Labour Statistics for adjusting civil servants! wages to tuke
into account cost of living differences between Washington D.C. ard
San Juan, Puerto Rico on the one hand; and Washington D.C. - Honclulu
on the otherqég/ The work was mainly experimental and was based not
on the prices of identical goods or services but on the cost of
obtaining an ecuivalent level of consumption - that is to say,
evalvuating the & wcant which would have .o b2 poid by a pesrson in each
of the two siluericns in order to obtain an acvivaleu® messure of
satisfaction., The method adopied was as foilowe: (a) the expenditure
on different items of consumption in San Juan for Homsl=lu) and in
Washington was ccipried as a paresntage cf fawily incan (vsing family
incomz and esrendibure studics taryisd ouvl in thaose ¢itdes in 1950);
(b) items were clussified acooscire. to the relationshin: of expenditure

to income (dividing them infe b ec-cillad firecesuitics’ which were

N

purchased by the same or a dac.easing proporvicn of :-.milies as money

Ll/- Rent was based partly con official data emd partly cn private
informaticn,

12/ Feasurine Comnerable Living Costs in Cities with Diffeping
Choracteristics, op.cit.

/income rose,
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income rose, and "lvxuries" for wivch purchisss increazzd as money income
rose); ¢) a graoh was presared plotting Tor esch city the relationship of
income to expendlture_fqr items within the nzcesslity group, and curves

were fitted to the obserwvstions; d) a caleulation was made in order to
determine how much‘thé curve for San Juan (or Honolulu) would have to be
adjusted in order to obtain eguivalence with Washington, The results showed
that the curve for San Juan was .at a level 118 per cent above that of
Washington - the interpretation being that living cosis were 18 per cent
higher for the families in question in the first-named city. Insofar as a
different solution exists for each level of income, ths methed has a number
of disadvantages, both practical and theoretical - particularly since
Yeguivalent measures of satisfaction! are subject to a multitude of
interpretations ard are difficult to define statistically.

The empirical studies conducted by the U,N, Statistical Office in
order to determine the salary-levels appropriate for international civil
servants in various varts of the world follow more orthodox lines,~
Experditure patterns are determined for staff members stationed in the
various cities, while pric=z for goods and services (including rgﬂf) 2are
collected directly, The latter data are converted at prevailing rates of
exchange and are cooparsed with the prices for equivalent items in New York,
Price relatives are then weiphtad, first according to the expenditure
pattern of New York and secomdly according to the patters of the city
concerned, the Lwo rasults being averagzd geomstrically in order to obtain
a measure of prize differences tetween the Lwo citicz and an evaluation
of the purchesing power of the salaries {or the officialn concerned.

The comparisons are essentially bimary in characlter, “ne basz city being
New York in all cases.*ﬁy In aceoordance with the objoouives of the study

only consumption srpsuditure i cersidereld; the expsnditure pattern relates
to a class of officizls not rewreseroacive of the courwry in which they are

stationzd; the quality of mermy licwe noical is betier then thal generally

consumed; while the shops aal culiets from which prics Snformation is

obtained are generally in nelrbbourhoucs freguented lp dnternational officials
and are not typical for othors residents in the city. Tue rasults, nevertheless,
constitute the most comprehscnsive series of inter-country comparisons so

far elaborated; and even if they have to be interpreted wiih care because

of coverage and representativity, the work is of considerable interest from

a theoretical and practical point of view,

14/ Retail Trice comcarisons for intermutional salary determination,
Statistical Papers Series M,Ne, 14 and M,No. 14, 4dd,l ard Add.2,
United Nations (New York).

15/ More recently, Geneva has been introduced as a base city.
/2. Altermative
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2, Alternative 2pproaches

(a) Adjusted exchunze rates

Three main approaches have been made to the problem of
measuring relative price levels and evaluating the purchasing Power of
national currencies. The first and most simple method is the adjustment
of the prevailing exchange rate in some arbitrary way so as to reflect
more accurately the real value or "worth'" of one currency relative
to another, In most cases, a reference period when conditions
were considered to be "normal" is chosen, and the rate of exchange
which applied in that period is projected forwards or backwards by
means of index mumbers which supposedly measure the movement of
prices in the countries concerned. ILet us assume, for instance, a -
year such «s 1938, 1is considered "normal" and that the exchange rate
applicable to international tramsactiens in that year gave a relation-
ship of 100 pesos = 120 crweiros for countries A ard B, Between 1938
and 1960, prices in A have risen 250 per cent ard in country B 200 per
cent, The currency relationship in 1960 would be taken as 40 pesos = 60
cruzeiros; alternatively, 100 pesos = 150 cruzeiros.

This method has been frequently used in past years ty orgavizations
such as the U.N. Statistical Office, ECE, CEEC, and ITO in cider to
avold the distortions which have arisen in recent decuies tith the
widespread adoption of arbitrary or multiple rates of eixcrangs,
often maintained at levels which have 1little or no reliation %o
parity conditions. All caleuleticre so far made by ECLA for

national income figures expressed in U.S5. dollars weve bvased on. this

/approach.lé/
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approach;ié/' However, as ZCLA and other offices using the method

have recognized, the adoption of a so-called "normal® yenr in no

way solves the problem of corréctly evaluating purchasing power

in other years, It reduces the amount of error by avoiding period . °

when rates were "abnormal! . that is to say, when the influence of special
factors causes the rate to be widely divergent from an eguilibrium rate of
exchange, For a year when the rate of exchange fluctuates violently, or
when structural changes are introduced into the system (e.g, with the
application of a new preferential rate) there is probably no single rate
which could be designated as a typical, much less an equilibrium one, for

a country, Similarly, when the rate has been maintained artificially,
nobwithstanding a marked alteration in the relationship of domestic to
international prices, the ruling rate has to be considered as an arbitrary
one which is not indicative of the trie value of the currency vis-2-vis
other currencies. The adoptian, then, of a reference year when problems

of the kind mentioned above'are unimpertant .can eliminate some of the error-
creating factors, It does not however, eliminate any ireccuracy inherent
in the exchange rate system.forrthe year chosen, It meréely assumes that,
in the refersace jear, the exchange rate ocrrectly reazuran tne relationship
between prices or values in the various ceuniriess, P warsins which have
already been referred to in a previous chapter, such an essvmption is
unwarranted, and at the best, the excharge rates equates ouly these values
which apply to a countryls iriezrnaticmal transactions, % would be
coincidental that the price sirustuess ever the £901 wonee of transactions
~ both domestic and internaticral - were edquated, as licy would have to be

in erder to achieve parity in purchasing power,

16/ For informstion regarding the concepts ard methods used, see Economic
Bulletin for Latin Americs, Vol., 1 No, 2, pages 32-38, The conversion
factors adopted are given in the Explanatery Netes to Volume V, No.2,

/4 further
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A further inaccuracy exists insofar as the price indexes used to project
- the exchange rate from the reference year to another time-period are not
designed for such a purpose. Available indexes relate, as a rule, merely
to consumer prices for a particular income-group in a selected city.
Price changes for investment goods, for certain consumer goods, for
government'purchases, for other income groups and for other parts of
the country are not therefore taken into account, except to the extent
that they might follow the pattern of the consumer price index.
Furthermore, in view of the structural changes continually taking place
in the composition of expenditure and investment, the longer the periecd
during which the index series is used to project the exchange rate,
the greater the likelihood (and the greater the magnitude) of error.;Z/
The method of adopting an Wequilibrium' exchange rate in a selected
year and adjusting it for subsequent changes in prices of the countries
concerned must then be discarded as statistically unsatisfactory so far
as the measurement of the purchasing power for two or more currencies
is concerned, |

(b) BEguivalent wants and satisfactions

An alternative method which has been advocated by some writers is
the equation of lavels of income in accordance with the similarity
- or dissimilari®y ~ in the patterns of expenditure or consumotion,

Such an approach would, it is contended, dbhviate tle necaessity
for comparing prices direcﬁly or for combining the pri:iz:. sz.cermed
into aggregates which may be meaningless if consumpticn patterns
differ to zry extent in the varicus sitvations, The rationale of the
apprecach is that the structure of exponditure veries scrording to price
levels; and that in a given sinuation a personis zenziopstion habits
would be different from that in another situation where a different
price pattern prevailed, Ragner Frisch contended that : "The very

concept of a basket full of commodities, the content cf which remains

17/ In the third Bdition of his Conditions of Economic Progress
(pages 43-44) Colin Clark, for instance, drew attenbion to the
weakness of some of the index rumbers he used for projecting

price levels from one period to another.

J/unchanged while
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unchanged while prices change, is therefore a contradiction to ideas
that are basic tec the central body of price theory”.;gj In order to
avoid the direct use of price and quantity‘infdrmation, Frisch,
Staehle, Wold and others endeavoured to locate some economic parameter
that could be used as a criterion of equivalence for pairs of income
in two sitﬁations. A parameter of this kihd was suggested by the
relationship of food expenditure for various income levels, observed
by Engel and embodied in the often-quoted Engel's Law, The existence of
such a relationship, or the extent to which it holds true, above and
below certain income levels is open to questlcn.lg/ Nevertheless, in
the work of the econcmists and 1nvest1gators mentioned above, the
percentages of total expenditure allocated to particular categeries of
consumption goods at successive income levels ﬁas been accepted as the
criterion by which equivalence for two situations can be obtained
(the fraction of the expenditure devoted to the class of goods or
services in two or more situations being used to establish the “dentify
between consumption levels or incomes).gg/ |

In its simplest form, the method would suggest that if, say, 70
per cent of total expenditure for families earning &4 ClO0 pesos a year was
devoted to food in country A and 70 per cent was spent by families
earning 6 (CO nacionales a year in country B, an income of £.0C0 pesos in
A is equiveleri 7o 6000 nacionales in B, Variations o~ tlis central
theme have been suggested, but in the essential aspeci., tihi: equivalence
of purchasing power has rested basically cn some degree of similarity in

the expenditure or consumption pattern in the countries beicg compared,

18/ Some Basic Principles cf Frice of Living Mesourenont:, Hemorandum
Tra Universitets Sociallioniriske INSTibubtt (uni.) %5 June 1953
(mimeographed) Page 2,

;2/ On this point see Dorocthy S. Brady and Abner Hurudis: M?asuring
Comparative Purchasing Power, Studies in Income anl ”edlth Volume
Twenty, National Bureau ci Economlc Research, (C.5H.4,) Foges 317-8,

20/ Some writers have used less restrictive methods of matchicg than that
implied by the Engel ratios,  Aagner Frisch based his equivalence of
income in two situations on the flexibility of the marginal utility of
money with respect to an increase in income while Staehle proposed a
method whereby differences in the cost of living would be measured in
accordance with the location in two countries of income groups for
which the consumption pattern differs least.

/It will
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It will of course be observed that, for diffevept inceme levels,
differsnt points of ecuivalconce could he establisied, In the exemple above,
for instance, the expenditure on food might be 60 per cent for incomes of
6 500 pesos and $ CO0 nacicnales in A and B respectively; 5C per cent for
incomes of 10 0CO pesous and 14 000 naciocnales respectively; and so on
- thus giving a curve of income equivalence for the two situations,
Exponents of the method have not been explicit as to the way in which
the relationship or equivalence should be averaged in order to obtain
an overall measure of the purchasing power for the country - an exception
being the Bureau of Labour Statistics in its study of comparative
living costs for ¢ivil servants in San Juan (Puerto Ricc), Honolulu
and Washington D,C, 2/ It is furthermore difficult to envisage how
the methodology would be applied to all aspects of expenditure,
including investment,

Notwithstanding, then, the illustration given by tae Bureau of
Labour Statisties, we must conclude that the limjtations of a method
of this type would make it impracticable for application to a region
like Latin America where the basic data would be deficient and the
results too restrictive in character to mest the objectives we have
in mind,

(¢) Direct Price Comparisons

The third method to be discussed is that clascicalliy uzed in the
inter-temporal zomparisons of prices for a city or a counfry: the
selection of a basket of goods and services which is rwice av the
various points of time, the component items in the basitet being
combined in such a way as to rzflect their relative irportance within
the aggregate (the compariscu of the aggregates in each time-period
affording the basis from which the ter-temporal infex rumbers are
obtained),

While such a method is commonly used for indexes of retail prices,
wholesale prices, market prices of shares, rents, wagzc or labour costs
etc,, it is not so easy to apply inter-spatially. In the first place,
its accuracy depends upon the identification of specific commoditigs

for each point of comparison; and while this is generally a minor

21/ Described briefly in Chapter III, It should be noted that the
study referred to one class of salary-earners only, and not to
people in general.,

/problem for
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problem for inter-temporal indexes (since a commodity identified in
one time-pericd can as a rule be identified again in succeeding time
periods), this is not the case inter-spatially, As noted in an
earlier chapter, even if an item is described by the same name, it
may be of quite different quality'in two countries or it may be
marketed under qqmpietely different'cohditions. When more countries
are included in the comparison, the problems of identification are
multiplied’prOportionally.

In the second place, the combination of items so as to accord
approprizte importance to each is complicated by the widely varying
consumption patterns which eXist as between countries, For a
wholesale_of retail price index, the difference in thes relative
importance of commndities for successive time-periods is not
sufficient to cast doubts on the validity of the index unless the
time-periods are extended too far, e.g, ten or more years, or unless
some fundamental change has occurred meantime, e.g. the outbreak of
war, However, inter—spaﬁially, the difference in consumption
patterns between couﬁtries (and even for cities within the same country)
is usually appreciable; and if income levels, climatic and gzographic
conditions, tastes and customs, tax structures, transpcrt costs and
above all, the rzlative cost of producing the items differ ve any
extent, the con:umstion patterns can be so divergent iha% the aGoption
of any common welghting system becomes prcblematical. |

The third factor which distinguishes inter-temperal from inter-
country comparisons is the expression of prices and values in different
currencies. Thus, while in ey uisry A the price of commodity i can be

-

compared directly with that of commodity j (and simiiarl:r In country
B), the comparison of prices i{cor commodity i in ccunbtries A and B,
(or commodity j in the same two countries) is complicaizd by the use

of different monetary denominators;gg/ The magnitude ¢f the conversion

22/ Tt may be noted that in constructing world indexes of agricultural
production, The Food and Agricultural Organization endeavoured to
circumvent the problem by cexpressing prices of agricultural products as
relatives of the price of a gelected commodity - wheat. With the latter
price as a common base in all countries, weighted averages of the various
price relatives were constructed so as to provide world averages. The
problem of converting to a common dencminator is not, however, solved
in this way as the procedure assumes that the price of wheat in all
countries adequately reflects the purchasing power (or the "worth") of
currencies in those countries. = Such an assumption may have had some
validit{ in the 1934-38 pericd used as the FAO time-base; but it is
certainly not so at the present time,

' : /factor required



5 Cl12/589
Fope 77

* factor required to place prices in a uniform or common currency is the
unknown which this study is designed to measure,

The final difference between inter-temporal and inter-spatial
comparisons of the kind envisaged in this study is the scope and the nature
of the investigation. For wholesale price indexes, ths compsrison is
limited to transactions at that level; for cost-of-living studies
- or more correctly consumer expenditure comparisons -~ the enquiry
relates to the final goods and services which are desstined for consumption
by private individuals - thus excluding government expenditure as well
as investment, Also for cost of living indexes, more generalized
assumption may be made regarding items for which nc data are available
(thus, if no price or unit-cost figures are readily available for
education or vacation expenditure or if difficulty exists in identifying
a representative type of furniture or of personal services, these items
can be assimilated to similar ones or an assumption made that their
prices would vary for each point of time in the same way that other
prices have varied). Imputation for missing price data cannot
usually be made with such case in inter-spatial comparisons since the
price movement of individual items rarely conforms to any strict pattern.
Lastly, it should be observed that while consumer sxpenditure indexes
refer to a specific income class e.g, wage-earners in & parvizular city,
the interwcountry comparisons of the kind contemplaved in %his srquiry

-

should ideally give results which are représentative o atl 2lasses

i

ks
within the community - failing which they could not be consicered fully
representative of the country,

Because of difficulties in obieining either strict ;dﬁntify in
commocities used, or comprehcncive dove for weisn*ivg .uwrposes, inter-
country price comparisons using the common-baske: apnroz:n have in many
cases been restricted to one class of consumer goods ~ nemely, foodstuffs,
In other cases, the scope of the comparison has been erlarged to include

clothing, and, with difficulty, rent.gi/ Only in pest--war years have

23/ See Technical Notes, section 1, above, S ,
/the calculations
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the calculations extended to cover all consumer expenditure;gé/ while
as far as investment goods are coﬁcerned, these have been included only
in the comparisons made by Gilbert, Kravis and associates for the
O.E.E.C;gé/ Although food prices may be informative for the consumption
of real wage levels‘(food representing between LO and 50 per cent of
consumer expenditure in most Latin American countries), the variations
between the levels for food ﬁrices and for other prices is often very
great indeed, A study based on food only is therefore subject to
serious limitetions, Likewise, since investment represents about
one-quarter or one~-fifth of total éxpenditure, and no reason exists

for assuming that the prices for investment goods in Latin American
countries would conform to the patterns for food or other consumer
goods, the omission of this sector could affect the representativity
of the results to a substantial degree, The problem of covering

all classes of expenditure, including investment, is a practicalrrather
than a conceptual cne since, in the same way that (theoretically at
least) an appropriate basket of consumer goods and services can be
selected, so a baéket of investment goods comprising tractors, trucks,
lathes, generators, roads and buildings etc, canbe priced in the
different situstions in order to yield inter~temporal or inter-spatial
comparisons, '

Other practical problems also exist -~ as in determninirg the weights
which can, or should, be used, These are however discunseu olizowhere, |
For the moment, the assumption is made that both price data and quantity
data can be obtained {an assumpiion not always valid under Labin American
conditions); and that the basi: prebiom is how they shoid be combined
in order to provide éverége price relatives and en evalusiion of

comparative purchasing power.

24/ Notably the study of the High Authority of the Eurcnean Coal and
Steel Uommunity published in Informations Statistigues op.cit,
Vol. 2, No. 5.

25/ An Interantional Comparison of National’Progucts and the Purchasing
Power of Currencies and; Comparative National Products and Price
Levels op.cit. ‘

/3. The
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3. The choice of a formula

(a) Basic eguations

Two variations of .a basic index number formula are commonly used
for inter-temporal or inter-country comparisons, The first involves
the application of prices in the various situations to a set of
quantity weights; and may, in its most elementary form, be expressed as:
£ .

i W:L.pik

.
Wi.p.
iWi.p,

Pko =

Where K and O are two countries being compared;

Pko is the price relationship of country K to country O;
i is any item (i = 1,2,3 ........n items);
P, and P are the prices of item i in countries
K and O respectively
The second alternative involves the applicatiorn of some chosen
weights (usually values) to the ratio of prices for each item in the

various situations = the formula in elementary form being:

P
_ % . I-;l—k~
Pko = io
& i

In the first instance, the quantity weights for the items being
priced are generally those from either of tle countries cmiicesnad or
from some third source, If no problem of exchange rate conveirsichn is
involved and prices are already expressed in a common currency, the

formula may then be expressed as either:

2
Pko = * qio’?gg (using weights of country 0);
S O ;
lqlo 10 oqo.a-u.oooou.ncon(.]..‘
£ .
or Pko = _* ik*’ik {(using weights of country K);

£,
i qiknpio .aooloto.oat.olool(z)

/or Pko =
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or Pko = _* 954-Pyy (using weights of some third source J.
i qij'pio e.g. average regional quantities)
I..l.l............'I...‘.(B)
where Qo Y4k and qij are the quantities consumed

of item i in the situations O, K and J respectively

If the second alternative is adopted, the values used as weights are as
a rule again chosen from one of the countries concerned or from a third
source, Bxpressing values as a product of quantities and prices, the

formulae may be expressed in the alternative ways:

4 p.  Pik
- - 10 iO""""'""'
Fko pig with weights of country O
ij- qiopio : no-.ooo-lho-ooolco-o.oot.ﬁ(l“')
&I
or Pro =~ Pix with weights of country K
. -2 .
i qikpik?_g:‘_o. .......l'....'.'..‘...'.n”(s)
Pik
& P
_ 1qy4p;45 2K
or Pko = Pio with weights chosen from z third
il
i qijpij country or region <

. /)
....'III....'..IU!\.‘NOU'ﬂ;‘(u

4 few points need be noted:

(a) In eguation (L), the formwia corresponds to the Laspzsyres type index;
in equation (5), to the Faische type (the geometrir: crossing of these
two calculations resulting in a Fisher type indux},

(b) Theoretically, equations (4) and (5) are equivaient to equations
(1) and (2), 1In practice,Athis holds true only if values and prices
have been obtained consistently i.e. if the prices used as price
relatives are £he same as those used to determine value weights.,

(In most place-to-place and even, time-to-time comparisons, the two
prices are not usually identicale)
/(c) The
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(¢) The use of third country weights in expfession (5) makes correspondence
with expression (3) impossible unless the prices in country K are
compared with those of the third country J - in which case, {6) becomes
identical in form with (4). The point is important if regional
weighting is to be uéed.

For the above expressions, the assumption has been made that prices
are already in the same currency and that no conversion problem is involved.
Since the parity exchange rate is by definition that which equates the
price levels in two different countries, the"appiication of the formulae
to data expressed in different currencies will give a measurement of the
parity exchange rate, providing always that "i" extends over the whole
range of goods and services, including investment, In this case, the
parity exchange rate Eko for country K in terms of the currency units
of country O is equal to the inverse of the price ratio Pko.

1

i.e. Ekoz :-'—' o--acoqu--ooo.o.uooooo(?)
Pko
and E0k= Fko ..-h.-A.--qto-.lv-i...(g)

These formulae merely state the number of currency units in the one

country which have to be "exchanged" for currency units of the other
country in order o make the cost of a representative markel baskev egual
in the two sitcaticns, Extending this one step further, if the parity
exchange rate Eko (which expresses the currency of country K in units

of O's currency) is applied to the prices used in any of the formulae (1)
to (6), and "i" extends over all items, the result mist be unity (or parity)
for the equations, For example, (using quantity weights chosen from the
patterns of ecountry O):gé/

5 4y e (Py Bko)

£,
+ 940°F;

l l.!‘..ﬁ.ﬂ..t"-.@...(g)

o

26/ 1f weighting is from country K or from any sthsr country J, the
equations would be in a form similar to (2) and (3) or (5) and (6).

Jor (if



4

E/CN,12/589
Page 82

or (if value weights from the same base country are used):

. P -Eko
1qy,P5, 2K
LS TN RSP & (o)
%,
1 9355°Pi0

Should some other exchange rate (not being the parity rate) be used,
the results will not give unity, but will provide an index of prices

applicable for that particular rate of exchange (a different exchange

rate naturally providing a different index). The reciprocal of this
index is the purchasing power equivalent for the two countries when

using the given exchange rate., The result may be interpreted in

alternative manner as the coefficient which should be applied to the

given rate of exchange in order to obtain a parity exchange rate (since

in correcting tﬁe given rate, the index now becomes unity). Where

the calculations do not extend over the whole range of goods and services

we obtain a price index for each group or sub-groups, the reciprocal of which

is the purchasing power equivalent for that group measured in accordance

with the given rate of exchange,

(b) Multi-lateral comparisons

As observed ina Section 3 of the Technical Notes, in most cases inter-
spatial comparissns have been limited to a series of bincyy rziationships
- using first the weights of one country and then of anciher - thus endeavour- -
ing to avoid the selection of a common baskst of goods and services which
has appropridtely- assigned weizhts fcr each item, The corseguence has
generally been a confusing seriss of alternative soluticrs, some applicable
to one situation and seme only vo another., In the study nade by the High
Authority of the Eurcpean Coal and Steel Community,gi/ il.ere were, for
instance, no fewer than thirty results indicative of the binary relationsghips
of six coal producing areas, and forty-two results for the seven areas

producing steel -~ over seventy sclutions in all when six mutually -

27/ op.cit,
/convertible solutions
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convertible solutions would perhaps have been the ideal. In the work
of the 0,E,E.C,, a commendable attempt was made to reduce the number of
alternative answers by adopting average weights for European countries
vis~a-vis the United States; and while the formula used in their first
studygg/ allowed the United States weighting patterns. to influence
intra~Buropean comparions, this shortcoming was rectified in their later
work, 2/ _

Compromise solutions have been attempted by some orgenizations, arrived
at by geometrically crossing the resﬁlts obtained first with one set of
country weights and then the othef. While this may be justifiable for
calculations where a binary comparison is the main interest, it in no
way solves the problem of intra-regional comparisons where as many as
twenty countries are of equal interesb.b As the 1,L,0, statss: "Despite
the p0pﬁlarity of Fisher's formula for place-to-place compatrison, it has
no objectively verifiable claim except in its ability to satisfy the rather
arbitrary factor-reversal and time~reversal (or price-reversal) tests",

The I.L,0. rightly pointed out the limitations that apply for the formula
. of a compromise type when the adoption of alternative weights result in
answers of the opposite sign (Country & being higher than country B

with one set of weights but lower than B with the other),

Another compromise solution which has often besn =dvocaied 3/
is the chaining ol countries in a way whichuhbilizes the +inary comparisons
between each of them, or between groups of them (as wha: 2c.r%ries have been
arranged in zones or blocks, and all countries within that block are
compared with a common country -- the copmon country in turn being compared

with a similar country in another block)s  This method wus hewever

28/ An International Compariscr, of National Producis a1l the Purchasing
Power of Currenclgg Op.Cil, :

Comparative National Products and Frice Levels, op.PLt,, op. 153-=7

The International Comparison of Real ¥Wages, op.cit., 2, 36,

w

€age by Bverett E, Hagen of the Massachusetts Instituvbs of Technology
in his Comment on The Scope of Teonamic Actiwvity ir intervational
Income Comsarisons (by I.B, Kravis), Studies in Income 2nd Wealth,
National Bureau of Economic Research (New York), Volume 20, page 385.

/rejected by
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rejected by the Fourth International Conference of Statisticians held in
Geneva in 1931; and there are no new reasons why it might be considered
Justifiable in the present study.

A somewhat different apprcach based on a multilinear comparison of
price levels amongst groups of countries was suggested by Dorothy Brady
and Abner Hurwitz of the Bureau of Labour Statistics who reasoned that:
"Just as in many problems of geometry the move from two to three or more
dimensions reduces the number of indeterminate solutions, an increase in
the scale of price comparisons might limit the number of answers to the
same_question“.gg/ Basing their methodology on an approach advecated
earlier by Smith and Jablon,zg/ they advocated the estimation of comparative
purchasing power by a series of successive approximations which, when
applied to the exchange rate used in the proceeding step would gradually
achieve parity in the price relationships for the group of countries,

The fundamental characteristic of their solution was the comparison of
the national price of each item {converted at exchange rates which

gradually approximated the parity rate) with the weighted average of all

available prices for the same item in all countries in wﬁich it was

consumed, The calculations appended to the article of lrs, Brady and
Hurwitz are not as convineing as the text of their study, Nevertheless,
the method they advocate has much to recommend it, and merits wore attention
than it has so far received by reseafch workere in this ficld,

An alternative solution along rather similar lines waa Joveloped by
R,C. Geary and included in a paper presented at the U,N, Saminar on

National Income Statistics held in Rio de Janeiro in 1959.2"-/

Geary's
approach consisted in solving sinultanscusly a number cf ecuations - one

for each country - which related the exchange rate to tie price of each

32/ Measuring Comparative Purchasing Power, Studies in Iacome and Wéalth,
Volume 20, Nationrl Burean of Leonomi¢ Research (Wew York) 1957.

33/ Described in a master's thesis by John O. Coleman: An Inguiry into the
Problem of International Comparisons of Food Costs, T2 American
University, June 1953.

34/ A Note on the Comparison of Exchange Rates and Purchasing Power between
Countries; alsc Nuevo método de comparacién del poder adquisitive de
las monedas de diversos paises, Seminaric de las Naciones Unidas sobre
Cuentas Nacionales para América latina, Rio de Janeiro 11-26 de junio
de 1959, United Nations (New York) pp. 519-528,

Jitem as
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item as compared with an "international' price - guantities consumed
being introduced for weighting purposes, The method was applied to
the data collected by the High Authority of the European Coal and Steel
Community,zé/ and exchange rates were calculated which reduced the number
of solutions from thirty to five (the sixth country, Germany, being used
as the point of reference), The results of the calculation emphacsized
the desirability that parity exchange rates be mutually oonvértible; but
the question must be asked if the method used to combine national data
and solve the set of simultaneous equations could be practicable for an
area like Latin America where as many as twenty individual countries were
concerned, It certainly seems that the magnitude of the undertaking
would necessitate the use, not of ordinary machine tabuiating methods
adopted for the European countries, but electronic computers -~ which at
the present time would be impracticable and excessive in cést for most
national or international. organizations - certainly for ECLA,

A first essential of any formula is then, that it be practicable;
and much though the approaches advocated by Mrs, Brady and Burwitz or
Geary might have to recommend them, they cannot be considered if the amount
of work involved is beyond the capabilities of the investigating agency.
On the other hand one cannct accept a binary-~type ccmpariscn if the results
are unsatisfactory for the purpose of the investigaticn. The binary
camparison is particalarly objectionable if the two cowrdiias are measured
relative to a third country in such a way that the price or juuntity
pattern of the third country affects the results, The problem is very

simjlar to that encountered for time-to-time indexes when the comparison

35/ The basic equations were: <
, "k E p.. q.
Ci =  Pix Yi

<
e

< i .
€; Clay

(i - 1.25,3 vuesspeassaall items)

and Ek - T3 (k = 8,b,0 suevecsssaoll cOuntries)
Pix%il

(where Ci is the international price of commodity i in a chosen currency; E

is the number of currency units of the chosen currency equivalent to a

unit of the national currency; and other symbols retain the significance

to them in this chapter).

36/ Op,cit. : Jof two

k
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of two periods, neither of which is the base period, may be seriously
affected by structural changes which have taken plece since the base
period. The adoption of the "third country" weights may thus give an
unrealistic importance to the varjous items which are priced. The use of
European weights, or United States weights for comparing the prices of
Brazil with say, Argentina, would iﬁevitably lead to inconsistences ox
abnormalities since the expenditure patterns of the countries in question
are so divergent. Third country weights should not therefore be introduced
into the formula,

The situation is however different if the "third country" weights are
averages for the countries being compared {as in the second of the 0.E.E.C.

studies relating to selected Furopean countries).ii/

Conceptually the
use of average regional weights has much in its favour since they represent
the consumption pattern with the greatest similarity to, or the least
variation form, the patterns of the individual countries, The approach
is, above all, practical, while alternative approaches, or other weighting
systems, may not be, For few countries in Latin America have adequate
expenditure surveys been conducted; cost~of-living indexes have in most
cases a limited breakdown and apply only to a selected part of the
community; the country detail of investment is confined to the broad
aggregates for each type of investment which are specifisl zenorately in
national accounts, For some countries e.g. Uruguay, ncthine exists which
can be used with coniidence for weighting purposes, The adopiion of
separate weights for each Latin American country is thus a virtual
impossibility under present statistical conditions. Oa the other hand,
if national accounts data are juciciously combined with ths consumer
expenditure or cost~of-living miteriagl available for czcn ccuntry, and
if, where need be, certain assunplions are made that the distribution of
expenditure would be the same in one countiy as in a simi.ar one
("similar" referring either to income 1evél, or to clinatic and other
living conditions), it is possible to work out for Latin America a
weighting pattern which reflects the "average!" expenditure for each item

within the region as a whole,

37/ Comparative National Products and Price Levels, op.cit,
/Finally, it
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Finally, it must be noted that the adoption of common regional
weights gives results which are logical, easiiy understood and above all
useable for a study of this kind, The purchasing power equivalents
and the parity exchange rates 2re reduced to a minimum number of
solutions; and these zre applicable in a convertible (or reversable) -
form for all countries within the group.

(¢) The computation of regional averages

The adoption of regional averages -~ whether these be regional.
prices, regional guantities or regioﬁal values - raises the question
of how the averages should be computed, beeISpecifically: "Should -
they be calculated in such'a way that countries like Brazil and Argentina
with the greatest population and the greatest economic resources dominate
the results by virtue of the weights assigned to them; or should each
country be congidered as of equal iﬁterest and of equal importance in the
study?" The answer lies in the cbjectives of the study. Were it to be
a comparison of Latin American prices with those in Europe or the United
States, the larger countries should certainly influence the regional
total directly in proportion to their population or to their economic
resources, g For an intra-regional comparisoﬂ of prices of purchasing
power, the position is somewhat different. As previously stated, the
purchasing power of a nation's currency can be expressed as the amount
of goods and services (or the amount of satisfaction) which a unit of
currency will buy. For one country compared with the next the comparstive
purchasing power is the amount which a perscn with a unit of currency
can buy in the first country relative to the amount bought by a similar
individual with a unit of currency in the second country. Each individual
is of equal importance and our conceﬁt is a per capita rather than a
total one. Accordingly,if "average quantities" are to be obtained for
weighting purposes, they must be obtained in a manner consisfent with this
apprecach and must be the arithmetic average of the guantities which the

representative individual can buy with the income available to him in

38/ As in compiling regional prices for Latin American exports, when the
weights for each country are proportional to the volume of their
export trade, '

/each of
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each of the various countries, In a similar manner, the cbncept of
"average values" must relate to the average, spent by the representative
individual in each of the countrles, and will accordlngly reflect the
level of per capita income (but not of total income) in the countries
concerned, | _ o

Finally, the concept of an "average regional price" (though it will
not be used by ECLA in the earlier stages of this investigation since
it assumes the existence of exchange rates adeguate for converting
prices to common denominator) should, for the purposes of inter-country‘
comparisons, relate to the unweighted average of prices for the same
commsdity or service in all countries of the region - notwithstanding
the COntrafy viewpoint éxpresse& by other investigators (notably OBEC,
The High Authority eof the EuroPean Coal and Steel Community, Geary,
Brady and Hurwitz, etc, who favoured the weighted average),
{d) Conclusions

Cénsidefing, thien, the questions of practicability as well as
theoretical desirability, the formula most suitable for comparing
price~levels within Latin America, for caleulating purchasing power
equivalents and for estubllshlng parlty rates of exchange 15 considered

te bes - il , :
EOk : Pko : q‘iO‘.pik ...'....I.'.'...I(ll)

1 Q;50P34
where 0 is any country within Latin America;
o is the average of all countries in Latin America; and
other symbols maintain the significance that they have
previcusly had in this study, .

39/ On the other hand James Tobin of the Yale Unlver51ty when
commenting on the method advocated by Mrs, Bra dy and Hurwitz
drew attention to the danger that "a large country may so dominate
the calculation.... that the model gives a fixed-weight index
with the large country's quantities as weights". (Problems in
the Internationsl Comparison of Economic Accounts, National
Bureau of Leohomic Research, Studies in Income and Wealth Volume
20, page 345).

/(a) The
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(e)

The formula, it will be observed, compares the cost of a regional
guantity basket ( i qis} in any given country ¥, with that of

acme other country (o = 2,5,¢, eseesscoolt countries). K or O
may be any country within the group and the results are

mutually convertible, The parity exchange rates which emerge will
therefore give a unique set of relationships between all Latin
American currencies - the result which we are aiming for,

The priée denoted'by_'pik and Piq is the market quotation for any
item "i" in national currency - "i" being a final consumption or
investment product for the countries concerned (i = 1,2,3 es.s.eon items),
The quantity weight qis is the per capita consumption (in quantity

units) of item "i" averaged for all countries of the region,

q; oP.
: . _i.s “i07730 _ L
1e€+ 95 T om Ne.p. (Q = 1,2,3 seveseeum countries)

eecaraveseesconsrace(l?)

where No, is the population of country o, and Q3P0 is the
topal expenditure on item M"i" in the same country ( ZioPio
being according thé per capita expenditure on item Ne:
ngn),
The parity exchange rates (Eok and Eko) can be calculated only if i
extends ever all goods and services, The parity r=%es then correspond
to the purchari~g power equivalents Rok and ko of .the curvencies in
countries: O and K respectively, These in turn eguals ihe réciprocal
of the price relation for all items in the two countries concerned,
1

ilel Eok =§0k =_:—- :ﬁko --eeu'..b"too-o(]-B)
: Pok

and Bke = Dxo = ~=— POK oecenensconeeesslll)

Fko

41

As the basic formula is expressed in aggregative form, the results may be
obtained by summating sub-groups, groups and sectors. For each of
these, an inter-country price ratio or a purchasing powsr equivalent can
be computed, A parity exchange rate cannot however be computed at the
group or sector level since by definition, it applies only to the total
expenditure transactions in a country.

/(£) In
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(f) In the basic formula, prices are expressed in national currencies since
this gives the most direct evaluation of purchasing power equivalents
and (in the case of total expenditure) the parity exchange rate.

For some purposes, it may be desirable to introduce a prevailing
exchange rate so as to convert prices in the various currencies to a
common denominator., This does not affect the validity of the results,
but merely charges the interpretation, The formula now beccmes

Plko = —=— T Rtok = * qio(pik'Etk)

- cevseasensnnsall’)
R'ko : éi q. (p \Eto)

where Btk and Elo are the convergion factors necessary to put
prices of K and 0 in a common currency; l
R'ko is the purchasing power equivalent of K to O when
the exchange rates L'k and Elo are applied;
Rl'ck is the purchasing power eguivalent of O to K using
the same exchange rates; and
P'ko is the price ratio for countries O and K, again

when the exchange rates E'k and Eto are applied.

This variation to the basic formula does not provide a direct
evaluation of the parity exchange rate, However, since ko measures
the relative level of prices between the two countries wher exchange rates
E'k and Eto are employed, it represents the correction factor which must

be applied in order to eguate the selected and the parity exchange rates,

- 1
i.e. EOK:E'Ok -;,. P?kO = %"—g}s on..aasul..ooavlcto(l6)
Flok
and Eko = E'ko x P'ok = Elko (17)
Prko

/4. The design



E/CN,12/589
Pope 91

4e The desien of the project

(a) Preli@inary'investigations

Because of the megnitude of the study and the large number of difwe
ficulties to be surmounted, it was considered essential that a certain
amount of experimental work be carried oﬁf before finalizing the design
of the investigation and the detailed methodology which would be applied,
both in the determination of prices'and quantity weights as well as in
the elaboratign of results for purchasing power equivalents and comparative
price levels; To a large cxtent thindecision wasg influcnced by the
lack of useable statistical material for nearly all aspects of expendi~
ture, and specially in the case of consumer durable equipment and invest—
ment goods. With this in mind, a pilot study was mzade in 1958 for two
countries -~ Brazil and Chile —~ in order to ascertain the types and models
of investment goods which were available in both places and to establish
a list of durable goods which dould be considerad representative of
investment patterns in the regioh ~ information being gathered regarding
technical specifications, conditions of sale and prices ex-factory,
ex-port or at the point of distribution. No attempt was made to combine
the price material into overall totals nor to establish intef-countny
relationships since the work was entirely of an exploratony nature
designed to ascertain the difficulties which would be encountered when
the enquiry was extended to all parts of Iatin America,

For consumer goods, studies of retail price levels and the pattern
of expenditure in Chile had already provided ECLA with a certain amount
of practical knowledge regarding the problems involved and the solutions
which might be attempted, During 1959, experimental work was carried
one step further in an unpublished study which was designed to.afford an
indication of the level of real wages in three countries -~ Panama,
Venezuela and Colombia, The retail price meterial colizscted by national
statistical offices, together with weighting patterns used for the
cost—-of-living indexes in each of the capital cities provided the main
information upon which relative price levels for ithe year 1958 were
baseds At the same time, the material was co-ordinated with other data,
taken mainly from the ILO Yearbook of Labouf Statistics-(for fobdj §ﬁd_ |

/from the
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from the U,N, Statistical Office investigations of retail price levels

Lo/ in order to obtain .

for international salary determination purposes
preliminary estimates of the parity exchange rates applicable to the
currencies of a number of Latin Americén countries. |

-Profiting by the practical aspects of studies made by other
investigators ~ notably Gilbert and Kravis of the O,E.E,C. L/ ECIA 1n
1960 expanded its work into a more ambitious project designed eventually
to cover all Latin American republics and afford a link with cpuntfies
or regions in other parts of the world where similar studies might be
carried out, The deficiencies in covefage, specification and comparability
of nationally-compiled material left ECLA with no alternative than to
make a special collection of price data ~ selecting items on the basis of
national consumption patterns, specifying them in accordance with the
quantities or varieties generally consumed and obtaining the prlce material
from the expenditure outlets normally pobtronised by typlcal famllles or

by an average of families in each city covered,

(b) ‘Selection of jtems

The consimer price material avallable for gsome Latin American countries

- notably Panama, El Salvedor, Peru, Ecuador and Chile - provided a -certain
amount of infﬁrmafion'régarding the important items in a family budget,
Unfortunately, only qne:family expenditure survey<(conducted by Colombia

in 1952) was available in very great detail; while in most cases, only

a few representative items in main groups'were_specified. Certain expend--
iture categories - notably education, hotels and resﬁaurants, and. to a
large extent consumer durable goods - were omitted-enfirely from the
consumer expenditure surveys and the cost—of~11v1ng indexes, In order to
obtain an adequate expendlture breakdown within the framework of the :
available materlal, items used by the United, States furseu of Labour Statistics
for  1its consumer price index and oy the U F, Statistical Offlce and the
International Labour Office in their comparisons. of lnhﬁrn_uloﬂal price
levels were examined in order to ensure that all aspects of CONSULMEr EXPEiie

diture were fully covered.

40/ Siptistical Papek“, Series M I® 14, Add.l and Ada.z..
_:,y Ops Cite o

/ For investment
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For investment, virtually nothing of a detailed nature was directly
available from national statlstlcs, other than information on imports,

The work done by Gilbert ‘and Kravis from the 0.E.E.C. &-/ did however
provide a useful list of machinery and equipment items which served to
supplement the investigations ECLA had already ecarried out in-Brazil

and Chile, Main difficulty centered around construction seeing as invest—
ment in roads, buildings, etc. are influenced to a large extent by wage
costs, Two approaches were therefore adopted ~ the pricing of individual
materials used - cement, timber, etec.; and the pricing per square metre,
or per unit, of the finished construction e.g. cost per square metre of
paved roading. In the case of industrial machinery, problems were also
encountered because of the large amount of equipment imported directly

by the user to meet a specific need; while a sizeable proportion of
machinery entering a country in one year. has no couaterpart in the same -
countyy in other years, or in cther countries in. the same ycar;

In general, however, it was found that, despite the different climatic
conditions, the differing levels of income and the different stages of
economic development in Latin American countries, it was possible to
select a list of iiems”which were adequately representative of consumer
expenditure and investment throughout Latin America. The number of
important consumer goods which existed in soms countries buvt not in all
was limited in %he main to tropical foodstuffs, to heevy winicr clothing,
to fuels (notably gas), and to certain forms of tranuy vjon. In general,
ECLA experience thus suggested that the empha51s.placed by theoreticians
on the dissimilarity in availabilities of consumption items was out of all
proportion to the number of i%cmz or the percentage -f sxpunditure involved,
Only in the case of industris! machinery was the prehiem at all a serious
ocne, Even here, it must be roted that, outside of 2 ani'vow range of
industries, capital requirem=nts for Latin American cevniries are satisfied
by imports rather than by loeal production, aﬁd statictics built up from

the import side suggest an alternative appreach with comparable results

42/ An International Comparison of National Products and the Purcha51ng
Power of Currencies, op. cit., pages 189-19z.

/even for
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even for those items which can be classified as only potentially available
in a given country (duties, freight costs, handling charges, import
mork-ups ete. being in most cases relatively uniform as between different
classes of machinery).

Although many items had to be rejected later on the grounds of
unsuitability or incomparability between countries, the goods and services
selected by ECLA for pfice collection purposes involved the following
number of items:

For consumpticn,

Food, beverages, tobacco : 146
Clothing and textiles : 97
Housing : 92
Transportation : 28
Y¥iscellaneous -+ 100
and for Investment,

Industrial machinery and
equipment : 33
Agricultural machinery

and equiprent : 13
Transport equipment ¢ 10
Construction (materials

and costs) : 31

giving a total of /.63 consumption and 87 investment items (mzy of the

latter being sub~divided so as to cover a range of sizzs aid designs).

(¢) Specifications

The problem of obtzining 2 specification sufficiently precise for
each item of consumer goods tz he iden%tivied accurately in each country
was facilitated by the existens= for Panama of a detaziled set of such
information for all items covered by its consumer prics .dex, This
material was supplemented for certain items with specifications elaborated
by the International Labour Office for the purpose of compafing prices
used for salary determination purposes; and while in many cases the items
soncerned were of higher guality than those envisaged for the Latin American
enquiry, this was taken care of by suitably modifying the specifications
in ‘gquestion, '

/As prices



B CH,12/58
Proe 95

As prices are to some extent dependent on'the cost of packaging,
arxl are not diréctly proportionate to size, a selection of alternative
sizes available was made so that the variety of the item represented that
which was purchased by a "typical! or represehtative family in each
country, Thus, if coal was sold by the quintal or by the ton (with a
smaller unit price for larger quantities), the quintal was preferred on
the grounds that it represented better the typical purchase, (Similar
examples exist in the case of canned or bottled goods, pharmaceutical
products, toilet articles and in general all commodities‘where the method
of packaging is influential in determining prices). In other cases, e.g.
consumer durable goods, the concept of a "typical" or representative
family was adopted as a guide to the quality or the size of the item which
was included in the study.

For investment goods, the sizes or models were specified to represent as
far as possible those most commonly used-in industry, commerce, agriculture,
constructidn, etc, - though in view of the difficulty in obtaining precisely
comparable information, a greater latitude was given to the pricing agent, on
the assumption that the necessary adjustment could be made later to take

account. of differing points of technical detail as between countries,

(d) §§;ection of prices

As already noted, the study has been designed to ireasurs representative
prices paid by #h: consumer or the investor in different countries, The
level of prices for consumer goods is then at the ﬁoint of retail, inclusive
of indirect taxes and net of subsidies which normally figﬁre in the prices
of the countries concerned, and after deducting all discounts which are

made on a more-or-less general hasis, (Special discounts granted to

very large quantities, are however ignored,)} The conuspd thus relates to
"market prices" rather than "factor cost" (which is the summation of the
payments made to the various factors of production asscciated with producing
and distributing the product).

In the case of investment goods, the bulk of the transactions are at
the wholesale or ex-factory level, The prices paid by the builder for

cement, bricks and structural steel, or by a manufacturer for a generating

/plant or
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plant or a metal-working press are not normally retail ones, The inter-
country comparisons must again relate to prices paid by the tybical
purchaser; and are in most cases accordingly at the wholesale level, This
does not however apply to consumer durable goods, nor to transport equip-
ment since these are most commonly sold retail; the latter priceé beiﬁg
accordingly used. ' _'

In general, from three of five prices were considered desirable for
each item in each city covered so as to avoid distortions due to unrepre-
sentative quotations., It was accordingly planned that whenever possible,
these quotations should be obtained in such a way that the income
distiribubed witiin o city wos adcéuatulf Poen into cecount,  The 0L study
in the case of consumer goods therefore aimed to select more prices from
the working class ('“obrero") districts, and only about one-third from the
shops potronized by the employee (Yempleado”) class, Higher-income groups
were attributed a correspondingly smaller share of price quotationms,
except for such items as consumer durable goods, furniture, etc. where the

bulk of the expenditure originated from the more well-to-de inhabitants,

(e) Seasonal influences

The problem of rcasonable price variation is one which can be solved
only with an adequate knowledge of prices in all periods of the year. The
comparison of a January price for tomatoes or pears ir twoe countries may
give a very unre-listic relationship when it is the peak seascn for one
country and the off-season for another. Even for countries in the same
hemisphere e.g. Paraguay and Argentina, the adoption of the same_mbnth for
the comparisons can lead to errvoneous price relationchips. To overcome
this problem, ECLA deemed it szsantial to eollect prize data for fruit,
vegetables and eggs iIn various periods for each of the cournbtries; and
though this information will not be fully available f:r vse in the
calculation included in this study, a certain amount of national mdterial

exists which is used in an attempt to overcome this prectlem.

/(£) The timing
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(f) The timing of the enguiry

The sequence of countries for the collectiqn of prices was determined
by two factors: : .

(1) The ease or difficulty with which data in any particular area
could be obtained; and |

" (4i) The desirability of coverlng at a date correspondlng as closely
as possible to the we1ght1ng perlod (mid 1960) those countries whers prices
were subJect to frequent change, |

Data were accordingly obtained in the following months for the cities
indicated: )
| April-tay, 1960 4/
Asuncién, Paraguay May 1960&2/
Santiago, Chile ¢ May 1960 and Januvary 1961
June 1960

July 19608/

Montevideo, Uruguay

-8

Buenos Aires, Argentina

L 13

Rio de Janeiro, Brazil

Mexico City, Mexico + October 1960

Bogota, Colombia : November 1960

Lima, Peru :+ November 1960

Quito ) .

Guayaquil) Ecuador : November-December 1960

Data for Parama, which were included on a provisional basis only,
referred originally to the year 1958, but were extrapoicted Lo 1960 (price
changes meantime being negligible).

Prices for other cities within the countries mentioned have been
obtained as far as possible from the records of national statistical
offices; and when additional data has beesn collected directly by ECLA,
this should provide a means for adjusting the initizl cazlculations so that
the results are representative of the whole country., (iun the same manner,
it is hoped to make calculations for later years,) Filans f{or the work in
other countries in Latin America have been formulsted ond it is hoped that
most " of tﬁeldata involved can be collected during the maddle months of 1961,

43/ Additional information on investment goods - particularly construction
materials ~ was obtained for Brazil (Sao Paulo)} in August 1960, and
for Montevideo and Asuncién in February 1961,

/{g) Classification
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(g) Classification of items

Since national income statistics formed the framswork for the
determination of expenditure weights, the initial classification of items
covered by the enquiry followed the main lines of the national accounts
data. This applied especially to broad groups like foodstuffs, clothing,
Eransportation, recreation, medical care, etc,, within which items had to
be located in order to aveid duplication or omission in the weighting
structure, Since, however, the caleulation of purchasing power equivalents
and price relatives are made in aggregative form, a.subsequent re-arrange-
ment of items or of groups so as to satisfy alternative needs - e.g.
information on processed versus unprocessed commodities; or goods versus
services — provides no difficulty. For the first presentation of results,
the regrouping made by ECIA was limited to an. arrangement of expenditure
categories along the following lines:

I. Food, beverages and tobacco;

II. Textiles and clothing;

III, Housing:

IV, Transport and communications;

Ve Miscellaneous consumer expenditure;
VI, Invectment;

VIi. Gover-mental services,

Unforturat«iy, within the govermment sector it wes mot gunerally
possible to disiinguish the goods and services which zopresented the
end-use of ths funis concerned, since most accounts were arranged along
other 1in¢s =-.g. "Expenditure cn defence® rather than 9locds for troops,
clothing, ezalprent, ete."s 4 further problewm e’ giac with education

since goveurimental and private expenditure were f£royuwnhy inter-relatedoﬁé/

L4/ While generally speaking, private schools were firancad by private
individuals, and public (or governmental) schoole Yy the government,
some expenditure by private individuals went towards the financing
of public schools; and some government expenditure went to subsidizs
private schools,

/The following
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The following points of detail regerding the classification adopted
should be noted: .

I, Foods, beverages and tobacco

Consumption away from home (in hotels, restaurants, etc.) was
excluded from this group since it was considered to form part of recreation=-
al expenditure, Fruit and vegetables include dried and canned products as
well as fresh., "Sugar" includes.the derivatives of sugar, such as candy,
caramels, panela, etc,

IT, Textiles ond clothing exclude household linen and drapery, Other

fabrics are included if used principally for the manufacture of clothes.
"Clothing“ covers ready-made articles as well as the cost of tailoring
customert!s own material, School uniforms, maids' uniforms, etc. are
included. Footwear is included as a separate sub-group.
| IIi, Housing covers the following sub~groups:
(i) Rent (including the imputed rent of owner-occupied houses);
(ii) Heat, light, water and municipal services; _

(iii) Furniture, household equipment and utensils (includihé
kitchen utensils, table earthenware and china, glassware,
cutlery, household tools and drapery);

(iv) Non-durable household goods (including cleaning materials).

Heat inecludes coal, coke, firewood, charcoal, fucl oil and those items
such as gas, elzutricity and kerosene which are also uwoed o lighting
purposes.,

Furniture cxcludes office furniture. Equipment =ad appliances cover only
items such &g radios, refrigerators, stoves, vecurm clasnsems, ete., which
are normalliy benght by the tenant as distinet fyou ihe ownsy or builder of
a house (it-ww@ier heaters thus being ineluded in ~cuastruction materials),

IV, Transpor® and communications refers only to ruliie transportation

and the operation of privately~owned vehicles, The pﬁrchase of motor-cars,
ete, is treated as "Investment!,
Communications cover both postal and telegraphic services as well as

cables,

/V. Miscellaneous
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V. Miscellaneous consumer expenditure cover all items which relate

to the person rather than the home. The sub-groups are:
(1) Health
(ii) Education
(iii) Personal care and domestic services
(iv) Recreation and entertainment

(v) Other consumer expenditure

Health services relate to the fees of doctors, dentists, midwives
and opticians; also hospitalization; X-ray costs, etc., Drugs, medicines
ard- other pharmaceutical requisites are considered separately.

Education covers feesApaid to public and private schools, exclusive of
meals and transportation, The cost of commercial courses {such as
stenography) is also being taken into account. Administration expenses
of public authorities are on the other hand considered within the govern-
mental sector., School books are also excluded since they are included
within "Reading and writing materials". (Collection and tabulation of
prices and costs has not yet been completed and the sub-group is omitted
from the first results.,)

Personal care cover hairdressing, shoe and hosiery repairs, launder-
ing and dry-cleaning, Toilet articles are also included in this preduct
class,

Domes~ic smrvices are based on the wages paid to mzids; pardeners,
housecleaners, etec.,, exclusive of the cost of food and lzizing which are
assumed to be included in the corresponding groups.

Recresatisn and entertainment consisted of the fsllowing product
classeg:

(i) Ciasm:s, theatres and sports gatherinzs:
(ii) Sperting equipment and toys;
(iii) Reading and writing materials;
(iv) Hotels, restaurants and cafes;
(v) Other recreational expenditure (including rhotography, records,
etc. )

/M seellonecus expeonditure”
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"Miscellaneous expenditure" covers all items not classified else~
where - notably legal fees, bank services, funeral cxpenses, religious
services, donations, insurance payments and other persconal business
services. It should be noted that most of the items have no price or
cost -which can be compared internationally, since the expenditure depends
not on the magnitude of the service involved but on the capacity or the
willingness of the person concerned to pay. (As with education, no price
or cost comparisons will be included for this sub-group in the {irst
results,)

VI, Investment is divided into Machinery and equipment, Vehicles and
Construction, Changes in stocks are excluded sinee no transaction
involving actual expenditure takes place.

(a) Machinerv end equipment is sub-divided along lines comparable to

trade and industry statistics: i.e.
(i) Industrial machinery and equipment
(ii) Agricultural machinery and equipment (including tractors for
agricultural purposes - whether wheel or track type - irrigation
pumps, etc.)
(b) Vehicles are sub-divided into four types:
(i) Motorized road vehicles:
(ii) Other road vehicles;
(iii} Railway rolling stock;
(iv) Siips and planes,

Motorized wvehicles cover trucks and buses, station wagons, cars and
jeeps - wheiher used for private, commerecial or agricultural purposes.
(Railway »olling stock, ships and planes presented difficulties in
pricing 2nd rave meantime been inecluded by impitation cnly.)

(c) Construction covers both private and govern:e-tal ruilding, whether
for residential or non-residential use. (For each of these classcs
combination of costs for materials and costs of finished construction

is made in order to obtain an overall price-relationsiiip.) Other cons-
truction (mainly roads, bridges, dams, reilways, telephonic and electrical

systems, gas and sewage networks etc.) are given as a separate sub-group.

/VII. Government
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VII. Government services. As menticned earlier, a lack of adequate
information for expenditure by type of product has prevented an
adequate classification of this sector. The ECLA Statistical Section
is currently engaged on the collection and tabulation of compeorablo |
material and hopes to present results at a later date, The sector

(representing some 7,5 per cent of total expenditure) has meantime been
‘omitted.

/5. Problems
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5 Problems of price collectioh

(a2} Personal consumption expenditure

In the Food, beverages and tobacco category, most items could be

peadily identified and quality variations were generally of minor-
importance. The exceptions to this were meat, fish, frﬁit, vegetables
and wines. In the case of meat the method of dividing the carcass
differed considerably as between countries, and it was not possible to
identify a particular cut which was common to all. Reliance had therefore
to be placed on an arbitrary grading into first, second and third
categories, determined with the advice of the trade. For fish, the types
available varied considerably, especially between the Atlantic and Pacific
Coast and between salt-water and fresh-water regions (e,g. Paraguay and
Uruguay). Again, a classification system had to bé-adopted so as to
ensure comparability. Wines were of very different quality throughout
Latin America, while in many countries they were replaced by beer or
mineral waters for cons-mption with meals. 5o far as possible a system
of equivalences was accordingly used.

Fresh fruit, vegetables and egegs introduced the problem already

referred to of seasonal variation; and although a correction was provided
for by collecting prices at all seasons of the year, 'h: sclution is one
which takes & minimum of twelve months to perfect, [Fuverthaicss, as
far as possible uspring prices were compared with sprirg rrise: and
autumn prices wibth autumn ones. A problem of another .Lature was the
existence of certain items in some countries only e.g. mangbes, ping-
apples, chirimoyas, coconuts and ~ to some exﬁﬁﬂﬁ$.ang”osr oRars, apficéts,
peachss, wtc. vhith, if available in limited quantities could not be
considered reprasentative items of popular conswriniicn,  Similar
difficulties existed for certain vegetables, such as mcndine on the one
hand and potatoes on the other. However, insofar as in some countries,
notably Peru, products of both the tropical end temper:ic zones were
available, some means of detérmining equivalence in consurpiion values was
possible., Only for those products such as "mafz tupi" in Paraguay which
/had no
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had no counterpart in the remaining countries did the item have to be
omitted from the direcﬂ”price comparison (but included by imputation
with other items of a similar type). A minor inconvenience also existed
i that many items were sold by number rather than by weight.  This
involved the weighing of representative quantities in order to express

prices on a comparable basis,

For Textiles and Ready-made Clothing c¢limatic differences introduced
a series of incompatibilities. In most cases, however, both summer-
weight, and winter-weight clothing were readily available somewhere within
the country e.g. in Quito or Bogota where heavy-weight cloth is used,
despite the proximity to the equator. In any event, the existence of
all types of cloth in'many countries presented a method of price~
equivalences which could be used for substitution purposes in countries
where one or other of the items or the qualities was not available, A
more serious problem was that of ensuring identity for materials
described by the same name in the various countries. The system of
thread-count is not commonly used in Latin America and specification along
those lines 1s not generally practicable, In addition, even if thread-
count is identical, differences in durability, shrinkage, colour-
retention, etc. to a large extent invalidate the comparziiity which
would otherwise exist., In conseguence, whenever possiile, samples of the
material cenceriied were requested in order to abtain teshnicel advice,
while additional information was gathered regarding duvrability, etc. from
consumers familiar with the item concerned in the various countries,

Work en this problem is still proceeding and the figurss included in this
study zre approxinzte only.

Hounine presented the principal difficulty expseiensed in the whole
enquiry since satisfactory data for rents were almost Zispossible to obtain.
In some countries, e,g. Chile, the situation presentes no major problems
since houses-could be precisely classified and represz.itative rental.
figures obtained. In other cases - notably Argentina - the enforcement
of controls maintained the rent of many houses at extremely low levels,
even though for new building, a rental determined by demand supply factors

/applied. Between
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appiied Between the two extremes were other countries such as Uruguay
and Peru where rent controls ex1sted but not to the same degree. A
further dlfflculty existed in Paragusy where the quallty and the type

of houslng avallable differed very much from that in other countrles.
The availability of hot water and other facilities had also to be teken
into account - particularly since heating of houses was not needed in
some areas (e.g. Panama and Guayequil); runnlng water was not oommonly
avallable in certain cities (e. 8. Asunclén),‘ munlclpal taxes for garbage
collection Derv1ces, etc, were appreciable in one country (Peru) but
negllglble in others- and so on. Many items such as plpellne gas were
in fact not available in a number of countries - likewise fuel 0il for

. heating or charcoal for cooking purposes. Because of the dlfflcultles
involved, a considerable amount of further'investigetion has to be done
before fully comparable data can be obtained - the rental figures so far
used reflecting to a considerable extent the subjeotive judgment of ECLA
enumerators familiar with housing in the varlous countries,

For Household articles, 1nclud1ng durable household equlpment, no

major problems in prlce collectlon were encountered, except to the
extent that furniture differed con51derab1y in specification from
country to country. The method adopted was accordingly to 1ocate in
each country a tvpe and guality which was.known to ewoiot In enother
country, ecuatling the resulting price serles in orcder *to ¢bisin an .
approxlmate neastre of comparablllty throughout the rerge ol countries,
For other durable goods e.g. stoves, radios, refrlgeratoro, etc., most
~were well-lknown name~-brands with a valuatlon that could be sscertained
faivly easily in zll areas. Greater difficuliv ~n the other hand arose

in the correci identification of the minor househioid 1%ams such as kitchen

. uten81ls, cutlery, glassware, table earthenware, ete. since these were

largely of nationzl origin, and of quality that’ dlffered substantlally
from place to place. Agaln, a great re’lance had to bz madz on the
subjective judgment of the enumerator or the ECLA 1nvtsu1?ator, based on
comparable models in other countrles.

/For Transport
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For Transport and Communication the quality of the services provided

and the distances involved prevented at first a precise identification
of items in the various cities. To a large extent, this was overcome
by specifying a typical distance. The existence of a variety of
concession fares - e.g. workers' tickets for use prior to 8 a.m.; or
twelve-trip weekly tickets - also necessitated a pre-selection of the
type of travel typical of the countries concerned. The widespread use
of a collective taxi system in some cities, but not in others, presented
a further element which had to be taken into account. Communications,
on the other hand, appeared to be fairly uniform in character; and even
if some telephone services were not available in certain countries (e.g.
public call-boxes in Paraguay), the collection of representative price
material was not a troublesome problem.

In contrast, Personal Services, Health and Education raised frequent

doubts as to the éomparability of the price data, A hospital in one
country provided, for instance, very different attention from that in
another; a school in one place had a different standard of education
from another; & maid in one city was more efficient (or less efficient)
than her counterpart in some other area; and so on. Price data was
accordingly restricted to those items capable of definition in precise
terms which wer: sufficiently uniform between countries.,  Assumption
had still to be made that many professional services (e.g. doactors)
satisfied needs in an equivalent manner; and that ths quality of, say,
dentistry was precisely the same, notwithstanding differences of opinion
expressed by residents or non-residents of the varicus countries. For
educavisn and for miscellanenus services, no figures have so far been
included in the study, pending the completion of the surient work in that
direction,

(b) Investment goods

For machinery and equipment, major problems were st first encountered

in obtaining price quotatious for items such as railwzy rolling stock,
weaving looms, printing presses, etc. which were imported directly by the
user on a ''personal-order" basis, Nevertheless, a large number of items

/relating to
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relating to agriculture, industry and commérce were encountered for which
prices could be obtained and techhicai'spécifications set out in very
fine detail. The approach adopted initially by ECLA was to specify the
item and try to locate it in each city. This was not generally
practicable and an alternative approach was adopted - the item being
indicated in broad terms and sufficient technical data then obtained to
permit a price adjustment for quality'differences. For some items,

price quotations were theoretical, since they were not obtained for items
actually in stock, but were calculated by the distributor or representative
'on.the basis of prices in the country of export plus freight and insurance
charges, customs duties, bank charges, interest, handling, inland
transportation and distributort's or dealers! mark-ups, To the extent
that this system permitted a more direct comparison measure between
countries {since the same procedure could, with a few exceptions, be
applied to the same item in all countries) the results were in many cases
superior to thonse obtained by the means of direct quotations for items
currently in stcck. Fufthermore, since the greater part of investment
goods -~ other than assembled vehicles;lcnnstruction and a small amount

of industrial equipment - are imported into Latin America, the procedure
has much to recommend it,

ECLA's work in building up a compareble informstion of this kind is
still only in the initial stages and for the calculations used in this
study a mixture of "direct" and "indirect" quotations have been adopted.
These should be treated as approximate only, The results mey al be
arfoeted substantlolly vihen a beticr coverage has beun cbtolined since

many closces of machinery have yeb to be includerd in the calceulotions.

For Transoort eguipment, the ability to specify wilh precision the

type of truck, cer or vehicle simplified the werk, even if the items in
question were in some cases imported and in other casec constructed or
assembled locally., Railway rolling stock, ships and aeroplanes did
however present difficulties and have not been included directly in thé
first calculations, As with other items for whieh prices have not been
nbtained, they were however included by imputation,

/Construction materials
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Construction materials in general provided no obstacle, though

quality differences emerged in the case of timber, bricks, and even
cement,,  Labour costs provided an obstacle as these involved a different
level of efficiency and therefore productivity in each country. On the
other hand, information was obtained for the finished-construction cost
of factories, apartments, roads and sidewalks -~ thus providing an

indirect measure of the labour factor as well as of the materials employed.

(d) Governmental expenditure

. While governmental purchases of investment items was to a large
extent covered by the data referred to above (as in the cost of buildings,
roads and sidewalks), this was not the case for goods and services
destined for consumers' use,

The main consumption expenditure items are defence, health, education,
justice, protection of property, maintenance of parks or reserves and
general administration., The wage element is very important and presents
pvarticular difficulties unless some unit of measurement be introduced.
From one approach, this could be in terms of productivity per man-hour;

but obvious difficulties emerge if such a concept is applied to public
administration, Adopting another approach, the cost per inhabitant {or
cost per recipient of a benefit) could be considered. However, while
this might hold true in a limited number of cases e.g. justice and
education, it has definite weakhess when applied to the majority of
government expense items, The assumption for instance that the adminis=~
tfative, health or.pension services are qualitatively equal in all
coqntries is fundamentelly untrue and the method is considered suitable
only for the two uases mentioned, |

The solution for the remezinder seems to be, then, to sub-divide the
governmental expenditure as finely as possible inlo groups and items
similar to the consumer expenditure breakdown, and endeavour to obtain
some measure of quantification for the "services" element (including
salaries) which remain, ECLA's work in this field has recently been

started and results are not yet available for inclusion in this study.









