Customers consume food and drink on the terrace of a Starbucks coffee shop in Avenues shopping mall in Kuwait City,
Kuwait, in August. PHOTOGRAPHER: TASNEEM ALSULTAN/BLOOMBERG NEWS
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The dollar’s worth is determined each day by the $5 trillion foreign exchange market, but that hasn’t stopped
investors, academics and policy makers from debating what the real value ought to be.
The financial community uses dozens of metrics to determine how much a currency should be worth—and
which currencies to buy and sell. These often tell starkly different stories. One measure created by the Council
on Foreign Relations shows the U.S. dollar is 11% overvalued. Another, kept by the Peterson Institute for
International Economics, in July showed the greenback as 5% overvalued.
Different Views
The value of a currency can vary wildly from metric to metric.
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The implications of these discrepancies have been heightened lately as currencies have taken on increased
political significance. President Donald Trump has repeatedly lamented the strength of the U.S. dollar while
railing against trade partners for keeping their currencies too weak. U.S. officials have pushed the International
Monetary Fund for greater monitoring and for U.S. trade deals to include provisions to punish currency
manipulators. Efforts to enforce currency values, however, are complicated by the hodgepodge of valuation
metrics used by agencies around the world.

Policy makers have long blamed unfair currency practices for the U.S.’s $500 billion annual trade deficit and
the flight of U.S. jobs overseas. In the 1990s and 2000s, nations such as China intervened in financial markets
to weaken their currencies and make their exports cheaper. The dollar became more than 10% overvalued,
according to IMF data, rendering U.S. exports increasingly uncompetitive. After this year’s slide in the dollar,
the currency is less than 2% overvalued.

After decades of undervaluation, the Chinese yuan is essentially fairly valued.THE WALL STREET
JOURNALSource: Credit SuisseNote: International Monetary Fund real effective
China has been repeatedly accused of keeping its currency weak to gain a trade advantage. A decade ago, the
currency was about 25% undervalued against the dollar, according to IMF data, a dynamic that encouraged the
spread of cheap Chinese exports. During his campaign, Mr. Trump said he would label China a currency
manipulator on his first day in office. The U.S. hasn’t taken that step, an acknowledgment that the Chinese
currency is no longer undervalued by most metrics.

One widely used method for measuring currency values is by comparing how much one item would cost in
different countries, a theory known as purchasing-power parity. The Wall Street Journal compiled the price of a
tall Starbucks SBUX -0.11% latte from 29 locations across the globe to determine which currencies are
misaligned. Though the latte prices are likely also affected by factors such as country taxes, The Wall Street
Journal’s Latte Index broadly mirrors the results of other valuation methods.
Cost of a Cuppa
Wall Street Journal reporters around the globe bought Starbucks lattes, showing how the dollar’s value against
various currencies can affect the coffee’s cost.
*Real effective exchange rate, through July 24 †Purchasing power parity, through Oct. 10 ‡Real
effective exchange rate, through Aug. 31 **Real effective exchange rate, through Aug. 15 ††Mini Mac
Index, through June 30

