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The Economist's Big Mac index is based on the theory of purchasing-power parity (PPP), according to which exchange rates should adjust to equalise the price of a basket of goods and services around the world. Our basket is a burger: a McDonald’s Big Mac.
The table below shows by how much, in Big Mac PPP terms, selected currencies were over- or undervalued at the end of January. Broadly, the pattern is such as it was last spring, the previous time this table was compiled (see article). The most overvalued currency is the Icelandic krona: the exchange rate that would equalise the price of an Icelandic Big Mac with an American one is 158 kronur to the dollar; the actual rate is 68.4, making the krona 131% too dear. The most undervalued currency is the Chinese yuan, at 56% below its PPP rate; several other Asian currencies also appear to be 40-50% undervalued.
The index is supposed to give a guide to the direction in which currencies should, in theory, head in the long run. It is only a rough guide, because its price reflects non-tradable elements—such as rent and labour. For that reason, it is probably least rough when comparing countries at roughly the same stage of development. Perhaps the most telling numbers in this table are therefore those for the Japanese yen, which is 28% undervalued against the dollar, and the euro, which is 19% overvalued. Hence European finance ministers’ beef with the low level of the yen.
[image: image1.png]Afeast of burgernomics
The Big Mac index

Big Mac prices Implied  Actualdollar  Under (-)/over (+)
Toal i PPPof  exhange rate valuation against
arrency  dollars  thedoler  Jan3lst  thedolar %
United Statest w2 2
Argentina PesoB2s 265 256 311 £
Austratia A 28 107 129 £t
Brazil Rl 301 199 213 -
Brtain f99 380 1624 16t 21
Canada [T 113 118 -
Chile Peson6l0 307 519 N K}
China w10 La .42 117 56
Golombia Peso6900 306 2143 2254 B
Costa fica Colones 1130 2.18 351 519 52
Caech Republic Kounaszd 241 162 26 25
Dermark [ 6 574 50
Eaypt Pounds.09 160 28 570 50
Estonia Koond 249 .32 120 23
Euroareas @ am 110 130 +19
Hong Kong Hs120 156 573 781 2
Hungary forints90 300 18 197 5
Testand Konursos 7.4 158 84 e
Indonesta Rupiah 15,900 175 4938 9,100 a6
Japan vso 231 7.0 121 28
Latvia 13 252 042 054 2
Lithwaria Utas650 245 202 265 24
Malaysla Ringgltss0 157 e 350 5
Mexico Peso20.0 266 201 109 7
Now Zealand. Nsis 318 10 145 2
Norvay Koner 415 663 129 525 106
Pakistan Rupeetio 231 s 07 2
Peraguay Guarani 10000 190 3,106 5250 -
Penu NewSolo.s0 297 295 320 -
Phiippines Pesoms0 174 2.4 s 45
Poland Zoyeso 229 214 301 2
Russia Roubleds.o 185 152 265 3
Saudi Arabla Ryelso 240 280 375 25
Singapore ss360 23 112 15 27
Slovakla Comnszse 213 10 272 s
South Afrca Rand155 214 481 125 3
South Korea Won2,900 308 001 %2 “
SriLanka Ripee190 175 50.0 109 45
Sweden Skoz0 459 994 697 43
Swizertand Se0 .05 1.9 125 457
Taivan NS0 228 23 329 2
Thafland Brte20 178 13 347 s
Turkey. lieass 322 141 141 il
uRE Ditams 100 272 51 567 15
Ukraine. Hiagoo 171 280 527 -«
Uruguay Pesoss0 217 71 23 53
Venezuela Bolvars00 158 212 4307 5
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