Big MacCurrencies

The Economist offers some hot tips on exchange rates

OME readers find our Big Mac index

hard to swallow. This year, however,
has been one to relish for burgernomics.
When the euro was launched at the start
of the year, most forecasters expected it to
rise. The Big Mac index, however, sug-
gested the euro was overvalued against
the dollar—and it has indeed fallen.

The Big Mac index was devised 13
years ago as a lighthearted guide to
whether currencies are at their “correct”
level. It is based upon one of the oldest

most overvalued currency (by 64%), the
ringgit the most undervalued (by 51%).
The third column calculates Big Mac
ppps. For example, dividing the Japanese
price by the American price gives a dollar
ppP of Y121, implying that the yen is spot
on McParity. The price of a Big Mac varies
widely within the euro area, but the aver-
age price (weighted by GDP)in the 11 coun-
tries is €2.52, or $2.71 at current exchange
rates. This implies that despite its fall, the
euro is still 11% overvalued. The table also

shows prices in the euro’s biggest member
countries—ranging from the equivalent
of $2.87 in France to $2.43 in Spain. Since
their currencies are now irrevocably
fixed, this gap can only be narrowed by
prices falling in France or rising in Spain.
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