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The Effectiveness of Big Mac Index Based on
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Abstract

The Big Mac Index, derived from Purchasing Power Parity theory and the law of one
price, is an informal economic Index that measures the reasonableness of the exchange rate
between two currencies. The adjusted Big Mac Index can be used as an approximation of
the implied exchange rate of the currencies of each country against the Dollar and other base
currencies, while the Starbucks Index can also reflect to some extent the price level of each
country, especially the middle-class consumer price level. This paper, taking 2019 as an
example, lists the raw BMI, adjusted BMI, income elasticity adjusted BMI and Starbucks
Index of 35 countries/regions and shows that the difference in exchange rate of
misevaluation shown by the Big Mac Index before and after the adjustment is very large,
indicating that the Big Mac has generally become a normal good with lower income
elasticity. The undervaluation of most countries’ currencies against the US dollar has been
significantly reduced, and some countries even have overvalued their currencies against the
US dollar, but it is not true for the Starbucks Index. This paper empirically shows the
overestimation bias of income elasticity-adjusted BMI is highly correlated with market
exchange rate.
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Switzerland 6.50 6.57 1.13 0.99 5.94
U.S. 5.74 5.74 1.00 1.00 4.30
Sweden 51.00 5.38 8.89 9.48 4.34
Canada 6.77 5.17 1.18 1.31 3.19
Norway 42.00 4.86 7.32 8.64 5.14
Brazil 17.50 4.59 3.05 3.81 2.43
Denmark 30.00 4.50 5.23 6.67 6.05
Singapore 5.80 4.26 1.01 1.36 4.50
Australia 6.15 4.27 1.07 1.44 3.09
New Zealand 6.40 4.24 1.11 1.51 3.28
Britain 3.29 4.11 0.57 0.80 3.58
UAE 14.75 4.02 2.57 3.67 4.29
Thailand 119.00 3.86 20.73 30.83 3.76
Chile 2,640.00 3.83 459.93 689.30 3.91
South Korea 4,500.00 3.81 783.97 1,181.10 3.88
Czech Rep. 85.00 3.73 14.81 22.79 2.94
Colombia 11,900.00 3.69 2,073.17 3,224.93 2.04
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Japan 390.00 3.59 67.94 108.64 3.79
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China 21.00 3.05 3.66 6.89 4.08
Argentina 120.00 2.87 20.91 41.81 2.14
Poland 10.80 2.83 1.88 3.82 3.02
Philippines 142.00 2.77 24.74 51.26 2.69
India 183.00 2.67 31.88 68.54 3.30
Mexico 50.00 2.65 8.71 18.87 2.15
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Switzerland 14.00 -1.80 0.08 0.13 38.14
U.S. 0.00 0.00 0.00 0.00 0.00
Sweden -6.20 -0.90 5.15 5.15 0.93
Canada -10.20 1.40 0.18 0.17 -25.81
Norway -15.50 -24.60 3.77 3.84 19.53
Brazil -19.90 30.70 241 2.06 -43.49
Denmark -21.50 -20.00 2.76 2.86 40.70
Singapore -25.80 -25.80 -0.04 -0.12 4.65
Australia -25.80 -23.40 0.03 0.04 -28.14
New Zealand -26.30 -14.00 0.12 0.12 -23.72
Britain -28.50 -15.50 -0.36 -0.37 -16.74
UAE -30.00 -13.70 1.20 1.00 -0.23
Thailand -32.70 14.40 15.51 12.87 -12.56
Chile -33.30 2.10 182.62 167.28 -9.07
South Korea -33.60 -13.30 250.00 238.86 -9.77
Czech Rep. -35.00 -6.40 9.06 8.29 -31.63
Colombia -35.80 9.90 728.78 634.05 -52.56
Japan -37.50 -25.00 30.93 30.41 -11.86
Saudi Arabia -39.60 -13.70 1.15 0.83 -13.26
Peru -44.30 -5.30 1.18 0.92 -37.21
Hungary -46.00 -16.50 71.54 63.44 -39.07
China -46.90 -11.80 2.62 2.21 -5.12
Argentina -50.00 -22.90 14.27 12.22 -50.23
Poland -50.60 -23.20 0.92 0.67 -29.77
Philippines -51.80 -13.70 19.93 16.29 -37.44
India -53.50 -15.60 26.47 20.62 -23.26
Mexico -53.90 -24.20 6.22 5.30 -50.00
Hong Kong -54.30 -48.80 1.59 1.46 6.98
Egypt -56.00 -20.60 6.67 4.83 -54.65
Turkey -57.40 -31.00 1.62 1.07 -58.60
Taiwan -59.80 -44.50 6.97 6.01 -10.47
Indonesia -60.50 -30.20 1,669 1,340 -27.21
South Africa -61.90 -34.70 4.06 3.43 -49.30
Malaysia -62.80 -39.20 0.63 0.36 -29.30
Russia -64.50 -42.80 13.72 11.41 1.16
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