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Comparison of Exchange Evaluation of Big Mac Index and Starbucks Index
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Abstract

Based on the theory of Purchasing Power Parity, McDonald’s Big Mac Index is often
used as an effective tool to compare the trend of international productivity changes, and has
played an important reference role in the evaluation of currency exchange rates in various
countries since its creation because of the simplicity of index construction and the frequency
of external releases. However, due to the singleness of products, the evaluation of the
exchange rate of the Big Mac Index is significantly different from the reality of a country’s
economic development. Price in developing countries are generally lower than that of the
developed countries. Starbucks Index can reflect to a certain extent the price level of each
country, especially the middle-class consumer price level. Combined with the level of
economic development of various countries, this paper compares the traditional Big Mac
Index and Starbucks Index through the best fit line to reflect the fair value of exchange rates
of different countries. The results show a positive relationship between GDP per capita and
the price of both commodities. The exchange rate shown by the Big Mac Index is generally
underestimated in developing countries, but it is not true for the Starbucks Index.

Keywords: Burgernomics, Purchasing Power Parity Theory, Big Mac Index, Starbucks
Index, Best Fitting Line
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