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Our flame-grilled guide to currencies suggests the dollar is getting dearer

COUNTRIES with McDonald’s fast-food
restaurants may only rarely become
embroiled in military conflict (Russia and
Ukraine are obvious exceptions at the
moment), but currency wars are another
matter. In recent years central banks in
many rich economies fired up big
bond-buying schemes to put some sizzle
into economies that had only recently
emerged from a deep freeze. Emerging-
market governments complained that the
capital that flowed their way as a result was
hard to digest. Meanwhile Americans
griped that China was serving up an
undercooked yuan. Burgernomics provides
one way to keep track of the food fight.

Our Big Mac index is based on the theory
of purchasing-power parity. It says that in
the long run exchange rates ought to adjust
so that a basket of goods and services
costs the same across countries. Our
basket contains just one item, a Big Mac
(except in India, where we substitute the
Maharaja Mac, a chicken sandwich). Since
a Big Mac costs 48 kroner ($7.76) in Norway and only $4.80 in America, the kroner is
overvalued by 62% according to this lighthearted, protein-rich analysis, making it the
most puffed-up currency in the index. The same burger costs just $1.63 in Ukraine, by
contrast, making the hryvnia the feeblest currency of the bunch.

The latest dispatch from the world of burgernomics suggests
that despite the Federal Reserve’s best efforts, the dollar
has been fattening up. The average valuation of the
currencies in our index (weighted by GDP) has moved from
roughly neutral in 2009 to about 15% undervalued against
the dollar this year. Crises of various sorts are partly to
blame. Political turmoil is depressing the hryvnia. And quite
a lot of the dollar’s relative appreciation can be linked to the
woes of the euro area.

Flailing French firms may fret about the “crazy euro” but
there is little to justify their beef; the euro is near fair value
now, down from overvaluation of as much as 50% in 2008.
Nordic currencies that looked wildly overvalued by our
greasy metric fell closer to fair value during the worst years
of the euro crisis—to the relief of Swedish and Danish
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exporters. Despite its recent rise sterling also remains below
its hearty level of six years ago, and is now close to fair
value.

Some central banks have helped their currencies slim down.
The Swiss franc’s decline is thanks in part to the Swiss
National Bank. It put a styrofoam lid on the
franc’s value when capital began flowing in
from panicked European investors, lest the
rising cost of Swiss exports abroad drive
Switzerland into recession. The Bank of
Japan has also taken a bite out of the yen’s
value. Its generous portion of quantitative
easing has helped push the currency down
from close to fair value to 24% below it.

The Chinese yuan, once the most
undercooked currency in the index, is now only the 12th-most-undervalued, thanks to
slow but steady appreciation in recent years. Yet because China’s economy has grown so
quickly, it has piled on weight in the index, helping to push the average undervaluation
even lower.

It is not on the whole surprising that currencies globally are looking a bit less supersized.
A healthier American economy and reduced asset purchases by the Federal Reserve are
a recipe for a stronger dollar. But American firms need to maintain their competitiveness.
History suggests that even when Fed tightening is well done, it is rare that global credit
conditions shift without a little scorching.

View all comments (11)

Want more? Subscribe to The Economist and get the week's most
relevant news and analysis.

Tweet 344 ShareShare 345

More from The Economist

Prostitution: A personal
choice

Asymmetry and
attractiveness: Facing the
facts

Sexual mores in Iran:
Throwing off the covers

The indictment of Rick Perry: An
awesome turn of events

Racism and Schadenfreude: What is
Ferguson doing on Europe's front pages?

Prostitution and the internet: More bang
for your buck

India and China: Strangers by choice

Higher education: Why textbooks cost so
much

The Economist explains: The three
types of unemployment

Most popular

Products and events

Have you listened to The Economist Radio on
Facebook?
The Economist Radio is an on-demand social
listening platform that allows you to listen, share and
recommend The Economist audio content

Test your EQ
Take our weekly news quiz to stay on top of the
headlines

In Other Words
Try our new audio app and website, providing
reporting and analysis from our correspondents
around the world every weekday

Want more from The Economist?
Visit The Economist e-store and you’ll find a range of
carefully selected products for business and
pleasure, Economist books and diaries, and much
more

Pakistan's political path: Two steps back
Banyan | Aug 20th, 10:05

More latest updates »

Armed police
Trigger happy

Europe and Israel: Righteous in Holland and
Gaza
Russia and the West: How to lose friends
The Michael Brown shooting: St Louis blues
Israel and Gaza: After the storm

1

2

3
4
5

410LikeLike

The Big Mac index: A basket of sliders | The Economist http://www.economist.com/news/finance-and-economics/21608647-our-...

2 of 3 8/20/2014 9:14 AM



Sections

Debate and discussion

Blogs Research and insights

Contact us

Help

My account

Subscribe

Print edition

Digital editions

Events

Jobs.Economist.com

Timekeeper saved articles

United States
Britain
Europe
China
Asia
Americas
Middle East & Africa
Business & finance
Economics
Markets & data
Science & technology
Culture
Multimedia library

The Economist debates
What the world thinks
Letters to the editor
The Economist Quiz

Americas view
Analects
Babbage
Banyan
Baobab
Blighty
Buttonwood's notebook
Charlemagne
Democracy in America
Eastern approaches
Erasmus
Feast and famine
Free exchange
Game theory
Graphic detail
Gulliver
Newsbook
Pomegranate
Prospero
Schumpeter
The Economist explains

Topics
Economics A-Z
Special reports
Style guide
The World in 2014
Which MBA?
The Economist GMAT Tutor
Reprints and permissions

The Economist Group »
The Economist Intelligence Unit
The Economist Intelligence Unit Store
The Economist Corporate Network
Ideas People Media
Intelligent Life
Roll Call
CQ
EuroFinance
The Economist Store

Contact us Help About us Advertise with us Editorial Staff Staff Books Careers Site index

Accessibility Privacy policy Cookies info Terms of use

The Big Mac index: A basket of sliders | The Economist http://www.economist.com/news/finance-and-economics/21608647-our-...

3 of 3 8/20/2014 9:14 AM


