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AMERICAN politicians bash China for its policy of keeping the yuan weak. France blames a strong euro for its 
sluggish economy. The Swiss are worried about a falling franc. New Zealanders fret that their currency has risen 
too far. 

All these anxieties rest on a belief that exchange rates are out of whack. Is this justified? The Economist's Big Mac 
Index, a light-hearted guide to how far currencies are from fair value, provides some answers. It is based on the 
theory of purchasing-power parity (PPP), which says that exchange rates should equalise the price of a basket of 
goods in any two countries. Our basket contains just a single representative purchase, but one that is available in 
120 countries: a Big Mac hamburger. The implied PPP, our hamburger standard, is the exchange rate that makes 
the dollar price of a burger the same in each country.

Most currencies are trading a long way from that yardstick. China's currency is the cheapest. A Big Mac in China 
costs 11 yuan, equivalent to just $1.45 at today's exchange rate, which means China's currency is undervalued by 
58%. But before China's critics start warming up for a fight, they should bear in mind that PPP points to where 
currencies ought to go in the long run. The price of a burger depends heavily on local inputs such as rent and 
wages, which are not easily arbitraged across borders and tend to be lower in poorer countries. For this reason PPP 
is a better guide to currency misalignments between countries at a similar stage of development. 

The most overvalued currencies are found on the rich fringes of the European Union: in Iceland, Norway and 
Switzerland. Indeed, nearly all rich-world currencies are expensive compared with the dollar. The exception is the 
yen, undervalued by 33%. This anomaly seems to justify fears that speculative carry trades, where funds from low-
interest countries such as Japan are used to buy high-yield currencies, have pushed the yen too low. But broader 
measures of PPP suggest the yen is close to fair value. A New Yorker visiting Tokyo would find that although Big 
Macs were cheap, other goods and services seemed pricey. A trip to Europe would certainly pinch the pocket of an 
American tourist: the euro is 22% above its fair value. 

The Swiss franc, like the yen a source of low-yielding funds for foreign-exchange punters, is 53% overvalued. The 
franc's recent fall is a rare example of carry traders moving a currency towards its burger standard. That is 
because it is borrowed and sold to buy high-yielding investments in rich countries such as New Zealand and 
Britain, whose currencies look dear against their burger benchmarks. Brazil and Turkey, two emerging economies 
favoured by speculators, have also been pushed around. Burgernomics hints that their currencies are a little 
overcooked. 
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